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guate—assistance program. In the
State mentioned above, the 10 poor-
est counties, as a group, spent 4%
times as much for old-age assistance
per $100 of assessed valuation as was
spent by the 10 richest counties. Yet
in spite of their greater fiscal effort,
the poorest counties made relatively
low payments. In another State
where each county meets one-fifth of
its old-age assistance costs, per cap-

ita assessed valuations are less than

$1,200 in about half the counties.
Three-fourths of these counties levy
4 cents or more per $100 of assessed
valuation to meet their share of old-
age assistance. Among the counties
with higher per capita assessed valu-
ations, however, only one levies as
much as 4 cents. Thug fiscal ability

tends to be low where need is great,
and the poorenlocalities often bear a
disproportionately large financial
burden in paying their required share
of assistance.

If public assistance is to be adequate
in the poorer localities without a fur-
ther drain on their overtaxed re-
sources, some way must be devised to
equalize the fiscal burden among
counties. In financing education, the
principle of granting more State aid

to poorer localities is well established. -

At least 39 States have had experi-
ence with equalization plans for
financing local public schools. Appli-
cation of this principle in financing
public assistance would represent
merely an extension of an accepted
practice in State-local filscal relations.

In summary, our present grant-in-
ald systemn does not ensure that as-
sistance can he reasonably adeguate
in each State and locality. Modifica-
tlon of the financial arrangements to
permit more Federal funds to flow to
the low-income States and more Fed-
eral and State funds to flow into poor
localities within the States wili bring
this goal nearer. Of equal importance
is the need for improvement in other
aspects of public assistance adminis-
tration. Needy individuals can be as-
sured equitable treatment only if all
Btate public assistance agencies adopt
adequate standards of assistance and
assume greater responsibility—both
administrative and flnancial—for the
State-wide application.of such stand-
ards.

Intrastate Equalization In Financing

Public Assistance

By Byron L.

In xts Ninth Annual Report, the Social
Security Board expressed Its belief
that, just as the Federal share of pub-
lic assistance costs should vary with
economic capacity of the States, so
Federal and State funds should be dis-
tributed to localities in relation to
their public assistance needs and,
where the localities participate in fi-
nancing, also in relation to their fi-
nancial ability. A similar view has
been expressed by the U. 8. Treasury’s
Committee on Intergovernmental Fis-
cal Relations! > .
This article {s concerned with th
financial technigques necessary and the
alternatives available in putting a sys-
tem of Intrastate equalization into
operation under State public assist-

*Bureau of Research and Statistics, Di-
vielon of Finance and Economlic Studles,
The preceding article in this issus, by the
Chalrman of the Board, discusses use of
variable Federal grants and the neces-
sity of equaiizing the financial burden
on localities of supporting the same level
of welfare services. Hee also other Bulie-
tin articles: “Formulas for Varlable Fed-
eral Grants-in-Aid,” June 1940, and "“The
Financial Participation of the Federal
Government in Btate Welfare Programms,”
January 1940, both by Danilel S. Gerig,
Jr.; and “Distributlon of Public-Assist-
ance Funds Within Stetes,” December
1839, by Joel Gordon and Olivia J. Israeli.

1 Federal, State, and Local Government
Fiscal Relations (8. Doc. 69, 78th Cong.,
1t eess.), a report of the Treasury Com-
mittee on Intergovernmental Fiscal Re-
lations, especlally pp. 17 and 551,

Johnson*

ance programs. It assumes accept-
ance of the objective, on which there
is increasing general agreement, that
needy individuals in similar ¢ircum-
stances throughout a State shall,
within each category of assistance, be
assured equitable treatment—that is,
that the same relationship exists be-
tween the consideration of need and
the resources to meet that need in
each and every local administrative
subdivision. This isintrastate equali-
gation from the viewpoint of the re-
cipient.

From the viewpoint of State-local
relations, intrastate equalization
means that the States should so al-
locate Federal and State funds among
localities that their public assistance
needs, determined according to State
standards, can be met uniformly. If
localities do not participate in fi-
nancing the program, differences in
local fiscal ability will not affect the
amount availahble for expenditure and
the State should be able to allocate
its own and Federal funds so as to
meet uniformly the total amount of
need in each locality,. When a State
requires local financial participation,
however, variations in local fiscal
ability must also be considered. Then
intrastate equalization requires dis-
tribution of Federal and State funds
among localities in relation to local
fiscal ability as well as to local need—
that is, equalizing the financial bur-~

den among localities while maintain-
ing comparable program levels,

At present, the common practice
of requiring a locality to raise a fixed
percentage of the public assistance
expendifures within its borders is a
major financial impediment to equi-
table treatment of needy individuals,
because localities differ widely in their
ability to provide funds for public
assistance (or for any other major
public service). Complete removal
of the impediments to equitable treat-
ment of individuals arising out of local
financial participation can be accom-
plished only by dispensing with local
financial participation entirely.
Many States did abandon local finan-
cial particlpation at the time that
their assistance programs were placed
under the Social Security Act.

Intrastate equalization of public as-
sistance may thus consist of three
principal elements., The first and
fundamental element is a uniform
measurement of the need, in the lo-
cality, for assistance. The second
necessary element, if the State plan
calls for local financial participation,
is uniform measurement of local fiscal
ability. The third is a method of de-
termining local contributions and of
allocating Federal and State funds
so as to give proper recognition to
differences in local needs and fiscal
abilities.

Measurement of Need

If equity in assistance s to be at-
tained, methods of measuring the re-
quirements and resources of needy in-
dividuals must be uniform in all lo-
calities in the State, Mandatory uni-
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form State standards, adjusted only
for known differences in costs of liv-
ing among localities within the State,
will be necessary. :

It has occasionally been suggested
that socjial and economic data from
sources other than the assistance pro-
grams he used to measure relative
need for assistance within each local-
ity. Various indexes of this sort have
been tested, but all present two major
difficulties. In the first place, no
method has been discovered for test-
ing independently the validity of any
measure that may appear theoret-
ically sound, for there is no acceptable
base with which to compare it, Sec-
ond, the variation in the coverage of
insurance and public works programs
from locality to locality within a State
complicates the use of such broad
messures of economic need in an as-
sistance program which meets a vari-
able part of the need. Also, the num-
ber of series containing soc¢ial and
economic data for minor civil divi-
slons is severely limited.

The only measure of need which is
thoroughly defensible, therefore, is
one which actually represents the to-
tal of individual need in each locality.
Such data must come directly out of
unlbform administration of the assist-
ance program, using uniform State
standards. In effect, therefore, the
index of need used in the equaliza-

tion plan should be the approved .

budgets for public assistance in each
county. The administrative prob-
lems of achieving uniform applica-
tlon of State-wide standards in de-
termining need are outside the scope
of the present article, which assuymes
that satisfactory methods have been
developed for this purpose. The il-
lustrative materials below use hypo-
thetical budegets as reflecting total
need at the specified State standard
in each locality.

Measurement of Local Fiscal Ability

While local financial participation
in public assistance is commeonly re-
quired, measurement of local fiscal
ability for the purposes of equalizing
the burden of that participation is
rare. Of the 146 State plans ap-
proved as of May 1945 for public as-
sistance und#r the Social Security
Act, 64 plans in 28 States required
local financial participation,; in 46
of the 48 States general assistance
programs also called for local flnan-
clal participation. Of the 64 plans,
all but Z (both for aid to dependent

children) are on a fixed uniform-
matching basis—that is, the State re-
quires each locality to contribute, say,
20 percent of the total amount ex-
pended for the program in that 16-

‘cality. The local contribution there-

fore is not adjusted for differences in
local fiscal ability, despite the com-
mon recognition that there are large
and persistent differences among lo-
calities.

As s result, the total amount of Fed-
eral, State, and local funds available
to localities under these 62 plans Is,
with few exceptions, greatly influenced
by differences in local ability to sup-
port the programs. Exceptions are
found in a few States where the State
welfare department makes expendi-
tures through district offices and then
bills the local units for their flxed
percentage share; under this proce-
dure, therefore, payments to recipi-
ents are not directly conditioned by
the availahility of local funds.

In about a half-dozen other States,
there are procedures for State re-
view of local budgets or State-estab-
lished guotas which control, to some
extent, the distribution of Federal
and State funds among loealities.
Several States also can provide loans
or grants to a few counties which are

adjudged “distressed” on the hasis of -

certain criteria; while this practice s
useful in relieving the most extreme
situations, it is applicable only to a
few localities in acute financial e¢ir-
cumstances and is in no sense an
equalization plan.

If the States which now require
local participation in financing the
assistance programs are to equalize
the local fiscal burden, they will need

usable measures of local flscal ability.

Components of fiscal ability —The
ability of a local unit of government
to obtain revenue depends not only on
its economy but also on the State con-
stitution and laws, and in manhy cases
on State fiscal administration. What-
ever flscal powers a locality has are
granted to it by the State, Most
commonly, such powers include a
property- tax, certain fines and fees,
and occasionally the power to tax cer-
tain sales. Many States also share
with their local units the proceeds of
certain State taxes and make grants
to local units for general or specific
purposes.

Because State fiscal systems differ,
no single measure of fiscal ability
would be applicable in all States. The

action of the State, as author of local
powers, determines the appropriate
measures; A State can alter the flscal
positions of its local governments by
developing new tax bases for their
use, by Increasing the use of shared
taxes, or by changing allocations of
general aids and shared taxes. Any
change in the components of local
fiscal ability should be reflected in
changes in the measurement of fiscal
ability. For the most part, however,
local governments must depend for
the major part of local revenues on
a tax base that cannot move to escape
taxation. The largest part of the
local tax burden, thereforeswill con-
tinue to fall on real property.?

Because the use of State income
payments as a measure of ability has
been proposed in recommendations
for special Federal aid to low-income
States, it occasionally has been sug-
gested that income payments in each
local unit be used as a measure of
Iocal fiscal ability. The Department
of Commerce series on State jncome
payments generally has been accepted
as valid for measurement of the rela-
tive fiscal ability of States. No sim-
ilar index of income payments, how-
ever, has ever been developed for
counties. If the coverage of income
taxation and of social insurance is
extended, it may be possible to de-
velop such an index from the income
data collected under such systems.

Though local fiscal patterns are di-
verse, all include the property tax.
In 1942, that tax provided more than
50 percent of total local governmental
revenues in all but 11 States, and 82
percent in all States combined, Of
local governmental revenues hot spe-
cifically earmarked, however, it may
constitute almost 90 percent. In
every State it is a factor to be con-
sidered in measuring local flscal ca-
pacity; in most States, it may deserve
a major place.

Nearly all the 39 State plans now in
effect for intrastate equalization in
financing education make some use
of the property tax in measuring fis-
cal capacity. Under these plans the
States commonly measure local fiscal
ability by combining the estimated
proceeds of an assumed uniform prop-
erty-tax levy with certain other tax

3Thls viewpoint was held by the Treas-
ury Committee on Intergovernmental Fis-
cal Relations, which puggested as a
possible improvement in these clreum-
stances a locel tax on current income
from real estate; op. cit., pp. 409410,
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receipts and grants for education.
Equalization aids for education, how-
ever, are usually but a small part of
total expenditures for education; In
only 8 States does such aid furnish
more than 15 percent.

Revenues other than the property
tax account for the remaining 38 per-
cent of local revenues. These are
classifled by the Bureau of the Census
as grants-in-aid, other nontax rev-
enues, and other taxes. QGrants-in-
aid constitute about 25 percent of lo-
cal revenues. About one-fourth of
these grants are for public assistance
and about two-thirds are earmarked
for other, special purposes, mostly
schools and roads; only 11 percent are
for unspecified purposes. Nontax rev-
enues other than State aid account
for about 8 percent of local revenues.
These comprise mostly charges for
current services and special assess-
ments but include fines, pensalties, and
interest. Other taxes, mostly licenses
and fees, account for about 5 percent
of local revenues.

Because many of these non-prop-
erty-taXx revenues are dedicated to
other purposes and public assistance
is only one of the claimants for the
remainder, a State setting up an
equalization plan must decide what
part of these revenues should be con-
sidered as part of local ability to fi-
nance public assistance. On the av-
erage, probably not more than 20 or 25
percent of these revenues is poten-
- tially available to support public as-
sistance.

The property-taxr component.—In
most States, as noted above, the prop-
erty tax probably represents almost
90 percent of local fiscal ability to
support public assistance, Thus the
base of that tax—property assess-
ments—will be crucial in most meas-
ures of local fiscal ability. Since the
intrastate distribution of millions of
dollars may depend on property-as-
sessment data, the validity of these
data as a measure of local fiscal abil-
ity, their limitations, methods of im-
proving them, and the use of alterna-
tive measures of fiscal ability should
have careful consideration.

Five major factors have heen cited
as impairing the comparebility of
property-assessment deta:? (1) the
complete escape of some property

& Bilverherz, Joscph D., The Assessment
of Real Property in the United States (Spe-
clal Report No. 10), the New York Tax
Commission, Albany, 1936, pp. 209-213.

from the tax rolls; (2) rigidity, that is,
fallure to adjust assessments to
changes In actual values; (3) inequal-
itles among assessment ratios for va-
rious types of property: rural-urban
interdistrict, interclass, land and im-
provements, resident and nonresident
ownership; (4) regressivity, that is,
the tendency to assess less valuable
property at higher ratios to true value;
and (5) inequality among individual
properties.

Property assessments are gener-
ally made by locally elected offictals,
many of whom have no special train-
ing for the task. A few States require
that assessments be at some fixed pro-
portion of full value or at different
proportions for different classes of
property. But most State laws spec-
ify that assessments shall be at “full
value,” “market value,” and soon. In
actual practice, assessed values vary
widely from such norms.

In about three-fourths of the
States some State agency, such as the
State Tax Commission, has the right
to review the level of assessment in
each subdivision and to equalize as-
sessment totals for all local units.
That is, the State agency may adjust
the total assessment figure for each
subdivision upward or downward, so
that the totals of all localities will
bear a untform relationship to “full
value.” Assessment equalization is
especially important when the State
levies a property tax, since loca}l as-
sessors may then compete in under-
valulng property in their districts in
order to lighten as much as possible
the burden on their districts of the
State tax. The existence of such
competition and the inahility to cope
with it adequately by State equaliza-
tion of assessment have stimulated
the movement to reduce or abandon
State general property taxes. More
than a dozen States have no provi-
sions for State equalization of assess-
ment; seven of these now require local
participation in sonle or all programs
for public assistance. Even when
State provisions for equalization of
assessments exist, it is difficult for
State authorities to make satisfactory
adjustment of inequalities in assess-
ments. In about half the States re-
quiring local participation in financ-
ing public assistance, the actual ex-

tent of State supervision and control’

over local assessment has been ap-

praised as “negligible” or “slight.”
‘When assessed values are not equal-

ized or such equalization is inade-

quate, heavy reliance on these assess-
ments without further improvement

~ for measurement of local fiscal ability

as part of a plan of intrastate equali-
zation of assistance flnancing may
both jeopardize the end objective
sought and give rise to as many in-
equalities as it was meant to remedy.

Improving the validity of the meas-
urement of fiscal ability~When ex-
isting data on property assessments
do not seem adequate as an index of
fiscal ability, several alternatives are
open:

1. The State could adopt a pro-
gram of equalizing property assess-
ments, if it has none, or could improve
its program, profiting from the ex-
perience of the States which have had
favorable experience ~with central
supervision, control, and equalization
of assessment. Major reliance on
property-assessment data for intra-
state equalization in financing pub-
lic assistance may focus so much at-
tention on assessments that the State
may be forced to improve the ac-
curacy of this measuring rod.

2. The State might take a drastic
step, often recommended by authori-
ties on property assessment, of cen-
tral assessment by the State, abolish-
ing the institution of local assessment
entirely.

3. As what has been called a short-

. cut equalization of assessment, the

State could use some independent
measure of local ability, not influ-
enced by the judgment of local as-
sessors, that will be as valid as true-
value assessment; various indexes
have been tested for this purpose, and
one is used in Alabama in equalizing
educational aid.

Fiscal capacity measures indepen-
dent of local assessors.—Alabama’s
plan for intrastate financial equaliza-
tion in education has found favor
among commentators on school
finance.* In 1939, that State adopted
a weighted index of county fiscal
ability based on six factors: sales tax
paid (weighted 6 points): auto 1l-
censes paid (5 points); public utility
valuation (3 points) ; and income tax
paid, farm income, and value added
by manufacture (1 point each).

In a particular Statd, construction
of a valid economic index of local
fiscal ability may require omission of

¢ See Cornell, Francis G., and Johns, Roe
L., "Alabama's New Index of Local Ability
To Pay for Education,” The School Execu~
tive, June 1941,
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some of these factors and inclusion of
others. Such an independent meas-
ure, its proponents ¢laim, can closely
approximate the relative fiscal abil-
ity of the counties as measured by an
index of equalized assessed valuations.
These measures deserve consideration
when inadequate local assessment flg-
ures cannot be improved. They also
may deserve attention as a method of
testing other measures of fiscal abil-
ity, if shown to be as valid as the pro-
ponents claim, Flnally, some author-
ities support the use of such an index
because it gives weight to the eco-
nomic ability underlying fiscal ability,
holding that it is just as valid, if not
more 50, to relate fiscal effort to eco-
nomic ability as to relate it to fiscal
ability—the taxable segment of eco-
nomic ability.

Relating Measures of Need and
Fiscal Ability

The measures of need and ability
Just discussed can be used in various
ways to equalize the fiscal burden of
local contributions, though the basic
measurements will be made uniformly.
Since conditions vary widely from
State to State, and -since there has
been little actual experience with pub-
lic assistance equalization formulas,
various alternative formulas or pro-
cedures for combining need and fiscal-
ability indexes will be discussed. All
such formulas envisage that the

amount of the contribution by each .

locality will bear a uniform relation-
ship. to its fiscal abillty and that there
will be uniform standards of admin-
istration in practice.

Full attainment of the objective of
equitable treatment should mean not
only that a State plan will achieve a
high degree of equalizationn through-
out the State in meeting the need of
recipients but, further, that under the
formula and procedures used the bur-

den of raising local funds will fall’

equitably in relation to the flscal abil-
ity of each locality. As long as the
amount of funds to be provided hy
individual localities is expressed in
terms of a fixed uniform percentage
of the total expenditure in each local-
ity, it is all but impossible to achieve
the objective stated above.

Two general types of financial pro-
cedures can be used in place of the
present uniform-matching-percent-
age method. Inthe first, States would
ahandon the percentage basis of ex-
pressing local flnancial responsibility

Table 1. —Illustration of operation of intrastate equalization plan I in a hypothetical
State

{Amounts in thoussnds}

A q Fiscal Local contribution
pprove seal-
Popu- | ommual | TauRlized [opigsinder
County il p;.lblic Doy | (col.4 w Percent of
assistonce pereent o county as-
budget ments | diaratotal) | AOOURE | Coicinnes
budgst
o @ (3 4} 5 L4i)] ]
3,000 $10,000 | $3, 000, 00D 100.00 $1, 500 15.0
493 1. 160 678, 000 19. 27 289 24.9
318 1,110 306, 000 10. 20 153 13.8
207 1,19 260, 000 .67 130 10.9
258 o 000 500, 004 16. 67 250 41.7
207 530 210, 0N .00 105 17.8
204 480 160, 000 5. 53 83 17.3
174 590 154, 000 6.13 77 13.1
141 260 D6, 000 320 48 16,6
117 300 132, 000 4,40 58 22.0
114 420 78, 000 2. 60 39 6.3
111 690 G0, 000 2.00 30 5.1
105 £00 102, 000 3.4 51 10.4
102 530 64, 000 1. 80 27 5.1
8 340 36, 000 1. 20 18 4.3
75 320 $4, 000 2.13 a2 10.0
46 160 32,000 1L.o07 i3] 10,0
51 100 54, 000 1. 80 2 142
12 200 54, 000 1,80 2 13.5
38 150 46, 000 1.63 23 16.3
a3 100 18, 000 .60 ] 8.0

t Each local contribution is derived By multiplyin
assumed aggregoto local contributions ($1.6 million

and substitute periodic determination
of the aggregate dollar amount to be
raised by each locality; the first two
plans discussed below embody this
type of procedure. The second type,
outlined in the third plan, retains the
percentage basis but varies the per-
centage from locality to locality in
accordance with local differences in
need and in fiscal ability. The three
plans outlined also differ somewhat
in administrative procedures.

These plans are intended to illus-
trate various flnancial and adminis-
trative procedures which could be
adapted for use in actual intrastate
equalization plans. To illustrate these
procedures, it has been necessary in
each case to make some assumptions
abouf matters which in practice prob-
ably would be decided by State legis-
latures. For example, assumptions
have been made concerning the gen-
eral scale of local contributions and
their upper limits, and as to indexes
of local fiscal ability. It is not in-
tended, however, to imply that the

specific assumptions used represent

in any way ideal provisions.

Plan I--Local contributions com-
mingled with Federal and State funds
in Stafe {reasury—Under this plan
the State would determine periodi-
cally the dollar amount af loeal funds
to be provided by each locality, on the

by percent of fiseal ability in each locality (col 5).

basis of the total amount of public
assistance costs to be carried by all
localities and the percent of flscal
ability in each locality. These
amounts would then be paid by the
localities into the State treasury and
would be added to Federal and State
funds. The sum of Federal, State,
and local funds would then be allo-
cated among localities according to
need. The inability of any locality to
remit its entire contribution to the
State treasury would not directly af-
fect the amount of funds available for
assistance in that locality, although
the total amount distributed among
all localities would be affected to the
full extent of that local failure unless
the State made up the deficiency.
Thus, the effect of tax delinquency or
other factors which prevented a lo-
cality from raising its full contribu-
tion would be spread uniformly across
the State. Achleving equitable treat-
ment of needy individuals may be
easier under this procedure than
under the other two plans,

Under plan 1, the upper limit to the
total of local contributions through-
out the State is that it is less than the
total amount of non-Federal funds,
since there must he some State finan-
cial participation. Under this plan,
however, there is no direct limit to the
relationship between any Ilocality’s
contribution and its assistance budget.
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It is concelvable that there may be
localities which are so wealthy, in
relation to the amount of their assist-
ance needs, that this plan could oper-
ate to assess from them local contri-
butions greater than their assistance
budgets.

The determination of the amount
of local funds assessed from each lo-
cality would involve the following
specific steps: (1) The State would
construct an index of the fiscal ability
of its localities, using such data as are
pertinent in light of the State’s fiscal
structure. If equalized property as-
sessments were considered an ade-
quate measure of local fiscal ability,
these alone would be used; if not,
other measures might be ineluded.
(2) The State would convert the basic
data in the ability index so that the
index number for each locality would
be the percentage which its own fiscal
ability is of total local fiscal ability in
the State. (3) The State would then
compute the dollar amount of local
funds for public assistance assessed
from each loeality by applying the
fiscal-ahbility percentage computed in
step 2 to the aggregate amount of
local funds to be raised for public
assistance throughout the State as a
whole.

Table 1 illus;trates how this plan
would work out in a hypothetical
State by using idealized adaptations
of actual data for actual counties,
The hypothetical State is assumed to
have a population of 3 million per-
sons, an annual public assistance
budget of $10 milllon, and property
which, when its valuation is fully
equalized, i5 assessed at $3 billion,

The assumed property-assessment
figures (column 4) are a simple repre-
sentation of the index which the State
might develop as the first step in the
application of the formula. The sec-
ond step requires determination of
the percentage of total local fiscal
ability possessed by each individual
county <{column 5). In carrying
through the third step, it is assumed
that the legislature has decided that
the State would provide $3.5 milllon
toward the $5 million of the public
assistance budget not covered by Fed-
eral grants, and that the amount to
be raised from local funds is $1.5
million. The amount for each local-
ity (column 6) is then determined by
multiplying $1.5 million by the per-
centages shown in the fiith column.

Under this first plan, therefore, the
State would call the locally raised

funds into the State treasury, add
$3.5 million of its own and $5 million
of Federal funds, and then allocate
the $10 million total among all of the
counties in accordance with the
amount of their approved budgets for
public assistance. Column 7 shows
the percent of its approved assistance
budget which would be raised by each
locality.

Plan 2—Each local contribution re-
tains its identity and is supplemented
by Federal and Stete funds in amounts
required to meet need.—Under this
second type of equalization plan, as
under the first, the State would pe-
riodically determine and specify for
each locality the dollar amount of
local funds it must raise for public
assistance. TUnlike plan 1, however,
the locally raised funds in each case
would remain to the credit of the lo-
cality instead of being pooled, though
the moneys actually would be sent to
the State If assistance checks are cen-
trally issued. The total amount of
funds available for expenditure in
each Iocality would consist of the local
funds initially raised plus Federal
and State funds, which would be
equivalent to the difference hetween
the total approved public assistance
budeet in each Iocality and the

amount to be provided locally.

In determining the amount of local
contributions under this plan, two
factors would operate to set a maxi-
mum. In the first place, the con-
tribution of any locality would nor-
mally be less than half the amount
estimated to be needed for public
assistance -in that locality; it could
never exceed the total amount. This
limitation also applies to plan 3, be-
low, but not to plan 1 because under
that plan contributions of all local-
ities are commingled in the State
treasury with State and Federal funds
before being allocated for meeting
assistance costs. In the second place,
since full equalization under State-
local sharing of public assistance
costs requires that the relative fiscal
burden for any locality be no heavier
than that for any other locality, the
burden on each locality is limited by
the burden imposed on the wealthiest
locality. In effect, the State's de-
termination of the proportion the
wealthiest locality is to finance of its
total assistance budget thus sets a
limit to the total amount of local
contributions,

Two methods of computing the local
contributions under plan 2 are ilius-
trated in tables 2-A and 2-B. Table
2-A is based on the assumption that

Table 2-A.—Ilustration of operation of intrastate equalization plan 2 fn a hypotbetical
State, assuming that property assessments are the sole measure of local fiscal <bility

{Amounts in thousandst

" Ratio of Local contribution
Approve ntio 0
annual E(}(l).la(]ﬁed Assistance
County pu}:;:]in pas.?nss—y budgeti to Percent of
assistance - property cotniy
budget ments | ogessmentst| A™OU0E | pccistanco
budget
[¢3] (2 @ ) (5 {8)
Total. - $10,000 | $3, 000,000 ... ... $720 7.2
1, 160 578, 000 0. 002007 138 12.0
1,110 300, 000 003627 kel 8.7
1,190 260, 000 L DD457T G2 5.2
600 500, 000 ¥, 001200 120 20.0
590 210,000 . 002810 50 8.5
480 166, 000 002892 40 8.3
500 154, 000 . 003831 37 5.3
: 280 96, (O . 003021 2] 7.9
Y oo 300 132, 000 002273 32 10.7
LAneOD. oo e e mae 620 , 000 0749 19 31
Qreen. .. 590 60, 000 . 09833 14 2.4
Monroe. 490 102, Q00 . 004804 24 4.0
TJackson. 530 , 00 009815 13 25
340 36, 000 009444 ) 2.6
320 64, 000 005000 15 4.7
160 32,000 005000 8 50
190 54, 000 03518 13 [i%:1
200 000 003704 13 6.6
150 46, 000 003261 11 7.3
100 18, 000 005556 5 4.0

' Boone Countzf has lowest ratio.

2 Each local contribution is determined by muléi-
plying its assessed veluation by the uniform tox rate
of $0.24 per $1,000, or .24 mills per #l; this rate is

derived by multiplying thoe ratio for Boone County
£0.001200) in col. 3 by 20 percent, the share assumed
to be raised locally in the wealthjest county,
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equalized assessments of property are
used as an index of local fiscal ability.
Under this assumption, the following
are the successive steps which might
be applied in computing the local
contribution for each locality.

(1) The State would use the total
dollar amount of equalized property
assessments in each locallty as an in-
dex representing in dollar terms the
total fiscal ability of each locality
(column 3).

{2} The ratio of the total approved
assistance budget for each locality to
its index of total fiscal ability would
be computed in order to determine the
locality having the lowest ratio—
i, e., the “wealthiest” locality in rela-
tion to need. The ratios shown in
column 4 indicate that Boone County
is the “wealthiest” county.

(3) A decision must be made as to
the proportion of public assistance
costs to be borne by the wealthiest lo-
cality. Application of this propor-
tion to the ratio computed in step 2
for that locality would Indicate the
uniform tax rate which could then be
fmposed on the property rolls of each
locality. The table assumes that it

has been decided that the wealthiest
county shall provide from its, own
funds 20 percent of the total approved
budget. Accordingly, the uniform
rate is determined by multiplying the
ratio for Boone County (.0012) by 20
percent; this yields the rate of .00024,
equivalent to .24 mills per dollar, or
$0.24 per $1,000 of property.

(4) The amount of local funds to
be provided by each locality would be
determined by applying the uniform
rate to its assessment figures (column
5). In column 6 the local contribu-
tion is shown as a percentage of the
county's assistance budget. The total
amount of local funds to be provided
by all localities is determined by ap-
plying the uniform rate (.00024). to the
State total of the assessment flgures.

(5) The sum of State and Federal
funds allocated to each locality would
represent the difference between the
local contribution and the locality’s
approved public assistance budget.

The total amount of funds available
for public assistance in any locality
and the amount of Federal funds
available for distribution within the
State would be directly reduced under

Table 2-B.—Illustration of aperation of intrastate equalization plan 2 in & bypothetical
State, assuming that fiscal-ability index includes property assessments and shared

taxes
[Amounts in thousands]
Index of ability Loenltci'gnntrlbu-
e d Ratla of -
proved | ponalized g O
annual | ©9 1| Equal- . | ability
County public | Property Sbared | %70 Shared 001_1;19 index to Per}:ent
assisi | SONEC | 19N | mssoss- | D000 I iicy [assistance county
ane menis ment;s- vercent | udex | | budget # [ Amount| SEi
budge ggnrfof of tatnl | {in per- BNCO
total cant) - budget
1 (2) (3) “ (5) 0 g (8) )] (10)
Total o ooooaee $10,000 (3, 400, 000 $20, 000 | 100, 00 100.00 | 100,00 ¢__.____... @ 3890 8.9
Madison... 1,180 578, 000 708 19, 27 3.8 16,18 | 0. 000014 144 12,4
Lafayctte. 1,110 306, 000 950 10.20 4.75 9.11 . QUOOOB 81 7.3
Park____ 4 1,180 260, 000 540 8.87 4.70 7.88 . 000007 70 590
Boone._ ... . .._.___. 600 £00, 000 144 | 18.67 L72 ] 13,48 |2, 000022 i 20.0
Washington. _..___._ 690 210,000 o2 7.00 4. 51 &, 50 000011 58 0.8
Franklin... - 480 186, 000 1,000 6. 53 5.00 5.42 | . 000011 48 10.0
GtH) 154,000 | 1,022 6,13 5. 11 5.13 | .000009 46 7.8
200 PRO00 | 12061 3.20| 6.03{ 377| .o000013 4 1.7
300 132, 000 708 4,40 3.5 4,32 000014 38 12.7
620 78, 000 1, 204 2.60 6.02 3.29 000005 29 4.7
800 60,0 | 1,336 2.00 6. 68 2,04 000005 24 4.4
490 - 102, 000 942 3.40 4.71 3.60 000007 33 6.7
820 54, 000 1,340 1.80 6. 73 2.70 000005 25 4.7
340 36, 000 1,408 1.20 7.04 2.37 | 000007 21 6.2
320 64,000 ¢ 1,050 2.13 5,25 2,75 | .000009 24 7.5
160 32,000 1,388 1.07 6,94 2.24 { .000014 20 12.5
190 54, (00 860 1.80 4,30 2.30 | .000012 20 10. 5
200 54, 000 G5 1.80 3.27 2,09 ] 19 9.5
150 46, 000 7a0 1. 63 376 1.97 | .000013 18 12.0
100 18, 000 1,332 .60 4. 64 1.81 . Q00018 15 16. 0

1 Weighted average of cols, § and 6; assessments Ioenl contributions would he $800,000. Apblying
weighted 4, shared taxes, 1. percentages in col. 7 ta this figure gives amount of
1Rsatlo indicates that Boone County 15 the contribution for each locaiity. In determining pro-
“wealthlest™ county. Borticm of budget of wealthiest county to be financed
* Boone County is assumed to raise 20 percent of ¥ county itsell, sccount should be taken of total
its total budget, or $120,000. Dividing thisamount by local contributions for whole State resulting from
Boone’s percent of fiscel abillty (13.48), tiotal sueh prapertion,

this plan o the extent that a local-
ity failed to provide the full amount of
its local contribution — unless the
State made up the deficiency,

The procedures outlined above re-
semble those generally used in intra-
state equalization of education. It
should be noted that, if these proce-
dures result in an average level of lo-
cal contribution for the State as a
whole which is considered to be too
low, the only way to raise the level
under this plan would be to permit the
wealthiest county-—or perhaps several
of the wealthiest counties—to devote a
smaller proportion of their total fiscal
capacity to financing public assistance
than would be permitted in all other
counties. To the extent such steps are
taken, full equalization will be im-
paired.

Table 2-B illustrates use of factors
in addition to assessed valuations in
an index of fiscal ability under plan
2. It is assumed that property taxes
furnish 80 percent of unearmarked
local revenues in the State and that
shared taxes—taxes collected by the
State and returned to the locality-—
account for 20 percent of such reve-
nues. The successive steps which
might then be applied in computing
the local contribution for each local-
ity are as follows:

(1) The State would construct a
composite index of fiscal ability as a
percent of the State total, giving ap-
propriate weights to the various fac-
tors included. In computing the com-
posite index (column 7), four times
as much weight was given to the as-
sessment series in column b5 as to the
shared-tax series in column 6,

(2) The ratio of the composite in-
dex of fiscal ability to the assistance
budget for each locality would he
computed in order to determine the
locality having the highest ratio—i. e.,
the wealthiest county in relation to
need. Column 8 shows the ratios ob-
tained by dividing column 7 by col-
umn 2 and discloses that Boone
County is again the “wesalthiest.”

(3) Again, a decision ‘must be made
as to the proportion of public as-
sistance costs to be horne by the
wealthlest locality. Application of
this proportion to the approved bud-
get of that county indicates the dollar
amount of local funds it must raise,
It is assumed in this table that the
wealthiest county is to provide from
its own funds 20 percent of its public
assistance costs. Boone County thw
needs to raise $120,000.
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(4) The total amount to be pro-
vided by all localities in the State is
now determined by dividing the dol-
lar amournt to be raised by the wealth-
lest county, as determined in step
3, by the percent of total local fiscal
ability found in that county, as indi-
cated by column 7. The dollar con-
tribution of each of the other loecali-
ties is then determined by multiply-
ing the total amount of local contri-
butions in the Btate as a whole by
the percentage index of fiscal ability
for each county. Dividing the $120,-
0600 local contribution, fixed for Boone
Ceounty under step 3, by its percent of
fiscal ability yields a total local con-
tribution figure for all localities com-
bined of $890,000. Column 9 shows
the amount each locality would con-
tribute, obtained by multiplying $890,-
000 by the percentages in column 7.
Column 10 shows each locality's con-
tribution as a percentage of its assist-
ance budget. !

(5) Slate and Federal funds allo-
cated to each locality would amount
to the difference between its local
contribution and its public assistance
budget.

Plan 3—Each local contribution re-
tains its identity and i3 matched with
Federal and Siate funds at e ratio
varying from locelity to locality—Un-
der this .procedure the State would
require each locality to raise a speci-
fled percentage share of its approved
assistance budget; the percentage
would vary from locality to locality to
take account of differences in need
and fiscal ability., Federal and State
funds would be avallable, on a match-
ing basis, to meet the remainder,
This plan differs from present State
plans in that the percentage of local
financial participation varies from
locality to locality instead of being
uniform throughout a State. The
plan is similar to some proposals for a
system of variable Federal grants to
Btates. '

Because the percentage basis would
tie the amount of State and Federal
funds received to the amount raised
by the locality, this plan might be
open to some of the same objections
raised against present uniform-
matching plans, even though it does
adjust for unequal fiscal capacity.
It is assumed, however, that admin-
istrative measures would assure that
the payments made under approved
budgets of each locality would sup-
port uniform State standards of as-

sistance. Moreover, matching each
local dollar with a given amount of
Federal and State dollars may provide
a stronger financial stimulus to
maintenance of local flscal effort at
the desired level than plans 1 and 2,
in which the amount of Federal and
State funds allocated to a locality is
independent of the amount raised lo-
cally. The smaller the percentage
any locality is to contribute, the
greater the number of State and Fed-
eral dollars each local dollar will at-
tract, and the greater the stimulus
matching may provide.

Various types of formulas might be
used for determining the specific
matching percentages applicable to
each local unit. The linear-interpo-
lation,® the bracket, and the ratlo-
to-average’ formulas are all conceiv-
ably adaptable to intrastate equaliza-
tion if special adjustments are made
to assure full equalization year in and
year out.

A self-adjusting full-equalization
formula, similar to the ratio-to-aver-
age formula, has been used in table 3,
which lllustrates the operation of plan
3 when applied to the data for the
hypothetical State discussed above.
Briefly, this formula provides that
each locality’s percentage contribu-
tion shall bear the same ratio to the
average local percentage contribution
as the given locality’s percentage of
total local fiscal ability bears to that
locality’s percentage of total ap-
proved assistance budgets in the
State’ The nonlocal matching per-

EUinder the Illnear-lnterpolation for-
mula, the percentage contribution by
each locality would be fixed by the differ-
ence between the combined index of need
and ability of each locality and the ex-
treme items in the array of indexes, with
use of predetermined values for the ex-
tremes and straight-line interpolation to
Iind intermediste values.

s Under the bracket formula, the per-
centage contribution for each locality
would be fixed by the bracket into which
the loeality’s combined index of need and
abllity falls, with predetermined vanlues
for each bracket.

7Under the ratio-to-average formula,
the percentage contribution for each lo-
callty would be fixed by the ratlo which
the locality’s combined index of need and
ability bears to the average index of all
loczalities, with use of a predetermined
volue for the average Index. Upper and
lower limits might be placed on the per-
centage contributlons computed under
this method. R

¢In mathematical terms, if L; equals
the percentage contribution for each
county, if L. equals the percent of total
assistance costs which the State deslres to

,raise throughout the whole Btate by

centage for a county is the difference
between 100 percent and the percent-
age resulting from the formula. It
can be demonstrated that, if each
county makes the same fiscal effort
(i. e., devotes the same proportion of
its flscal ability to public assistance)
under this formula, the matching
percentages will result In total Fed-
eral, State, and local funds which will
represent a uniform percentage of
total assistance needs in each county;
therefore, this can properly be termed
a self-adjusting full-equalization
formula.

The successive steps which might
be applied in computing local contri-
butions under this formula (table 3)
are as follows:

(1} The State would construct an
index of fiscal ability which would
show each locality’s ability as a per-
cent of the State total. Appropriate

* weights would be given to each factor

entering into the index. In columns
3 and 5 it has been assumed for sake
of simplicity that assessed valuations
are the only series used 1n the index.
(2) The State would construct an
index of need, also expressed in per-
cent-of-total terms. The approved
public assistance budget of each
county (column 2) is converted to a
percent-of-total basis (column 4).
(3} Using the formula given above,
the State would compute the ratio of
the Index of ability to the index of
need for each county. Column 6
shows the ratios resulting from divid-
ing column 5 by column 4. The ratio
derived for each county is then mul-
tiplied by the average percentage of
total costs which the State desires to
raise by means of local contribu-
tions throughout the State’ This

means of local financial contributions, i
P. equals the percent of total local fiscal
nbillty in each county, and if Pa equals
the percent of total approved public as-
slstance budgets in ench county, then the
formula can be stated as follows:
P Ly P
L;=L,><P—:; or ﬁ——-ﬁ
*The moximum limits to local con-
tributions, discussed with respect to plan
2, would also operate under this plan—
i, e., a locality would not normally con-
trtbute more than 50 percent and never
more than 100 percent of 1ts asslstance
budget. If the State-wlle average per-
centage under plan 3 were set too high,
however, the percentage for some localities
obtalned under the formula might ex-
ceed the upper llmlt. The Btate would
then have to reduce the State-wide aver-
age loeal contribution or provide arbi-
trarily that no locality would contribute
more than a speclied maXimum percent-
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Table 3. —Illustration of operation of intrastate equalization plan 3 in a hypothetical -

State, with local-maiching perceniages averaging 9 percemtl’

[Ameunts in thousands]

Local contribution
Assist- | Property| Ratio of
Aplg)nr?l;?d Equelized | anea assoss- | ability par-|, . ni
C t T ubli property |budget as| ments as | centage to {1-0C0 smalching

ounty o anos|  hssess” [percent of porcent of| need per- Dcfc‘mgﬂlgtﬂ
AL ments total toial centage {Q X% abili )‘) Amount

8 (Pa) (Pa) | (PutPy) . %5%(1

2=¥%,
1) (2) 3 @ {8) (&) (9] (8}

Tatal. . _._........ $10,000 | $3, 000, 000 100, 0 100.00 | .. ... 9.00 $300
MadiSon_ . oooeeeeeann 1180 ) 578,000 16| 19.27 16012 14,05 7
Lafeyette. . - 1,110 308, 000 11.1 10.20 9189 5.27 92
Park_ ... 1,190 260, 000 11.0 :} 67 7286 6. 50 78
Boone___.___. 600 5061, 000 6.0 18.67 2.7783 26.00 150
Washington 590 210, 000 5.9 7.00 1. 1864 14, 68 63
Frapklin_ .. 480 166, 000 4.8 5.53 1.1621 10,37 50
ar 560 154, 000 6.0 513 . 6695 7.83 46
200 |- 06, 000 2.9 3.20 1, 1034 9. 53 29
300 . 132,000 3.0 4. 40 1. 4667 13.20 40
620 78,Q00 6.2 2,60 4194 377 23
500 a0, 000 59 2.00 . 3390 3.05 18
4990 102, 000 4.4 3.40 , 6030 6. 25 31
530 54, 000 5.3 1.80 . 3396 3.06 14
340 36, 000 3.4 1.20 . 3520 3.18 11
320 64, 000 3.2 2.13 G050 5 99 19
Jefferson__ ... .. ... 160 32,000 1.6 1.07 . 6688 6.02 10
Union. o oooireas . 190 54, 000 1.8 1.80 .B474 8. 53 16
LaKe, oo 200 54, 000 2.0 1.80 . 9000 8. 10 16
Winnebago. . 150 46, 000 1.5 1.53 1.0200 g.18 14
Canyon. . ooo.oceoaioe 100 18, 000 1.4 .60 . G000 540 5

! Tho formnla used here can be adjusted to obfain
sy average level of local contribution desired, within
limits discussed in iext. To slter the level of toeal
congributions, the value of the constant (L), which

computation gives the percentage of
its total costs which each locality will
have to contribute. The illustrative
computations {(column T} assume
that the State has decided to raise a
State-wide average of 9 percent of to-
ta] costs through local contributions.

(4) The dollar amount which each
locality is to provide (column 8) is
then determined by multiplylng its
approved assistance budget by the
local matching percentage assigned to
it (column 7). The total amount to
be provided by all localities should
ordinarily equal the product of the
desired average rate of local con-
tribution (9 percent) and the sum of
local assistance budgets.

age, such as 40 percent; If the percentages
for a few localities were reduced hy the
latter provision below those derived under
the formula, total local contributions
would cover & somewhat smaller per-
centage of total costs than contemplated
in the initial cholce ¢f the State-wide
average local rate.

in thia illustration is 9 percent, must be changed, If
chenged upward, it may be neeessary {o place a limit
{usualiy something less than 50 percent) on the per-
centage which will be required of any county.

(5) Federal and State funds would
be allocated to each county on the
basis of the nonlocal matching per-
centages multiplied by the total
amounts actually expended locally.

Administration of the State Equali-
2ation Plan

The ealculations of flscal ability
should be made on an annual or bi-
ennial basis, whichever is more appro-
priate; important shifts in relative
ability are infrequent. The estimated
amount of total need in each locality
will probably require some revision as
economic conditions change, and these
changes must be reflected in the allo-
cations. PFrequent readjustments may
be less urgent if only the three special
types of public assistance are included

in the equalization plan than if gen-

eral assistance i{s also covered. Fail-
ure to adjust the allotments quickly to
ehanges in the need for general assist-
ance might prove a serious weakness.

The plan should be so devised that,
in any given quarter, the State agency
can spend more or less than one-
eighth of ltfs biennial appropriation.
This element of flexibility, as well as
use of deficiency appropriations when
necessary, should be standard provi-
sions in State plans.

The three general appreoaches out- ’
lined above differ in form, but in prac-
tice, if the same measures of need and
ability were used—and also the same
general scale and limits of local par-
ticipation—each approach might pro-
duce about the same total amounts
of public assistance funds in each lo-
cality. Actual achievement of such
uniform results, however, would re-
quire fuil State-local cooperation.

In some cases it may be desirable
for departments or agencies within
the State other than the public assist-
ance agency to provide some of the
information needed in measuring fis-
cal ability. A State legislature might
require, for example, that the State
departments already collecting rele-
vant information *should certify it
periodically to the State public as-
sistance agency for use in applying
the equalization formula adopted.
Considerably more research and in-
vestigation of problems associated
with intrastate equalization would be
helpful. Persons working in the edu-
cation and public finance flelds have
been studying the general problem for
some time. Case studies undertaken
now might prove of broad interest and
might lead to positive action in some
States. To correlate the work of the
various groups concerned with intra-
state equalization, an interdepart-
mental committee on intrastate equal-
ization might well be created in each
State. SBuch a committee might in-
clude representatives not only of the
State Welfare Department, but also
of the Budget Office, Treasury, Qffice
of Equalization and Review, Revenue
Department, Auditor's Office, Depart-
ment of Education, Planning Board,
Attorney General's Office, and appro-
priate divisions of State colleges and
universities. Various nongovernmen-
tal agencies may also have a valuable
contribution to make.



