
Federal Grants-in-Aid: 
A Bulwark of State Governments 

by GEORGE E. BIGGE* 

T HE grant-in-aid is probably one 
of the most widely used and 
least understood activities or 

devices of government today. In the 
past 10 or 15 years, many studies have 
been undertaken and many volumes 
have been written about grants-in- 
aid, and yet the nature of the grant, 
its place in our system of government, 
its purpose, and its effect are little 
understood-and are often seriously 
misunderstood. Since grants have 
become such an important element in 
our governmental structure and are 
involved in so many important activ- 
ities of government, it seems essential 
to develop a clearer understanding of 
what the grant-in-aid is and how it 
works. 

The grant-in-aid may best be re- 
garded as a device through which the 
costs of government are distributed 
among the various “levels” of govern- 
ment-local, State, and national- 
somewhat differently from the way in 
which functions are allocated. This 
device has been used to some extent 
from the beginning of our history- 
in education and public roads, for ex- 
ample-but only in recent years has 
it become really important at the na- 
tional level. Twenty years ago only 

1W percent of State and local expen- 
ditures were covered by grants from 
the Federal Government. Today 
Federal grants cover about 9 percent 
of State and local expenditures. And 
the end is not yet. Recent legislation, 
together with other proposals before 
Congress, if enacted, would add hun- 
dreds of millions of dollars annually 
to the grant expenditures. In short, 
the grants involve so much money, 
and so many essential services to the 
people, that they are bound to be a 
matter of major interest, quite aside 
from their potential effect on our 
Federal system of government. 

*Director, OflIce of Federal-State -la- 
tlous, Federal Security Agency. The arti- 
cle is based on a speech given at the 
American Public Welfare Association Con- 
ference, New York City, May 19, 1950. 
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But it is from this latter point of 
view, its effect on our form of govern- 
ment, that the question is first of all 
considered. Grants-in-aid a r e re- 
garded by some as, at best, a neces- 
sary evil and, at worst, an insidious 
device for undermining State and 
local governments and transferring 
responsibility for many important 
functions of government to Washing- 
ton. Either interpretation miscon- 
ceives the nature and misreads the 
history of grants-in-aid. 

It is true that total government ac- 
tivity in the fields of health, welfare, 
and education has increased tremen- 
dously in the 15 years since the Social 
Security Act was passed. It is also 
true that the National Government 
has entered the picture as never be- 
fore and that many of these programs 
involve grants-in-aid. But it is not 
true that the grant has as its purpose 
or its effect the undermining of State 
and local governments or the trans- 
fer of functions to the National Gov- 
ernment. The explanation of what 
has happened is quite different. 

In the past 20 years the people of 
this country have demanded of gov- 
ernment-whether local, State, or 
national-a variety of services and a 
standard of service that were never 
dreamed of before. Such demands 
arose in the 1930’s. when many locali- 
ties and a number of States found it 
impossible to meet the needs of the 
people without imposing an uncon- 
scionable tax burden on the United 
resources within their reach. First 
the localities looked to the State, and 
then the State to the National GoV- 
ernment, for help. 

If the citizens demand action, and 
their local government or their 
State government cannot or does not 
meet the need, they will r&UrallY 
look to the National Government.’ If 
the demand is urgent enough and 
persistent enough, it will be satiifled 
somehow. The National Government 
can do this in one of two ways. It 
can carry on the services directly, in 

which case it will tend to undermine 
State and local governments and 
transfer functions to Washington. 
Or it can grant funds to the States 
and localities, so they can meet the 
needs more adequately. This action’ 
does not weaken State or local gov- 
ernments: it tends to strengthen 
them by helping them do a job that 
they could not otherwise do. 

Tax Resources 
It is often insisted that the Nation 

cannot meet these demands any bet- 
ter than States can; that it has tax 
resources no greater than and no dif- 
ferent from those of the States; that 
all such tax sources must be located 
in the several States, so the States can 
reach them directly and leave Wash- 
ington out of the picture. In practice 
this is not the case. The nature of 
our industrial and Anancial organiza- 
tion and the distribution of income 
are such that the more productive tax 
sources, and those that can be utilized 
most equitably, can be reached effec- 
tively only on a national basis. It 
is true that the physical property of 
the steel companies, the railroad com- 
panies, the telephone and telegraph 
companies, the tobacco and liquor 
companies, and so on is located in 
particular States, but physical prop- 
erty is not a good basis for taxing such 
enterprises. Even aside from the 
danger of interstate competition in 
such taxes, these concerns are na- 
tional in scope; they derive their in- 
come from the whole country and 
should pay their taxes, in the main, 
to the Nation as a whole and not to 
the particular State in which the 
plant or head of&e happens to be 
located. 

It is frequently suggested that the 
States’ lack of tax revenues is due to 
the National Governments preempt- 
ing the most natural and most pro- 
ductive tax resources. It is proposed 
that the National Government with- 
draw entirely from certain flelds of 
taxation and let the States alone 
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utilize them so that the States would 
have the revenues to support the serv- 
ices now supported in part by grants- 
in-aid. Grants-in-aid would then be 
reduced proportionately. Something 
could be done along this line, but 
there are two serious limitations. In 
the first place the most productive 
national taxes are the personal and 
corporate income taxes and the ex- 
cise taxes on liquor and tobacco. 
These cannot be levied, either ef- 
fectively or equitably, at the State 
level. Large personal and corporate 
incomes are derived, in the main, 
from Nation-wide operations. The 
fact that the individual receiving the 
income happens to reside in a given 
State or that the corporation has its 
headquarters in a State does not mean 
that the revenue secured should be 
available to that State alone. The in- 
come is of national origin and should 
be taxed for the benefit of the Nation 
as a whole and not for the benefit of 
a particular State. The same is true 
of the excise taxes on liquor and to- 
bacco. While the operations directly 
affected are located in a very few 
States, the revenues come from all 
parts of the country-wherever the 
product is sold. Obviously, such 
revenue should be available Nation- 
wide and not only in the State where 
the plants are located. 

An equally serious defect is that 
such tax sources, even if released to 
the States, would be available in only 
a few States. Most States would bene- 
fit very little, if at all. There are 
scme national taxes-those on lux- 
uries and admissions, the gasoline 
tax, and the like-where the proposal 
has some merit. Nere the tax sources 
are more widely and more evenly dis- 
tributed, and all States would derive 
some benefit from the National Gov- 
ernment’s withdrawal from the field. 
But even in these items, the tax reve- 
nues that would become available to 
the several States would not be dis- 
tributed in a way at all parallel to 
the need for the services now financed 
in part by such revenues through 
grants-in-aid. In other words, the 
States where the tax sources are sit- 
uated are usually not the ones that 
need Federal aid to support these 
various services, and having the Fed- 
eral Government withdraw from both 
taxes and grants would not neces- 

sarily make taxes available to take 
the place of the grants that would 
be lost by individual States. The most 
effective, as well as the most equitable 
and the most economical, way to meet 
this problem is to have the National 
Government collect the taxes on a 
national basis and make the money 
available to the States where the serv- 
ices need to be rendered. 

Allotment and Matching 
Provisions 

Our present grants-in-aid, unfortu- 
nately, do not serve this purpose as 
well as they might. In practically all 
instances, the State that has few re- 
sources and the State with the great- 
est resources are required to match 
the Federal funds to the same extent. 
In the Children’s Bureau grants there 
is the unmatched “B” fund, which is 
allotted in part according to the fi- 
nancial need of the State. This helps 
a little. In two of the public as- 
sistance programs the Federal Gov- 
ernment meets three-fourths of the 
first $20 of the average monthly pay- 
ment and only half the next $30, so 
the Federal Government does carry 
a larger portion of the cost in a State 
that pays an average of $25 a month, 
presumably a poor State, than in one 
that pays $50 a month. But the 
wealthiest State as well as th- poor- 
est State gets three-fourths of the 
first $20 for each individual. 

In fact, under the Federal Security 
Agency there is only one program, the 
hospital construction program, in 
which the matching requirement is 
related to the S%tate’s ability to pay. 
At first, that program allotted rela- 
tively more money to the poorer State 
than to the wealthier one, but to bene- 
fit by the Federal allotment the poor- 
est State still had to put up $2 for 
every $1 of Federal money. Fortu- 
nately, the law has now been changed 
so that the State’s and locality’s abil- 
ity to pay is taken into account in the 
matching provisions as well as in the 
allotment formula. It seems clear 
that if such variable allotment and 
matching provisions were applied to 
all Federal grants, a given amount of 
Federal money would go much far- 
ther in achieving a reasonable level 
of service throughout the Nation. Or, 
alternatively, we could support the 
present standard of service with 

considerably less Federal money. 
Of course, since programs such as 

public assistance have been on the 
present basis for a long time, it would 
be difficult to change them to a vari- 
able or equalization grant basis now. 
It would mean that a number of 
States would get less Federal money 
or that they would have to put up 
more money of their own or both. As 
a result, no important change has 
been made in matching provisions up 
to the present time. But, even if it 
is not feasible or expedient to change 
the existing programs, it still seems 
that if we are interested in keeping 
down Federal expenditures-and Fed- 
eral taxes-any new or expanded 
grant program should be so devised 
that a large portion of the Federal 
grant will go to thos? States that 
have difficulty in financing the aided 
activities from their own resources. 
This proposal has been incorporated 
in many of the new plans but by no 
means in all of them. In the pro- 
posed program for general aid to edu- 
cation, for example, the provision to 
give every State at least $5 per school- 
age child would use up half the Fed- 
eral funds provided before anything 
is distributed on the basis of the 
State’s need for help. This is not tine 
most economical way to use Federal 
funds. 

It is true, too, that if Federal grants 
are distributed on the basis of abil- 
ity-or inability-to pay, with more 
Federal money going to States with 
limited resources, the discrepancy be- 
tween the Federal taxes paid in a 
wealthy State and the grants-in-aid 
to that State would be even greater 
than it is at present. But this whole 
comparison is quite irrelevant. In a 
recent discussion a table was pub- 
lished showing that the people of the 
State of New York pay something 
more than 18 percent of the Federal 
taxes and receive in grants and direct 
Federal aid to individuals less than 6 
percent of the total distributed as 
Federal grants. But there is nothing 
wrong about that; it is just what 
would be expected. The tabulation 
indicates, among other things, that 
the State of New York has a lot of 
very wealthy individuals and corpor- 
ations paying Federal income tax. 
The money derived from this tax is 
used largely to support the Military 
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Establishment, to help veterans, to 
aid Europe, and so on. A relatively 
Small Part goes for grants-in-aid-a 
little more than $2 billion out of $4Q- 
odd billion collected. And to make 
that little go farthest, it really should 
go where it is needed most-to the 
poorer States. 

If Congress were to do as some have 
suggested-repeal a variety of excise 
taxes and at the same time discon- 
tinue grants-in-aid-the State of New 
York would probably pay an even 
larger percentage of the remaining 
Federal taxes and might get no grants 
at all. As long as we have progres- 
sive taxation-levied according to the 
ability to pay-and government as- 
sistance to needy individuals, there 
will be no necessary relationship be- 
tween the taxes paid by an individual 
or group of individuals and the direct 
service or assistance they get from 
the government. That holds true of 
the group of people making up a 
State, as well as for other groups. 

E#ect on State Budgets 
It is frequently stated, too, that 

Federal grants have tended to warp 
State budgets. The argument runs 
that, since Federal funds are availa- 
ble for some purposes and not for 
others, and since a State dollar spent 
in one grant program brings more 
Federal money than if spent in an- 
other, the States naturally use their 
limited funds for grant-in-aid pur- 
poses for which they get Federal sup- 
plementation, and predominantly in 
those programs in which they get the 
largest supplementation, and neglect 
other State functions. 

While there may be something to 
this reasoning, it is doubtful that the 
grants, as such, have caused any sig- 
nificant shift in the purposes for 
which State funds are spent. It is 
doubtless true that some States es- 
tablished unemployment insurance 
programs when they would not other- 
wise have done so. Unemployment 
insurance is not strictly a grant-in- 
aid program, however, and States 
budget no general revenues for this 
purpose, so that no State funds can 
be diverted. Undoubtedly some States 
have established child welfare pro- 
grams because grants were available. 
Such stimulation is an important pur- 
pose of some of the specialized pro- 

grams. But in the main the health 
Programs and the programs for the 
aged and the blind and for dependent 
children have been developed because 
of the need, because people demanded 
them; if Federal funds were not avail- 
able, more rather than less State 
money would have to be spent for 
these purposes. Old-age assistance 
payments may be used as an illus- 
tration. Among the States with low 
payments there are a number paying 
$25 a month or less on the average, 
and the Federal Government fur- 
nishes about three-fourths of that. 
Surely these States would not spend 
less than their share of this amount, 
less than an average of $5 or $6 per 
month, if the Federal Government 
were to withdraw. Then there are 
the States with liberal programs- 
Colorado and California, for example. 
The high payments in these States 
are not due to the fact that Federal 
funds are available. It is organized 
pressure that has brought about these 
situations. The availability of Fed- 
eral funds only makes it a little easier 
for the States to finance their pro- 
grams. In Colorado, for example, a 
fixed percentage of specified revenues 
is distributed among the persons on 
the rolls, regardless of Federal funds. 
And Colorado is just as liberal with 
people aged 60-64, if they meet resi- 
dence requirements, as with those 
aged 65, although no Federal funds 
may be used for those under age 65.’ 

It is true that in some States there 
is a tendency to pay benefits to needy 
persons over age 65 while ignoring all 
those under that age. This is doubt- 
less due in part to the fact that pay- 
ments to those over age 65 will be 
matched by Federal funds, while pay- 
ments to others will not. As a result, 
the money the States provide for the 
needy goes disproportionately to those 
over age 65. But it is very doubtful 
that any State is spending more for 
the care of all needy persons than it 
would if no Federal grants were made 
for this purpose. In other words, 
while there are doubtless some cases 
in which State funds are drawn into 
a particular field because Federal 
funds are available for matching, this 
is by no means the usual situation. In 
the main, it seems clear that Federal 
grants have helped States meet the 
demand for assistance to the aged, 

the blind, and dependent children, 
and for other services, with somewhat 
smaller expenditures from their own 
funds, thus leaving more State funds 
for other purposes. 

Requi~vnmts for Receipt of 

Another common criticism of ex- 
isting grants-in-aid is that they come 
to the States with a lot of conditions, 
a lot of strings attached. There is 
much discussion of “block grants,” 
meaning grants without specific con- 
ditions attached, which the States 
may use practically as they see fit. 
States frequently do make such grants 
to localities, grants that may be used 
for any governmental purpose; and 
it is suggested that Federal grants 
should be of this nature. This, again, 
is a question of the nature or purpose 
of the Federal grant. A grant may 
serve one or both of two different pur- 
poses. It may be a purely fiscal aid, 
in effect a form of tax-sharing, in 
which case no special conditions are 
necessary. The money is available to 
support any of the functions of gov- 
ernment. 

Or the grant may be made to en- 
courage the State or locality to under- 
take certain activities that are felt 
to be in the national interest and that 
the States might otherwise not under- 
take. This is the functional grant, as 
distinct from the purely fiscal grant. 
In this type of grant the granting gov- 
ernment, whether of the Nation or 
the State, will necessarily attach such 
conditions as will assure the use of 
the money for the purpose for which 
it is appropriated and granted. These 
functional grants may have some spe- 
cial fiscal aspects as well ; that is, they 
may be distributed to the 1ocaliti:s or 
States according to the need or the 
ability to collect taxes, but the basic 
purpose is to assure the establishment 
and operation of certain Programs 
that are in the general interest. This 
purpose could not be accomplished by 
general, unconditional, fiscal grants. 

The grants made by the National 
Government to the States are all of 
this second type. They are special 
purpose, and indeed very special pur- 
pose, grants. There are, for example, 
grants for aid to the needy, but not 
all the needy-only the aged over 65, 
or the blind, or dependent children, 
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and each of these is treated a bit dif- 
ferently. There are special grants for 
child welfare, for crippled children, 
and for maternal and child health. 
There are grants for public health 
generally, and special grants for ve- 
nereal disease, tuberculosis, mental 
health, and so on. These must all be 
accounted for in relation to the special 
purpose of the appropriation. It 
would be much simpler, of course, if 
the grants were grouped in a few large 
classes--one for health, one for aid 
to the needy, one for children, per- 
haps one for education, and so on, but 
there seems to be no inclination on 
the part of Congress to do this. There 
are special groups interested in each 
special field who will be satisfied only 
with a special appropriation for par- 
ticular purposes. And so long as this 
situation continues, there will neces- 
sarily be such conditions attached as 
are necessary to make sure that the 
funds are used for the purpose for 
which they are intended. 

It is not always easy to do this, 
especially in situations where there is 
a single organization handling a 
number of different grants. Federal 
officials, particularly the auditors, if 
they object to miscellaneous charges 
to these special funds, are sometimes 
accused of undue interference with 
the operation of a State or local pro- 
gram. But they have no choice. 
Congress has appropriated the funds 
for particular purposes and wants to 
be assured that they are spent for 
those purposes. If the Federal of& 
cials ask the State agencies to make 
a showing that the funds are so spent, 
this should not be regarded as inter- 
ference in a State’s operations. The 
Federal auditor generally attempts 
only to determine what the money 
was used for, not how it was used. If 
money granted for tuberculosis con- 
trol is used for that purpose, the State 
is free to determine how it will be 
used to achieve that purpose. If child 
welfare funds are shown to be used 
for child welfare, the Federal auditor 
will ask no questions as to how they 
are used. The best approach to the 
problem, it would appear, is for the 
Federal and State officials to work to- 
gether so that the necessary showing 
can be made in the simpIest and most 
reasonable way. If, in the future, 
Congress sees fit to group the grants 

under broad headings, this particular 
type of difficulty wUl be largely re- 
moved. 

There is still another kind of con- 
dition in most cases. The State iS 
required to provide such methods of 
administration-organization, proce- 
dure, controls, and so on-as, are 
necessary to assure proper and effec- 
tive operation of the program. One 
of the most important elements in 
administration is personnel, so most 
of the laws administered by the Fed- 
eral Security Agency require a merit 
system of personnel administration. 
This requirement is based on the as- 
sumption that, in the main, a career 
system will attract, and develop, and 
retain better personnel and there- 
fore will assure better administra- 
tion. The experience of the past 10 
years seems to have justSled that as- 
sumption. 

No doubt, all will agree that when 
large sums of money are granted to 
States with certain conditions at- 
tached, the conditions should be 
stated as clearly and objectively as 
possible so that everyone will know 
just what the conditions are. But 
most of the conditions attached to 
grants, such as those mentioned 
above, are such that they cannot be 
stated explicitly, definitely, in detail. 
It is usually a matter of degree, and 
here is where difilculties arise. 

Let us take old-age assistance as 
*an illustration. In this case Federal 
funds may not be used to pay benefits 
to anyone under age 65. That provi- 
sion is clear and explicit, and an ac- 
tion is either right or wrong in this 
respect. Consequently, there is rarely 
any difference of opinion with respect 
to this type of requirement. But 
there is also a requirement that all 
income and resources must be taken 
into account in determining need. 
This is just as much a requirement 
and just as important as the attain- 
ment of age 65, but it is very different 
in application. Resources may be 
“taken into account” in a variety of 
ways. Some States actually deduct 
from the budget all or any income or 
resources that an individual may 
have. Others may exempt a small 
amount, or permit some flexibility in 
budgeting. And, at the opposite ex- 
treme, some States have proposed to 
exempt from consideration such large 

amounts that it would nullify the re- 
quirement entirely in the va.st major- 
ity of cases. Somewhere a line must 
be drawn between what is a reasonable 
and what an unreasonable interpreta- 
tion of the requirement. Wherever 
the line is drawn the decision will ap- 
pear more or less arbitrary, and the 
Federal agency may be accused of in- 
terfering with a State’s operations. 
In every program there are similar 
conditions that require interpretation 
and the exercise of judgment or dis- 
cretion, and it is in these areas that 
difficulties arise. Opinions and judg- 
ments differ, and there is no single 
right answer that can readily be 
formulated. 

We often speak of standards in this 
connection, standards to guide deci- 
sions. Standards of various kinds 
have been developed, and they have 
proved helpful. But most of these 
standards do not provide the answer 
directly, either. For example, in the 
field of merit system administration 
there is a set of standards developed 
10 years ago that is quite generally 
accepted as a reasonable basis for 
judging whether or not a State meets 
the Federal requirement. The stand- 
ards say there must be competitive 
examinations, there must be certiflca- 
tion of a limited number from the top 
of the register, there must be tenure 
in office, and so on. But none of these 
standards are comparable in definite- 
ness to the age-65 requirement, for 
example. When is an examination 
competitive? How often must such 
examinations be given? How secure 
must be the tenure in office? All of 
these are questions of degree. So, in 
the last analysis, it is still bound to 
be largely a matter of judgment as to 
whether or not the requirement is 
being met. It would be much simpler 
if the requirements were such that 
any given situation is either black or 
white, right or wrong, but that is not 
the case. Most of the requirements 
or conditions are general, and the 
administrative officials-both Federal 
and State-have to exercise discretion 
in applying them in a given situation. 
If this fact is recognized by both 
Federal and State officials, and they 
cooperate in working out such stand- 
ards, then it should not be extremely 
difficult for the State agencies to meet 

Kkntinued on page 18) 
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Table P.-Estimated average taxable wage * per wage item 2 by size of concern, 
first calendar quarter 1945-48 

[Data based on tabulations of almost 100 percent of the quarterly employer tax reports, adjusted to include 
employrr reports received too late for inclusion in the tabulation; the number of employees in the mid- 
March pay period estimated for the employing organizations that failed to report such information. Esti- 
mates corrected to Apr. 15, 19501 

1946 1947 1945 

Number of employees 3 1945 Percent- Percent- Percent- Percent- 
Average %’ Average cb8afige Average es age 

change change change 
rrom 1945 from 1946 from 194i from 1945 

p------ 

Totd ______________ $417 $386 - 7. 4 $459 $18.9 5507, $10.5 I -t-21.6 

0. ---_-__-. _________-_ 234 206 -12.0 I79 -13.1 2% $2;:; -3.4 - 
l-3-..-----_-__-------- 

ifi! 
280 t-5.3 317 335 +25.9 

4-7 - - - --- -- ___ _-_- _- -- _ 303 
$E 

342 $2: Z 362 +:r. 8 
8-19- . - - - -- __ _____ _- --_ 

E 3"2 
373 +13.4 410 t9.9 ~~:~ 

!a-49 - - - - -- __ _ _ _ _ _ _ _ __ _ 
50-99 ------ _________-_ - 365 376 

$Ei :;; 1 i $;;:; 444 +7.0 
474 +s. 2 

-+f: ; 

1cQ-499.. -___ _________ 385 394 4fi4 +17.s 517 f34.3 
5co-w?.--~-~~~---~ 

:z 
417 

2;:; 
497 $4 t31.9 

1,C0S9,999~----~~~- ____ 452 -6.8 547 $ii: ; E f12.2 
10,090 and over _____ -__ 584 4Lil -21.1 581 +26.0 6.57 +1.x 1 

1 Wages paid for covered employment during first 
calendar quarter: excludes waaee in excess of D&l00 
paid by any 1 employer to any 1 worker. 

eA wage item represents n single report of taxable 

wages reported for the first calendar 
quarter of 1948 was about 11 percent 
greater than the amount reported for 
the corresponding period of 1947 and 
29 percent greater than the amount 
reported for the corresponding period 
of 1945. 

The average taxable wage per wage 
item ’ increased from $417 in 1945 to 
$459 in 1947 and $507 in 1948 (table 
2). While firms of all sizes partici- 
pated in this increase, the larger 
firms-those with 590 or more em- 
ployees-showed the greatest increase 
from 1947 to 1948. During the 3 years 

‘A wage item is a statement of the 
taxable earnings of a worker in covered 
employment during a Calendar quarter 
as reported by an employer on the em- 
ployer tax returns. 

wagee ss indicated on Ihe individual employer tnr 
return. 

8 Number employed during the mid-March pay 
period. 

1945-48 the percentage increase in 
average taxable wage per wage item 
varied from 13 percent for firms with 
10,000 or more employees to 37 per- 
cent for flrms that had 8-19 em- 
ployees. 

In each of the years 1945-1948, the 
average taxable wage per wage item 
increased with the size of the firm as 
measured by the number of employ- 
ees in the pay period nearest March 
15 (table 2). For the first quarter of 
1948 the average ranged from $331 
for concerns that had from l-3 em- 
ployees in this pay period to $657 for 
concerns with 10,000 or more 
employees. 

The average taxable wage per wage 
item represents ‘the average of all the 
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the conditions attached to the grants. 
And the participation of Federal of& 
cials in this process will then not be 
regarded as interference in a State’s 
operations. 

It is of vital importance that some 
of these matters be better understood 
in order that the grant-in-aid may 
serve its purpose. The grant-in-aid is 
the only device that will enable us, 
as a Nation, to achieve certain na- 
tional objectives, especially those re- 
lating to the welfare of the individual 
citizen, without taking away from 
the States some of their most impor- 

tant and most cherished functions. 
It is true, grants do involve a certain 
amount of supervision or control, but 
the alternative course in most cases 
is far less attractive. The only alter- 
natives in many States are either an 
altogether inadequate service and ex- 
orbitant State taxes on the one hand, 
or direct operation by the National 
Government on the other. Neither is 
satisfactory in our democratic, Fed- 
eral system of government. The 
Council of State Governments in its 
report on grants-in-aid examines this 
question in some detail and concludes: 

“There can be no disputing the fact 
that grants lead to various forms of 

individual wage items reported for all 
workers who had any covered employ- 
ment during the January-March 
quarter. Included in the computa- 
tion are not only the wage items re- 
ported for the workers who were in 
covered employment during the mid- 
March pay period but also those re- 
ported for workers who had covered 
employment a.t some other time dur- 
ing the calendar quarter but not dur- 
ing the mid-March pay period. 
F’urthermore, the average amount of 
taxable wages per wage item is smaller 
than the average taxable wage Per 
worker during the quarter because 
some workers changed their covered 
employer during the quarter and 
therefore had taxable wages reported 
for them by more than one employer. 

The smaller labor turn-over that is 
often characteristic of large employ- 
ers was probably responsible for only 
a part of the increase of average tax- 
able wages per wage item as size of 
firm increased. Other factors that 
may have accounted for tms variation 
were the differences in wage rates and 
types of labor employed. Further- 
more, because of the high rate of in- 
vestment per worker in many of the 
largest firms for research, machinery, 
and plant, the productivity of work- 
ers in these firms is likely to be of a 
high order; this high productivity, 
combined with strong unionization, is 
likely to result in high wage rates. 
In addition, most of the larger firms 
were engaged in the manufacturing 
industries that are characterized by 
more continuous operations than the 
nonmanufacturing firms. 

control. However, it has been demon- 
strated that abolishing of grants-in- 
aid wouId not necessarily bring about 
any reversal in the trend toward cen- 
tralization. On the contrary, a num- 
ber of grant programs have served to 
halt a swing in that direction.” 

That is to say, the demands made 
upon government have brought about 
a trend toward centralization. The 
grant-in-aid, far from promoting that 
trend, has halted it, in a measure, by 
enabling State and local governments 
to serve more adequately. And, as to 
the effect of the whole grant-in-aid 
approach, the Council of State Gov- 
ernments further concludes: 
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“Grants-in-aid to which adminis- 
trative supervision is an inevitable 
hand-maiden, are frequently criti- 
cized on the grounds that they are an 
insidious method by which the central 
government frustrates local democ- 
racy. Analysis quickly reveals, how- 
ever, that State aid is an important 
instrument for the preservation of 
strong local government. 

“Financial aid gives localities the 
means to maintain activities de- 
manded of them. In the absence of 
aid, localities would have to follow 
one or more undesirable courses of 
action. For one thing, localities 
might be forced to leave important 
services without sufficient support: 
this would inevitably damage their 

prestige and popular support. A sec- 
ond unfortunate consequence might 
force localities to widen their revenue 
systems to include taxes obviously ill 
suited for local collection: this would 
result in great inequities and an eco- 
nomically unsound tax structure. A 
third unwholesome course might lead 
State governments to assume func- 
tions which could be administered 
more effectively on the local level. 

“State assistance to lo c a 1 i t i e s 
avoids each of these contingencies. 
It provides minimum standards of 
service, utilizes the most effective tax 
base, and prevents the wholesale 
transfer of local functions to the 
State level. Thus, State aid increases, 
rather than decreases. the activities 

and the strength of local gov- 
ernments.” 

If in this statement “State” is put 
in place of “local,” and “Federal” in 
place of “State,” the conclusions sum- 
marize very well the argument pre- 
sented here. The grant-in-aid, prop- 
erly conceived, properly organized 
and used, is probably the best device 
for enabling our present form of gov- 
ernment to function effectively in the 
face of the demands that are being 
made upon it. If we will, we can 
make the grant, not the enemy, but 
the most important bulwark of State 
and local government in our complex 
modern world. 
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