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Formulas by which federal grants to state and local
?overnmentsare allocated have included ameasure of the
iscal capacitiesof the statesfor more than half a century.
For most of that time, the measure has been a matter of
considerablecontroversy. Thef i i programs taking account
of il capacity enacted during the Great Depressionrelied
on per capita personal income for this purpose, and that
measure reigned supreme for decades thereafter.

Indeed, no other indicator of fiscal capacity appeared
in federal legislation until the Alcohol, Drug Abuse, and
Mental Health Block Grant was reauthorized in 1987.
That law substituted the per capitavalue of a new variable
called total taxable resources for per capita income in the
allocation formula.

Fiscal Capacity and Per Capita Personal income;
The Problem

Fiscal capacity is, in essence, an indicator of the
relative fiscalwell-being of all the governmentsin a state,
asagroup. (Fiscal capacity is also an attribute of the fiscal
circumstances of an individual government. To simplify
the discussion, references in this summary are limited to
all governments in a state.) More specifically, the fisal
capacity of a state is the potential ability of its governments
to raise revenue from their own sources relative to the cost
of their service responsibilities, allowing for revenues
received from the federal government and other states.

For decades, the controversy surrounding per capita
personal income as a measure of fiscal capacity focused on
the wvalidity of persomal income as the indicator of
revenue-raising ability. In 1962, the Advisory Commission
on Intergovernmental Relations weighed into the debate
with a report setting forth the Representative Tax System
(RTS) as a more comprehensive and realistic measure of
revenue-raising ability.

The RTS is, in essence, the average (or representa-
tive) 1ax system actually in use by the nation’s state and
local governments. The estimated yield of that system in
each state is a state’s “tax capacity.” That estimate,
dividedbytotal population, isreferred to asfiscal capacity,
following the established practice for personal income.

Few questions were raised about the expression of
these measures on a per capita basis until the past few
years, when analysts began to challenge the implicit
assumptionof the conventionthat the costs of the service
responsibilities of a state’s governments, or “needs,”
depend only on the state’stotal population. Thisreport is

Executive Summary

about this issue. It presentsan approach to the measure-
ment of the relative public service needs of the statesthat
is the expenditure-side analog of the RTS.

Fiscal capacity relates to a state’s potential, not to the
actual policies of its governments. Those policies determine
the extent to which the state’s fiscal potential is being
exploited, but not the potential itself. (Over time, a state’s
actual policies may promote or depress its potential, but
these interactionsare too complex and too little understood
to be taken into account empirically.) For this reason, the
fundamental prerequisite for any measure of service
costs—as Of @ measure of revenue-raising ability—is that it
astract as completely as possible from the actual tax and
expenditure policies of any individual state.

Sources of Variation
inthe Costs of Public Services

Given that the actual policies of any one state are to be
disregarded, variatias in the costs of public servicesamong
the states depend on three general classes of factors:

®  Therange and types of servicesthat must, by law,
be provided.

m  The prices of the inputs used to produce public
services, such as wages and salaries, gasoline
prices, and the cost of asphalt.

m  Factorsthat determine the scope of the services
provided, such as traffic and the miles of
highways that must be maintained.

Legal Requirements

The servicesforwhich ajurisdiction is responsible are
a key considerationin the cost of governmentat the local
level, where obligations prescribed by state law vary
among the states and among different types of local
governments. At the state level, however, requirements
imposed by the federal government apply uniformly
throughout the nation, and the statesare essentially free
to offer whatever arrays of services they may choose.
Their choices are, of course, embodied in policies, from
which the analysis must abstract. Hence the first of the
three types of factors is not germane in considering
differencesin the costs of public services that are not the
result of the policies of the governmentsin a state.

Prices

The prices of the goods and services purchased by
state and local governments vary with climate, with
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distance from the point of production, between rural and
urban areas, and as a consequence of state-local govern-
ment policy. For example, state laws relating to the
compensation of public employeesvary widely, with major
consequences for the costs of public services. Cost
differences traceable to the policies of state and local
governments must be abstracted from, however.

Too littleinformationisavailable on the prices paid by
the states and localities to permit estimation of a
comprehensive index of the relative input costs of
governmentsin all of the states. It is possible, however, to
estimate the differences among the states in the cost of
employee compensation. This cannot be accomplished by
looking at actual payments to state and local employees
because those payments reflect policy as well as underly-
ing economic realities. Rather, the reference must be to
the relative compensation state and local governments
must pay to competeeffectivelyin the market. The closest
approximation to this magnitude is the statewideaverage
earniré?s of full-time employees of a given age, sex, and
level of educational attainment.

Such estimatesare developed for the first time in this
report using data from the 1980 census on average
earnings in each 'state. The estimates of differences in
employee earnings are, in turn, used to compute a
quasi-indexoaf relative input costsfor each major function.
The index assumes that unit costs other than employee
compensation are uniform around the nation.

A separate index is developed for each function
because employee compensation, which averages about
half of all state-local outlays, varies dramatically among
functions. That compensation, for example, accounts for
81 percent of outl?jys forpolice and correctionsbut onI?/ 13
percent of expenditures for public welfare. Hence all of
the estimates of representativeexpenditurespresented in
this report are adjusted for differences among the states
in the cost of employee compensation.

Scope of Services

This leaves the factors that influence the amount or
scope of public services that must provided, and it is
accounting for their variabilitythat is the primary purpose
of the representative expenditure approach.

Estimating
Representative Expenditures

The RTS achieves policy neutrality by estimating the
yield in each state of a standard revenue system. Given
the representative system, the key issue is the definition of
the base of each taxand estimation of its value in each state.

The representative expenditure approach parallels
that of the RTS. The crucial step is the identification of
the best possible measure of the workload for each of the
major categories of state-local expenditures. A state's
workload for a service indicates its relative need for
outlays on that function, To ensure that the workload
measures are independent of the actual policies of the
governmentsin a state, such program-client variables as
enrollment in public schools and the number of people
receiving welfare benefits are not used.

Theworkload measuresfor the categoriesof expendi-
tures analyzed separately in this report are identified in
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Exhibit 1 They are derived from review of the literature
and consultation with authorities in each functional area.

Given the workload measure for a function, the
representative expenditure per unit of workload is
calculated by dividing the total of actual state and local
outlays for the service by the U.S. total for the workload
measure. A state's representative expenditure for the
function is then arrived at by multiplying the representa-
tive outlay per unit by the state's workload. The result is
an estimate of how much itwould costthe governmentsin
a state to provide the national-average (representative)
level of the service.

Exhibit 1
Workload Measures
for Representative Expenditures

1 Elementary and Secondary Education

The workload measure is the weighted sum of three
population groups: (1) children of ¢lementary-school age
(5-13) net of enrollmentin private elementary schools, (2)
youth of secondary-school age (14-17) net of private
secondary enrollment, and (3) the population under 18
living in households with incomes below the poverty line.
The weights are, respectively, 0.6, 1.0, and 0.25.

2. Higher Education

The measure is the weighted sum of the populationin
the age groups 14-17, 18-24, 25-34, and 35 and older. Each
weight (1.32 percent, 22.44 percent, 4.16 percent, and 0.83
percent, respectively) s the full-time-equivalent number of
students in the age group enrolled in institutions of higher
education nationwide as a proportion of the ttal population
in the age group.

3 Public Welfare

The workload measure is the population living in
households with incomes below the poverty line.

4. Health and Hospitals

The measure is the sum of the equally weighted
percentagedistributionsof (1) persons age 16-64withwork
disabilities, (2) the population living in households with
incomesbelow 150percent of the poverty line, and (3) the
total population.

5. Highways
The workload measure is the weighted sum of the
percentage distributionsof twovariables: (1) vehicle-miles
traveled, and (2)lane-milesof streets and roads other than
those on federally controlled land. The first is weighted
0.825, the second 0.175.

6. Police and Corrections

The measure is the sum of the equally weighted
percentage distributions of (1) the population age 18-24, (2)
the number of murders committed, and (3) the total
population.

7. All Other Direct General Expenditures
The workload measure is total population.




Results of the Analysis

Table ES-1 shows the actual general expenditures of
state and local governmentsin the 50 statesand the District
of Columbia for the 10 major functions. The information is
expressed in per capita terms indexed to U.S. averages to
facilitate comloarisons among the states. Total actual
spending for all functions ranges from 71 percent of the per
capita national averagein Arkansasto 371 percent in Alaska.

The estimates of representative expenditures, ad-
justed for differences in input costs, are presented in
‘Table ES-2 for the same 10 functions, also on a per capita
basis indexed to the national average. Total population is
the workload factor for the functions shown in columns
8-11. The breakout is presented to provide greater insight
into the differencesamong the statesthan would be possible
if the four were combined in a single, “all-other” category.

Although the same workload is used for all four
categories, the adjustment for differences in employee
compensation is performed separately for each, in recogni-
tion of the varying importance of those costs. Interest on
general debt is a somewhat peculiar category because it
includesno employee compensation. AS a consequence, the
per capita representative expenditure in every state is
identical to the U.S. average (the indexed value is 100.0).

The range in the estimates of representative expendi-
tures is much smaller than that in actual outlays: from a low
of 85 in New Hampshire to a high of 121 in Alaska. New
Hampshire’s unadjusted index of representative expendi-
turesis 91. Unit labor costsin that state are only 86 percent
of average, however, S0 the cost of producing national-
average public services is the lowest in the country.
(Employee compensation accounts for approximately 46
percent of state-local outlays in New Hampshire. Hence
the state’s overall unit-cost index is (0.46x 0.86=0.40) +
0.54 = 0.94.That index times the state’sunadjusted index
of representative expenditures yields its adjusted index:
0.94x91 = 85)

Alaska’s position at the high end, on the other hand,
is attributable largely to its extremely high unit labor
costs, which are 134 percent of the U.S. average. Its index
of representative expenditures unadjusted for those costs
isonly 103. (The calculationis (0.52x 1.34 = 0.67) + 0.48
= 117;and 1.17x 103 = 121.)

If the adjustment for input-costs were not made,
production of the national-average level of public services
would be most costly per capita in Mississippi, whose
unadjusted index of representative expenditures is 122,
and least costly in Connecticut, whose unadjusted index is
88. Allowing for labor costs only 84 percent of the national
average in Mississippi but 109 percent in Connecticut
moderates their respective indices of representative
expenditures to 113and 92.

Table ES-3 displays the ratios of actual expenditures
to the representative estimatesfor each of the functions.
Mississippi’s below-average actual spending and above-
average needs yield a ratio of only 67 percent, at the
bottom of the list of states, when considerationis givento
both dimensions. Alaska remains at the top of the list,
though with a ratio of 306 percent as a result of its high
representative costs.

A variety of general findings can be drawn from the
estimates in Tables ES-1 to ES-3 as well as from others
discussed in the text.

It isclearthat population is an inferiormeasure of the
relative cost to the governments of a state of providing a
standard level of public services. Its use in a measure of
fiscal capacity systematically overstates the capacities of
states below the national average and understates the
capacities of states above the national average. Fiscal
disparities among the states are significantly larger than
most measures available until now have su%?ested.

The differencesamong states in the cost f)roviding a
common level of public services are substantial. They are
smaller, however, than the differences in own-revenue-
raising ability, by all measures currently available.

High public service costs tend to be associated with
low revenue-raising ability,

The actual spending of three out of four stateswith
fiscal capacities below the national average is less than
their representative expenditures.

The existing federal grant system, taken as a whole,
tends to worsen fiscal disparities among the states.
Therefore, the failure to allow for federal grants in a
measure of state fiscal capacity results in systematic
understatement of the magnitudes of fiscal disparities.

Caveats and Advice on Interpreting the Results

Three pointsdeserve special emphasisin interpreting
the results of the analysis. First, no implication should be
drawn that the representative outlays are in any sense
correct or “needed” in any absolute sense. The estimates
merely show how much it would cost each state to provide
the national-average level of each service.

Second, the estimatesassume that every government
produces the representative level of each servicewith the
same efficiency. In other words, a given level of spending
per capita (adjusted for differences in compensation
costs) buys the same level of service in every state. Hence
no inferences about operating efficiency can be drawn
from the relationship between actual spending for a
function and the representative expenditures.

Third, and a closely related point, the estimatesare
silent on the issue of performance. A dollar of spending
(adjusted for differences in unit costs) in one state is
assumedtoyield the same quantity and quality of a service
as it does in every other state. Although we know that
public services are not of equal quality per dollar spent
everywhere in the nation, it is, regrettably, impossible to
take this into account because credible measures of
performance are not available.

Representative Expenditures
and the Fiscal Capacities of Local Governments

The representative expenditureapproach outlined in
this report and used to estimate the fiscal capacities of the
states is equally applicable, with appropriate adaptation,
to analysis of the fiscal capacities of local governments
within a particular state. In fact, the approach, in
combination with representative revenue methods, has
been applied by ACIR staff in a recently completed analysis
of Hawaii’s state-local fisal system. The approach also has
been adapted for a study of the fiscal capacities of the 23
counties and the City of Baltimore in Maryland, and is
currently being applied in developing estimates of the fiscal
capacities of a sample of 40 municipalities in the Chicago
metropolitan area.
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Table ES-I
Indices of the Actual Direct General Expenditures of State and Local Governments

Per Capita, by Function, 1986.87

—FEducation Health Police  Environ- Interest Govern-
Primary and and ment on mental
and Public Hospi- Correc- and General  Adminis- All
State Total Secondary Higher  Welfare tals Highways  tions Housing Debt tration Other
m» @ @ 6 ® ) ®) ® a9 ap
United States 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Standard Deviation X538 196 5.3 2.2 A5 3.7 203 3.6 67.9 >H.2 5.0
Alabama 77.3 6.3 15 47.8 13.8 8.2 61.8 67.2 o4 73.6 78.6
Alaska 3/0.7 2838 174.1 163.6 1.5 518.3 26.8 3*B2 1,048.7 5r.5 65.7
Arizona ™4 183 137.8 6.2 5.8 10.5 7/ 120 113.9 119.5 74
Arkansas 710 &9 8L.1 .1 74.0 0.7 44 08 6.9 6.1 28.5
California 113.9 0.8 1220 124.1 114.9 6.8 14.4 1%6.5 87.9 124.8 130.1
Colorado 166 1129 173 &1 8.3 116.0 108.9 1®.5 171.8 18.2 .8
Connecticut 108.9 106.7 63.9 112.3 8.2 118.3 a8 97.3 134.2 125.8 153.1
Delaware 111.3 126 161.1 6.6 63.0 1771 185 125 211 138.9 9.2
District of Columbia  192.3 120.1 5.7 2.7 207.4 87.2 451 276.3 183.1 4.3 205.1
Florida 87.6 8.0 M5 2.0 18.5 81.6 116.6 111.0 100.5 10.3 a0
Georgia &3 96.7 6.7 63.6 184.6 P.6 822 77.4 5%.7 &.8 8.7
Hawaii 164 73.8 108.9 &.6 7.1 3.7 106.1 1.1 “1 145.7 163.7
Idaho 775 77.8 114.2 5.7 8.3 17.2 61.3 &1 56 7.3 63.8
llinois B8 0.9 2.0 1®»5 67.3 1».6 RB.6 100.6 B4 8.9 108.2
Indiana 85 8.2 115.6 775 D8 8.2 51 8.2 53.3 70.9 ®.8
lowa RB.6 0.9 150.0 91.9 107.0 146.7 2.5 B8 6.2 R4 57.6
Kansas 2.8 B9 122.6 6.0 &.1 146.2 67.3 6.3 108.6 106.6 4
Kentucky 7.7 68.7 8.9 &1 %.5 1159 B4 77.1 1.3 59 0.9
Louisiana 9.9 8.0 a1 71.8 15.2 106.2 &.2 2.9 145.9 8.2 8.1
Maine P2 6.5 &5 120.8 2.9 112.4 60.8 1».8 a91.0 816 8.9
Maryland 102.9 97.9 106.9 N2 8.4 120.3 1246 130.5 139 100.2 112.0
Massachusetts 111.5 B.6 7.2 155.0 118.8 775 974 124 107.9 110.7 144.3
Michigan 1079 113.9 130.3 140.3 127 5 108.1 78.3 .4 98.0 %.0
Minnesota 12.2 116.5 135 1457 1104 146.9 7.0 124.3 151.3 10.7 1»8
Mississippi 5.5 73.6 9.2 4.4 1384 B.1 4.2 5.7 0.9 65.2 5.7
Missouri 77.0 4.6 0.0 66.0 RB.7 83.2 B3 71.6 6.7 3.6 %8
Montana 1073 122 2.1 P?.9 63.2 177.0 2.9 117.3 124.1 114.8 RB.2
Nebraska ?.3 100.1 157 .1 113.2 1»5 613 70.8 74.5 5.9 ®.5
Nevada 14.6 8.8 8 203 8.2 130.0 150.0 112.1 1426 153.4 10.7
New Hampshire 8.3 RB.7 7.2 78 24 171.8 67.0 7.5 115.2 3.6 A
New Jersey 113.0 174 8.7 106.5 76 111.0 116.3 14.7 146.2 119.0 1405
New Mexico 100.3 106.2 120.1 6.7 &.6 1484 97.1 8.2 120.9 114.3 A1
New York 145.2 1336 8.1 1.8 168.7 D7 163.6 140.5 149.9 125 173.6
North Carolina 74 8.8 119.2 5.9 &.7 5.3 .0 3.9 2.8 749 63.4
North Dakota 1079 1015 157.9 106.8 7.7 1%6.8 452 %.2 %.3 87.0 1%.1
Ohio Q0.7 97.7 B5 118.9 87.8 .2 8.6 8.1 71.4 &.5 67.1
Oklahoma 5 P05 A6 78.7 &1 A0 64.8 87.1 8.3 7.7 57.1
Oregon 14.6 113.6 122.9 4.6 5.2 107.1 87.9 108.0 150.2 120.3 112.2
Pennsylvania 875 B3 27 112.7 %3 100.8 72.2 0.9 164 .1 RB.5
Rhode Island 103.8 ®5 7 151.6 Al 773 8.6 83.9 1%5.0 106.1 123.3
South Carolina 7.0 8.1 108.0 5.1 15.8 2.3 o2 66.6 61.2 63.3 6.2
South Dakota A7 87.9 %.0 6.3 5.8 161.8 57.6 76.0 107.8 8.2 1%5.8
Tennessee 74 67.1 a4 7.1 1134 .4 67.7 A4 A7 8.7 77.4
Texas &5 108.3 108.9 8.2 D4 12.2 77.6 R.7 107.0 7.4 /.2
Utah N8  100.1 153.1 7.0 74 100.1 8.8 %.9 B.7 109.1 3.4
Vermont 1.4 110.3 131.6 163 419 1.1 %5 78.5 100.0 110.9 106.3
Virginia 8.4 B4 109.6 57.2 9.3 118.0 0.6 0.5 67.6 125 63.1
Washington 18.4 16.7 101 %5 83.7 116.2 RN.2 1243 74.2 12.0 108.0
West Virginia A7 %.0 76.0 8L.9 61.8 124.6 379 67.1 108.7 .8 &1
Wisconsin 16.9 1078 1341 148.0 734 1214 87.0 110.3 8.2 87.6 7.1
Wyoming 164.7 1835 1620 7.5 255 6.7 1%6.7 145.8 1%.1 163.3 1137

Source: Table B-1.
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Table ES-2
Indices of the Estimates of Representative State-Local Expenditures Per Capita,
Adjusted for Input-Cost Differences, by Function, 1986-87

Educatjon Health Police  Environ- Interest Govern-
Primary and and ment on mental
and Public Hospi- Correc- and General  Adminis- All
State Total Secondary Higher  Welfare tals Highways tions Housing Debt tration Other
L @ 3 C) ) (6) M ® ®) (10) (11
United States 100.0  100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Standard Deviation 64 119 6.0 211 8.9 216 16.3 25 00 49 20
Alabama 1088  107.9 94.9 1455 1155 1175 974 97.0 100.0 94.3 97.7
Alaska 1213 150.2 130.3 92.8 104.6 1138 140.9 1117 100.0 1226 109.1
Arizona 102.6 103.0 97.2 110.6 104.9 112.3 94.3 9.1 100.0 98.3 99.3
Arkansas 106.0 105.2 884 144.8 1177 1114 86.2 954 100.0 91.0 9.4
California 101.3 1011 103.6 96.0 102.8 937 1137 102.0 100.0 103.9 1016
Colorado 98.1 101.1 102.2 84.6 921 110.1 90.0 100.1 100.0 100.1 100.1
Connecticut 917 89.7 105.1 59.3 835 97.0 922 103.0 100.0 105.9 102.4
Delaware 96.1 87.1 105.1 917 955 109.1 89.9 100.3 100.0 100.6 100.2
District of Columbia ~ 102.9 73.0 987 140.7 1174 584 204.8 98.7 100.0 975 99.0
Florida 926 79.1 865 103.9 99.3 89.1 101.3 97.0 100.0 94.3 97.7
Georgia 1086  109.9 99.9 127.9 1124 1191 1109 98.1 100.0 96.3 985
Hawaii 89.6 85.5 102.2 81.1 835 734 85.8 98.9 100.0 97.8 99.1
Idaho 100.1  113.0 864 104.3 935 119.1 68.7 95.3 100.0 90.9 96.3
Hlinois 1024 105.8 106.4 100.7 1016 844 108.3 1035 100.0 106.7 102.7
Indiana 99.3  106.6 1016 86.9 94.3 102.8 90.1 100.2 100.0 100.4 100.2
lowa 95.8 97.0 945 90.1 88.2 120.3 710 98.3 100.0 96.7 98.7
Kansas 984 96.2 944 89.9 89.9 1457 799 98.3 100.0 96.6 98.7
Kentucky 108.3 1085 101.0 135.7 1204 105.8 96.5 99.2 100.0 985 99.4
Louisiana 1104 1101 105.6 145.2 119.1 875 1159 100.9 100.0 101.8 100.7
Maine 89.0 834 85.8 914 88.7 108.5 63.7 926 100.0 85.8 94.3
Maryland 97.0 94.8 108.2 770 94.5 93.2 1125 102.1 100.0 104.0 101.6
Massachusetts 87.3 814 1016 69.3 84.1 814 77.6 98.7 100.0 975 99.0
Michigan 108.3 1152 111.0 95.8 109.7 104.6 128.8 104.2 100.0 108.1 103.2
Minnesota 98.0 99.0 101.8 85.2 90.7 122.9 78.6 100.9 100.0 101.7 100.7
Mississippi 1133 1129 918 181.7 124.2 106.7 96.2 94.7 100.0 89.8 95.9
Missouri 100.2 95.0 95.1 108.8 102.8 1144 96.0 98.7 100.0 975 90
Montana 1020  100.0 86.7 100.9 911 186.7 719 95.3 100.0 90.9 96.3
Nebraska 96.2 90.6 915 94.8 86.3 146.8 731 96.5 100.0 933 97.3
Nevada 95.9 95.3 97.6 735 89.6 122.0 97.3 994 100.0 98.8 99.5
New Hampshire 85.4 821 93.8 60.4 772 102.3 713 95.5 100.0 91.3 96.5
New Jersey 93.1 923 104.1 711 89.2 85.2 90.5 102.9 100.0 105.6 102.2
New Mexico 110.6 112.1 931 146.4 108.5 1377 98.6 96.3 100.0 929 97.2
New York 95.3 89.6 100.2 98.5 97.8 65.1 113.3 100.4 100.0 100.8 100.3
North Carolina 98.6 96.6 949 111.8 100.6 1017 90.6 95.7 100.0 917 96.7
North Dakota 105.2 96.6 916 110.3 884 2239 65.0 95.6 100.0 91.6 96.6
Chio 99.9 105.0 101.5 93.6 101.8 90.1 92.8 101.5 100.0 102.9 101.1
Oklahoma 1038  106.2 95.0 102.9 104.7 1379 92.0 98.2 100.0 96.5 98.6
Oregon 979 99.2 94.0 89.2 101.8 1114 85.1 99.5 100.0 99.0 99.6
Pennsylvania 904 85.6 97.8 76.6 923 80.2 874 100.1 100.0 100.1 100.1
Rhode Island 85.8 779 977 738 884 69.4 774 97.7 100.0 95.6 98.2
South Carolina 1033 1029 97.0 1255 104.7 109.6 96.1 95.8 100.0 918 96.7
South Dakota 104.7 914 83.3 146.3 96.8 193.0 60.3 925 100.0 85.6 94.2
Tennessee 1035  100.6 94.8 126.4 110.3 108.1 97.0 974 100.0 94.9 98.0
Texas 109.7 1208 102.6 114.3 1016 115.6 1164 100.9 100.0 101.8 100.7
Utzh 1049 1407 974 86.4 87.1 100.3 779 984 100.0 97.0 98.8
Vermont 89.1 825 90.6 845 84.2 118.2 66.6 93.2 100.0 86.8 94.7
Virginia 98.6 9.1 105.2 90.8 96.5 109.6 97.9 994 100.0 98.9 99.5
Washington 986 101.6 100.9 825 98.8 108.1 904 101.2 100.0 102.3 100.9
West Virginia 1027 1091 94.2 116.2 1145 945 815 98.0 100.0 9.1 984
Wisconsin 94.2 93.7 100.0 779 85.3 1131 80.4 99.7 100.0 99.3 99.7
Wyoming 102.2 1135 933 65.9 78.1 1974 7.7 98.8 100.0 97.7 9.1

Source: Table B-3.
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Table ES-3
Actual Direct General Expenditures of State and Local Governments
as Percentages of Representative Expenditures Adjusted for Input-Cost Differences,
by Function, 1986.87

_Education Health Police  Environ- Interest Govern-
Primary and and ment on mental
and Public Hospi- Correc- and General Adminis- All
state Total Secondary Higher  Welfare tals Hidvways  tions Housing  Debt tration Other
1) 2 3) C)) ) ) Y ® ® (10) (11)

United States 10.06 1006 100.00 100.0h 100.00 100.0% 100.0% 100.0% 100.C06 100.0%  100.0%
Standard Deviation 5.6 2.9 A6 29 3.9 38 Z9 2.9 67.8 0.7 4.1
Alabama 71.0 8.5 110.1 .8 120.2 ®.1 63.5 .3 .4 78.1 04
Alaska 3B.7 189 133.6 181.6 0.9 4%.6 160.9 306 1,087 409.8 610.4
Arizona 101.8 106.2 1417 $.0 51.3 151.0 142.2 129 113.9 1215 77.9
Arkansas 67.0 78.8 91.8 4.7 29 H5 %.0 62.7 &.9 6.1 5.3
California 112.4 B.7 17z.7 129.3 111.8 70.2 131.3 123.9 87.9 120.1 137.0
Colorado 107.6 111.6 114.8 100.6 %9 16.4 115.4 10.4 121.8 138.0 838
Connecticut 118.8 17.9 6.8 189.4 105.6 171.9 N5 A4 134.2 118.9 149.6
Delaware 115.8 179 153.2 75 66.0 116.5 115.1 12.2 211 181 B9
District of Columbia  186.9 1644 %.5 193.8 176.6 14.4 217.3 2.9 183.1 20.7 71
Florida M6 1126 63.0 D1 104.2 a5 115.1 114.4 10.5 1159 B.1
Georgia .2 879 76.8 4.8 164.2 77.8 7.1 789 5%.7 8.1 .7
Hawaii 117.6 &.3 106.5 106.8 N7 &.8 1.7 1%.8 1411 149.0 166.2
Idaho 77.5 68.8 122 2.6 &.1 RB.3 8.2 8.3 45.6 87.3 6.2
Ilinois 9.6 &.9 &.5 101.7 6.2 1215 &6.4 97.3 B4 .3 100.6
Indiana 8.1 8.7 113.7 8.2 6.3 8.0 3.3 8.0 3.3 7.5 69.7
lowa 97.7 RB.7 158.6 12.0 121.2 12.0 8.0 8.2 6.2 &.2 3.3
Kansas N3 107 120.8 72.3 A7 100.3 a1 67.4 108.6 110.3 B4
Kentucky 7 63.4 8.0 &.5 6.1 10.6 0.6 77.7 108.3 7.0 03
Louisiana 8.3 .7 o7 0.4 106.1 121.3 73.5 0.0 145.9 &8 8.6
Maine 13,5 115.6 6.2 1420 %.2 1.6 5.4 110.9 a0 %.1 8.0
Maryland 16,0 1.2 B8 2.4 5.2 129.0 110.8 127.8 1139 %6.3 110.2
Massachusetts 127.7 2.1 70.0 223.6 413 B2 155 1239 107.9 1135 1457
Michigan 0.6 ®B.9 117.3 1464 111.8 B9 8.9 5.2 .4 90.7 2.0
Minnesota 1247 117.8 133.2 171.0 121.8 119.6 979 123.2 1513 107.9 12.2
Mississippi 6.6 6.2 ®.3 H4 11.4 91.9 51.1 63.0 60.9 2.6 5%.0
Missouri 76.8 &.0 N6 0.7 9.2 77.0 8.4 7.5 .7 04 57.3
Montana 106.2 1222 106.3 92.0 .3 N8 85 123.2 1241 126.3 B.7
Nebraska %.9 1105 1374 8.5 1311 0.2 83.8 734 745 8.3 7.4
Nevada 100.1 N2 817 67.1 9.8 106.5 1.1 112.8 1426 155.2 140.3
New Hampshire 975 142 77.0 128.8 67.8 119.0 3.9 7.8 115.2 R.7 7.0
New Jersey ?4 1271 04 149.9 8.6 130.3 1285 ma 146.2 127 1374
New Mexico D07 B8 129.0 4H5 7.8 107.8 RB.5 P6 120.9 123.1 76.3
New York 1524 149.2 870 197.8 1”5 1531 1444 139.9 140.9 1314 173.0
North Carolina 78.5 91.9 15.6 36 &.2 4.1 83 @5 1.8 816 65.6
North Dakota 126 106.0 1”5 6.9 8.0 70.0 69.6 100.6 %.3 %.0 130.8
Ohio 90.8 RB.1 97.0 127.0 8.2 91.2 %5 8.9 4 a1 6.3
Oklahoma 7.5 &.2 ®.6 7.5 &.1 63.2 05 8.7 8.3 85 579
Oregon 169 145 130.8 5 73.9 %.1 184 18.5 150.2 215 112.7
Pennsylvania %8 1149 9 471 .9 15.7 &5 70.8 1064 &0 93.5
Rhode Island 1211 1188 8.6 6.3 %.1 11.4 106.7 &.8 1%5.0 111.0 1255
South Carolina 7.4 8.6 114 43.9 120.2 %9 78.3 ®.6 61.2 8.9 3.5
South Dakota 0.5 6.1 14.1 453 85 8.9 6.6 &.1 107.8 P.5 166.4
Tennessee 4.7 6.7 8.0 60.2 128 8.7 ®.8 7.4 4.7 .4 .0
Texas 78.9 &.6 101.3 22 M1 97.0 ®.6 91.8 107.0 7.0 3.8
Utah 0.3 7.1 157.1 2 &5 0.8 107.6 97.4 RB.7 112.5 743
Vermont 114.9 133.6 1453 124.6 4.8 133.8 A7 43 100.0 1277 112.2
Virginia D7 1r4 1m™.2 63.0 97.8 107.7 R.6 100.1 67.6 103.7 63.4
Washington 119 140 119.0 115.8 A7 1074 102.0 129 74.2 0.7 107.0
West Virginia 4 8.0 .7 0.5 5.0 131.8 46.5 8.4 108.7 8.1 D5
Wisconsin 1124 1151 141 180.9 &.1 107.3 108.2 110.7 8.2 8.2 773
Wyoming 1612 1617 173.6 107.0 28.5 155.3 474 147.6 1%6.1 167.2 114.8

Sources: Tables ES-1 and ES-2.
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Preface and Acknowledgments

This report adds a new dimension to the Advisory
Commission on Intergovernmental Relations’ contribu-
tions to measuring the fiscal capacities of state and local
governments. Until now, measures of fiscal capacity have
been expressedon apercapitabasis. That is, the measures
relate their evaluations of the revenue-raising potential
of the statesand local governmentsto the total population
of a state. This convention effectively assumes that
population i the important determinant of the “needs” of
that statefor public services. This assumption has longbeen
criticized on the ground that, for example, the number of
poor peopleliving in a stateis a muchbetter indicator of the
need for welfare programs than is total population.

This report responds to the criticism by marshaling
the best available information on the demographic and
other relevant characteristicsof the states to identify a set
of measures of a state’s relative needs. The measures,
developed for ten major categories of public services,
include allowance for estimated differences among the
states in the unit cost of employee compensation.

Special care should be exercised by readers in
drawing conclusions from, or making specificuse of, the
estimates of representative expenditures, especially in
comparisons With actual spending. Particular attention
should be paid to the observations throughout the text
regarding the possible limitations of the measures and
the reliability and currency of some of the data. This
report isintended to promote discussion and analysis of
the important issue of the comparative measurement of
government spending, as ACIR’s numerous reports on
public revenue systems—those on the Representative
Tax System, in particular—have promoted constructive
discussion of the financing of government.

It is especially important to emphasize that the
measures should not be interpreted as implying or
necessarily supportingjudgments about the performance
orquality of governmentin any state. Performance cannot
be judged by a government’s level of spending alone—
though it can hardly be considered without reference to
spending. The quality of a government’s performance isa
matter of the relationship between the amount of its
spending and the results achieved, a relationship com-
monly referred to as the efficiency (or effectiveness)of a
government’s operations. We have to be concerned about
what the children graduated from our public schools have
learned, not just about how much is appropriated for
teachers’ salaries and classroom construction.

The report is silent on the issue of the results of
government—the quality of performance, if you will—
and no such implicationsshouldbe read into the findings.
Thereport offers estimates of the amount it would cost in
each state to provide the national average level of public
services if governments in every state were equally
efficient. Outlays for a service that are lower than the
estimate of a state’s representative level of expenditure
forthat servicedo not necessarily imply that the quality of
the service actually delivered is below average. The
information would be consistentwith a situation in which
the governments in the state are, on the whole, more
efficientthan average. In otherwords, the reality mightbe
that services of average quality, perhaps even better than
average, are being delivered in the stateat a cost that is
below the national average.

The authorand principal investigator for this study is
Robert W. Rafuse, Jr., Senior Fellow at ACIR. We would
like especially to express appreciation to the U.S,
Department of the Tkeasury for its support of this
research, which builds on work initiated by Dr. Rafuse
during the Tkeasury studies of federal-state-local rela-
tions when the author was Deputy Assistant Secretary,
State and Local Finance.
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session on a draft of the report in March 1989, which
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Policy; John R. Coleman, Port Tobacco, Maryland; Philip
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Tax Structure; Robert Dinkelmeyer, U.S. General Ac-
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Management and Budget; Vic Miller, Federal Funds
Information for the States; Vincent Munley, Lehigh
University; Will S. Myers, National Education Association;
Max B. Sawicky, Economic Policy Institute; and Michael
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More than a quarter-centuryago, the Advisory Com-
mission on Intergovernmental Relations published an in-
formation report setting forth a new approach to the
measurement of the fiscal capacities of state and local
governments.” That report, prepared by SelmaJ. Mushkin
and Alice M _Rivlin, developed the concept and presented
preliminary estimatesof theyield in each state in 1960 of a
Representative Tax System (RTS). Subsequent Commis-
sion reports have refined the approach and updated the
estimates; the most recent are for 1988.2

Since the introduction of the RTS, estimates of per
capita representative tax collectionshave come to be rec-
ognized by the technical community with virtual unanimi-
ty asa major improvement on per capita personal income
asameasure of the fiscal capacities of stateand local gov-
ernments. The approach has not escaped criticism, how-
ever. Two general types have been most important.

The first type of criticism challenges the underlying
logic of the RTS as a measure of the potential abifity of
state and local governmentsto raise revenues from their
own sources, and questionsthe appropriatenessanda m -
racy of some of the methods used to estimaterepresenta-
tive collections. The issues raised by this type of criticism

“Advisory Commissionon IntergovernmentalRelations, Mea-
sures of State and Local Fiscal Capacity and Tax Effort
(Washington,DC, 1962).

2 Advisory Commission on IntergovernmentalRelations, 1988
State Fiscal Capacity and Effort (Washington, DC, 1990). This
report also presents estimates of the yield of a Representative
Revenue System (RRS) that includes—in addition to 27
categoriesof taxes in the RTS—such nontax revenues of state
and local governmentsas user chargesand rents and royalties.
Total RRS revenuesamount to 89 percent of the total general
revenuesof the statesand localitiesfrom own sourcesreported
by the Bureau of the Census for 1987-88. The discrepancy
exists because the RRS does not include interestearnings ($47
biIIionR, revenues from the sale of property ($1 billion), and
miscellaneousrevenuestotaling approximately $19billion; see
US. Department of Commerce, Bureau of the Census,
Govemment Finances in 1987-1988 (Washington, DC, 1990),
Table 6.T0 simplifiil the discussion, only the RTS is referred to in
the remainder of the present report the argument would not be
significantly different if the references were to the RRS.

Chapter 7

Introduction

of the RTS deserve serious consideration, but they lie
outside the scope of this report.’

The second criticism is that the RTS & flawed as a
measure of fiscal capacity because it assumes implicitly that
the costs of the service responsibilities of state and local
governments depend solely on population. This report can
be Viewed as a direct response to the second criticism. In
essence, the estimates of representative expenditures
yielded by the approach outlined in thisreport are intended
to be an improved measure of the relative public service
costs Of the states. As such, their use—in lieu of
population—in combination with the estimates of reve-
nue-raising avility produced by the RTS (or other measure)
would be asignificant refinement of the measurement of the
fiscal capecities of state and local governments.

What Is Fiscal capacity?

Abrief review of the concept of fiscal capacity and the
RTS approach to measuring it is in order at this point to
establish the context of the present study. “Fiscal
capacity” is most usefully defined as the potential ability
of a state or local government to raise revenues from its
own sourcesrelative to the cost of its service responsibili-
ties, with appropriate allowance for revenues received
from other governments!

The concept of the costs of the public service
responsibilitiesof agovernmentisdifficultto definein the
abstract. It is perhaps best understood as the common
meaning of the term “needs,”which is used in this report
as a synonym for relative public service costs. A rigorous,
general definition of “need” or “needs” appears to have
eluded the English language, however.*

3For a review of these issues, see U.S.Department of the
Treasury, Office of State and Local Finance, Federal-State-
Local Fiscal Relations: Report to the President and the Congress
(Washington, DC, 1985), ChapterVIIL; and StephenM_Barro,
“Improved Measures of State Fiscal Capacity: Short-Term
Changesinthe PCl and RTS Indices,” in Robert W_Rafuse, Jr.
(ed.), Federal-State-Local Fiscal Relations: Technical Papers,
Vol. | (Washington, D C U.S.Department of the Treasury,
Office of State and Local Finance, 1986), pp. 187-261.

4 Treasury, Federal-State-Local Relations, p. 207.

$The definition of “need”?/ the American Heritage Dictionary
of the English Language, for example, boils down to “some-
thing required or wanted“ (Boston: American Heritage,
Houghton Mifflin Company, 1975), p. 878.
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Three general approaches to an operational defini-
tion of public service responsibilitiessuggest themselves:

m  What the people “want”,
m  What the people are willing to pay for, and
m  What the experts say we ought to have.

Thefirstapproach isbetter suited to the rhetoric of
demagogues than to the demands of empirical analysis.
In a democracy, of course, the wishes of the votersare
the ultimate considerations onanissue, and the obliga-
tion of elected officials is to be responsive to those
wishes. In the end, however, this approach yields little
more than a rationale for saying that— on the assump-
tion that the system is working effectively —whatever a
government is actually spending for public services is
what the people want. Thisconclusion is not very help-
ful; it certainly does not reflect the common under-
standing of “needs” as something quite different from
actual spending by every individual government.

The second approach draws on the economic notion
of effective demand, as opposed to wishes or wants. But
this approach, like the first, threatens to reduce to the
judgment that, if democratic government is working
responsively, the public servicesactuallyprovided mustbe
the services the voters are willing to pay for. Again, we
have no basis for an independent, evaluativedefinition of
“needs.” Another problem with this approach derives
from the dependence of effectivedemand on the existing
distribution of income and wealth amongthe voters. One
thing the concept of needs certainly comprehends is that
they are independent of means.

The third approach is perhaps the most common. It
relies on normative definitions of “needs,” typically as
prescribed by experts as the “correct,” “proper,” or
“optimal” number of teachers per 100pupils, squaremiles
of parkland per 100,000 population, or traffic lanes per
1,000 vehicles per hour.

The history of the measurement of revenue-raising
ability demonstrates the essential problem with a norma-
tive approach. For several decades preceding the develop-
ment of the RTS strategyin the early 1960s, measurement
of the revenue-raising potential of state and local govern-
ments relied on estimation of the yield in each state of a
model, or ideal, taxsystem.® The difficulty with thisapproach
was that there was no shortage of competing ideas about
model tax S{stems. Since each system could weight
economic stocksand flowsdifferently, each would producea
differentset of estimatesof relative revenue-raising abilities.

The Same problem arises with the normative approach
to the evaluation of needs. In some fields, prevailing
standards reflect a strong consensus of experts. In other
aress, however, major controversies rage among the
technicians. An attempt to define a single set of need
standards for the entire range of public services viewed by
one or another expert or interest as essential to the agenda

6 An earlyexampleof this approach is astudy that estimated the
yield in each state of a variation on a model tax system
developed by the National Tax Association in the 1920s; s
Mabel Newcomer, An Index of the Taxpaying Ability of State
and Local Governments (New York: Columbia University,
Teachers College, 1935).
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of government in the United Stateswould be an invitationto
endless debate, with negligible prospects for ultimate
agreement.

Theansweris a purely positivisticapproach, following
the general strategy of the RTS. By this approach, public
service responsibilities are whatever all state and local
governments in the nation, collectively, have demon-
strated them to be by their actual fiscal decisions. It
followsthat the total cost of those resFonsibiIitiesis equal
to the total actual outlays of all states and local
governments. This strateg?]y offers an objective basis for
quantitative analysis of the relative costs of the public
serviceresponsibilitiesof the states. A keyattniute of the
agproach, it must be emphasized, is that the analysis
abstracts completely from the actual policies of any
individual government and from the actual policies of all
the governments, as a group, in any particular state.

Theyield of the Representative Tax System, referred
to as “tax capacity,” is an indicator of the potential ability
of all the governments in a state, as a group, to raise
revenue from their own sources. When the estimate of tax
caecity is divided by the population of the state, the
resulting peir%)itayie!d of the RTS becomes an estimate of
the state’s cecity. These estimates are customarily
presented asan index, with the national average set at 100,

Until recently, thispractice of expressing tax capacity
on a per capita basis was generally viewed as a
mathematical conventionwhose purpose was to facilitate
comparisonsamong the states. Some analysts, however,
including Mushkin and Rivlin in their 1962 report, have
long recognized that dividing estimates of representative
tax yields%y population has significantanalytical implica-
tions. AS Mushkin and Rivlin note,

.. .t0 express capacity on a per capita basis . ..
implies that a State’s . . . public expenditure
needs vary directlywith its population. ...

The use of populationasthe soleindicator of

needs for public services clearly leaves much to
be desired!

"The per capitayield of the RTS in a state is divided by the
national average yield, and the result multiplied by 100.

8 Advisory Commission on Intergovernmental Relations,M a -
sures of State and Local Fiscal Capacity and Effortp. 9. Other
analystsexplicitlyacknowledgingthe implication of expressing
fiscal capacity measureson a per capitabasis include GeorgeE
Break, who observes in the first version of his study of
intergovernmental finance that,

.. .population, used as a divisor in .. .measures of
fiscal capacity,. . . serves as a rough measure of. ..
need forpublicservices. Intergovernmental Fiscal Re-
lations in the United States (Washington, DC The
Brookings Institution, 1967), p. 117.

In amajor updatingand extension of the RTS approachin the
mid-1970s, D. Kent Halstead notes, in explaining his presenta-
tion of results in per capita terms, that tax
.. .capacity . ..is most meaningful if it is related to
public needs . The proxy chosen to express public
needs is simple population count. (Emphasis in the
original.) Tax Wealthin Fifty States (Washington, DC:
U.S. Department of Health, Education and Welfare,
National Institute of Education, 1978), p. 7.
Halstead reportsthe results of an “introductory effort” todevelop
“more exact comparative measures of relative public service re-
quirements” in an appendix to this report.



The problem is that the costs of the public service
responsibilities of state and local governments depend
on numerous important factors in addition to popula-
tion. Although some of these factors cannot be taken
into consideration because the data that would be
required are not available, others certainly can be
brought into the picture. The objectives of this report
are to show how this can be done and to present the
results of an effort to do so.?

Review of the Report by State Officials

A specialprocedure was followed in the productionof
thisreportat the request of ACIR’s Commissionersat the
time they approved publication. A draft of the executive
summary was sent to the governor, speaker of the house,
and president of the senate of each state (and to the mayor
and council chair of the District of Columbia) with a
request for their review and comment.

The letter accompanying the executive summary
indicated particular interest in comments relating to
special circumstancesin a state that might help account
for any unusual or especially striking agmects of the
representative expenditure estimates or their relationships
to actual spending levels. The letter also mentioned the
Commissioned intent that comments on the findings
relating to individual states be incorporated into the report.

Responses were received from the governors of 24
states, the house speakersof 3, and the senate presidents
of 2 states. Responses going beyond acknowledgment of
receipt of the materialswere received from 13governors,
1speaker, and 1senate president.

Ifthereisacommon theme of thecomments, it is that
the representativeapproach is a significantimprovement
on conventional expenditure analysis performed with
reference only to total resident population. Though an
attemptis not made to summarize or synthesizethe entire
set of comments here, specificobservations, suggestions,
and cautionary notes appear in the text or as footnotes
wherever in the report they are most germane.

A reviend the recent technical literature in the United States
appears in Appendix D. An especially interesting collection of
papers on the measurement of government expenditure
needs, with particular emphasis on experience in Europe,
appearsin Gordon Cameron and Jurgen Lotz (eds.), Measuring
Local Government Expenditure Needs: The Copenhagen Work-
shop, Urban Management Studies (Pans: Organisation for
Economic Cooperation and Development, 1981)

Overview of the Report

Chapter 2 of this report reviews the principal consider-
ations that account for the variability of the costs of public
services among governments. That discussion is followed in
Chapter 3 by a summary of the basic logic of the
representative expenditure approach and of the specific
methods used to develop estimates of representative
expenditures for the ten major categories of state-local
outlays.

The estimatesthemselvesare presented in Chapter 4
and compared with actual spending levels in the states.
Regional differencesin the estimatesare also exploredin
this chapter. The index is used to determine the
consequences for estimates of state fiscal capacities of
using representative expendituresrather than population
alone as the measure of the cost of the public services
provided by state and local governments. The analysis
considers four different measures of revenue-raising
ability: resident personal income, RTS, gross state
product (GSP), and total taxable resources (TTR).

Chapter 4 also expresses the results as gaps between
the representative expenditures of a state and the
revenues that would be raised if the state’s governments
were to exerta national-averagelevel of fiscal effort. The
implications of the existing distribution of federal
grants-in-aid for the revenues available to state and local
governments in each state are also considered in the
context of the gap analysis.

Chapter 5 consists of a set of graphs, one for each
state, portraying the estimates of representative expendi-
tures on a per capita basis for the ten major functional
categories. The estimates are related to a state’s actual
per capita spending and to the U.S. average for each
function. Some concluding observationsand suggestions
for potentially productive lines of further research are
presented in Chapter 6.

Details on the sources of the data used to derivethe
estimates of representative expenditures appear in
Appendix A. A set dof tables showing the data and
calculations underlying the estimates is provided in
Appendix B. Appendix C discusses differences among
governmentsin input costs and summarizes the method
used to derive an index of the variation in such costs
among the states.

Appendix D presents a technical description of the
representative expenditure and revenue approachesand
compares them with other methods of arriving at
estimates of the elements of measures of fiscal capacity.

Advisory Commission 0N intergovernmental Relations 3
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Chapter 2

The Variability of the Costs

As noted earlier, the expression of a measure of fiscal
capacity in per capita terms assumes that variation in
population is the only source of differencesin the costs of
public services among areas. This assumption is not
entirely wrong. Population undoubtedly is the most
important factor in the variation in public service costs.
The difference, for example, between the $85 billion
spent in 1986-87 by the state and local governments in
Californiaandthe $1.5billion spent by the state, counties,
and towns in Vermont is accounted for largely by the fact
that nearly 28 million people live in Californiaand fewer
than 600,000 live in Vermont.

Three general classes of factors are responsible for
variation in the costs of public services among govern-
ments and areas:’

®  Therange and types of servicesajurisdiction
must, by law, provide. For example, the law
in some states requires county governments
to deliver medical services to all poor
persons who meet certain specified condi-
tions.

m  The prices of the inputs used to produce
public services, such as wages and salaries,
gasoline prices, and the cost of asphalt.

®  Factors that determine the scope of the
services provided, such as the number of
pupils in public schools.

The types of servicesa jurisdiction is responsible for
providing are central considerations in the cost of
government at the local level, where obligations pre-
scribed by state law vary substantially among states and
among different types of local governments. At the state
level, however, requirements imposed by the federal
government are relatively insignificant. The states (col-
lectivelywith their local governments)are essentially free
to offer—or not to offer—any service not reserved to the

It is important o remember that the concern hereis only with
differences in costs that are not attributable to the policies of
the governments serving an area.

of Public Services

federal governmentby the Constitution or proscribed by
the Congress. Such federal requirements as do exist apply
uniformlythroughout the nation, sothey should not be an
important source of variation in costs. Thus, this class of
factors is not germane in considering variations in the
costs of public services among the states.

Theprices of the goodsand servicesused by state and
local governments vary with climate, with distance from
the point of production, between rural and urban areas,
and asa consequenceof state and local policy. For example,
state laws relating to the compensation of public employees
range widely, with major consequences for the costs of
producing public services. As discussed in the next section,
however, a centralpremise of the analysisand measurement
of fisal capacity is that differences among jurisdictionsand
states that are traceable to state or local policies must be
abstracted from if the estimates are to be of much use.

In general, unfortunately, information on the prices
paid by statesand localities is not currently compiled by any
agency in sufficient detail to permit estimation of a
comprehensive index of the relative input costs paid by
governments in all of the states. It is possible, however, to
estimate the approximate differencesamong the states in
the basic cost of employee compensation. Such compensa-
tion accounts for roughly relf of dl direct general
expenditureshy state and local governments, and probably is
more variable among the statesthan the costs of most goods
purchased. Employee compensation also varies dramatically
among functions as a proportion of total outlays.

Therefore, a fairly good handle on the variation in
unit costs can be gained by an index that weights relative
costs of employee compensation at their actual propor-
tion of total outlaysand assumes that the unit costs of all
other inputs are uniform throughout the country. The
estimates of representative expenditures presented in
Chapter 4 are adjusted for differences in unit input costs
using an input-cost index discussed in Chapter 3 and
considered in detail in Appendix C.

This leaves the factors that influence the amount or
scope of public services provided. Population, as noted
earlier, isunquestionably the simplest and most common
variable used for this purpose. It is clear, however, that
population is not a very good indicator for many types of
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public services. An obvious example is education. The
costs of elementaly and secondary education are more
closely related to the number of school-agechildrenthan
to the size of the entire population. The heart of the
representative expenditure approach is the identification
of the measures for specific categories of public services
that are better than total population. The approach is
discussed in detail in the next chapter.

An additional source of differences in the costs of
public services among governments and areas is the
efficiencywith which labor and materials are managed to
produce those services. The cost of producing a given
quantity and quality of a service is lower for an efficient
government than it is for an inefficientone. Important as
efficiency is to good government, few types of data are in
shorter supply than information on the overall efficiency

6 Advisory Commission on Intergovernmental Relations

of different governments. Fortunately, this is not a
problem for the present analysis. Efficiency clearly is a
matter of government policy and, asa consequence, isan
issue that must be abstracted from here. ThiS means that
the estimates of the costsof providing the representative
level of services assume that the average efficiency of
government is roughly the same in all states.

It followsfrom this that observationsin this report to
the effect that the costs of some or all public services are
lower in one state than in another should not be
understood to refer to the relative efficiency of govern-
ment operations in the states. In the present analysis, the
costs of providing the representative levels of services
vary among the states only because of differences in
workload or differences in unit input coststhat are beyond
the control of state and local governments.



Chapter 3

The Representative Expenditure

The concept and the methods used to estimate
representative expenditures for the 50 states and the
District of Columbia owe a great deal to the Representa-
tive Tax System (RTS). Because considerable familiarity
with the RTS has been achieved during the quarter century
a 9 since it was first put forward, the besic logic of the
representative expenditure approach may be most easily
understood by reference to the RTS. Thus the discussion
begins with a brief recapitulation of some of the essential
elements of the RTS.

The Representative Tax System

The relative tax capacity of a state is defined by the
RTS as the revenue the state and its local governments
would raiseif theywere to apply a set of taxesand tax rates
“representative” of actual policiesprevailing, on average,
throughout the nation. The basic rationale for such a
prototypical, or hypothetical, tax approach is to ensure
that the revenue estimate isindependent of the actual tax
policies of the governmentsin any particular state. This
policy neutrality” isan essential attribute of any element
of a measure of the fiscal potential —as opposed to the
actual behavior—of the governmentsin a state.

The most recent RTS estimates are derived using a
system with 27 categories of taxes accounting for 100
percent of all state-local tax collections reported by the
GovernmentsDivision of the U.S. Bureau of the Census
for 1987-88.! Specific taxes account for 26 of the
categories, the 27th category—-“other taxes”—is the
residual portion of the Census total of state-local tax
revenues. It accounts for somewhat less than 4 percent of
total tax collectionsin 1987-88.

“Advisory Commission on Intergovernmental Relations, 1988
State Fiscal Capacity and Effort (Washington, DC, 1990). Until
the RTS was revised for the report published this year, it did
not include taxes accounting (1986-87) for a little more than 4
percent of all state and local tax revenues. These taxes were
not included on the grounds that they are rarely used or are
levied on bases for which there are no adequate data or clearly
plausible proxies. Among those excluded were license taxeson
certain occupations and businesses, documentary and
stock-transfer taxes, and severance taxes on forest products,
fish, and oysters.

Approach

The “bases” of the 27 categories of taxes for the 50
states and the District of Columbia are the central
element of the RTS. The RTS base for a tax is a prototype
that may or may not be the actual, statutory base in any
state. For example, the total federal incometax liability of
a state’s residents (adjusted for the deductibility of state
and local taxes) is the RTS base for individual income
taxes. The federal liability is actually the base for state
income taxes only in Rhode Island and Vermont?

Selection of the KI’'Sbase for a tax is a judgment call,
but the objective is to match as closely as possible the
distribution among the states of the typical statutorybase.
In the case of the new category of “other taxes,” there isby
definition no typical statutor?/ base, so the KI'S base is
defined as resident personal income. The options are
constrainedto data published annually and separatelyfor
allthe states, although older data have to be used in a few
cases. This facilitates regular updating of the estimates
and minimizes the complexity of the analysis.

TheRTS “rate” applied to each of the 27 RTS bases to
calculatethe estimatesof representative tax collectionsis
a national average. It, too, is a prototypical rather than
statutory rate. That is, the KI'S rate Is the ratio of the
actual collections of all state and local governments for
the category to the national total of the RTS base.? This

2 Advisory Commission on Intergovernmental Relations, Sig-
nificant Features 0f Fiscal Federalism, 1990, Volume 1
(Washington, DC, 1990), Table 16.

‘In the case of ad valorem taxes, the RTS “rate” is a flat
percentage, even though the statutoryrates of the corporation
income taxes of many states are graduated. For unit taxes, the
“rate” is a dollar amount per unit taxed — perpack, per gallon,
per barrel, per license. AS noted earlier, the RTS base for the
individual income tax is the ﬁ%gljusted) federal liability of a
state’s residents. Use of a flat RTS “rate” in this case implies
that the representative rate structure mirrors the graduation in
therate structure of the federal tax. This may make more sense
today that it once did. The reduction in the graduation of the
federal rate structure since 1981has been so severe as to make
it resemble many state structures of a decade ago. The
problem is that, in the interim, a number of states have been
busy degraduating their oan rate structures. This means that
the flat RTS rate may still very much overstate the actual
degree of graduation in the rate structures of today’s state
income taxes.
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use of national-averageratescanbe viewed asa method of
weighting the various tax bases in accordancewith actual
relative reliance on them by states and localities around
the country.

Representative Expenditures: Baslc Concepts

The representative expenditure approach closely paral-
lelsthat of the RTS. The parallel is not perfect because of an
important asymmetry between revenues and expenditures
that is embodied in the accounts of the Governments
Division of the U.S.Bureau of the Census, which are the
source of the fisal data used in the analysis. That is, revenue
sources are inherently more discrete conceptually (and
legally) than are expenditure functions or categories.

Although there is room for dispute at the margin
concerning the Census Bureau’s classification of some
revenues, on the whole there is no disagreement about
whether the governments of a state do or do not levy an
individualincometax, or ageneral salestax, oratax onthe
transfer of stocks (as New York State once did). The
cornerstone of the RTS is the judgment, with respect to
each & for which data are reported separately by Census,
whether the tax is relied on by the governments of enough
states to warrant its inclusion in a “representative”
state-local tax system.

On the expenditure side, on the other hand, the issue
of “representativeness” —ina senseanalogous to whether
reliance on a particular tax is or is not “representative”of
actual practice throughout the nation—is moot. At the
level of aggregation considered in the present report,
every function in the Censusaccountsis representativein
this sensebecause outlays are recorded for every statefor
every function.*

Given the set of functionsdeterminedtobe represen-
tative (all functions, at the level of aggregationconsidered
here), the crucial step in the representative expenditure
approach isthe identificationof the best possible measure
of the workload for each function.® This is equivalent to
the identificationof prototypical tax bases in the RTS. The
workload measure may be as simple as total population or
more complex, comprising multiple variables equally or
unequally weighted. The measuresare derived fromre-

4The annual Census reports on government finances display
estimates for 29 categories of direct general expenditures by
states and localities. Of these, no outlays are reported for
transit subsidies (0.04 percent of total outlays) in 22 states,
water transportation and terminals (0.3 percent of outlays)in
12 states, and veterans’ services (0.02percent) in 3 states. No
spending for other education and air transportation is
reported for the District of Columbia. U.S_Department of
Commerce, Bureau of the Census, Government Finarnces in
1987-1988 (Washington, DC, 1990), Table 29.

5 “Workload”is Robert D. Reischauer’s term in his pioneering
analysis of state and local expenditures during the years
1962-72, Rich Governments— Poor Governments: Determinin
the Fiscal Capacity and Revenue Requirements of State an
Local GovernmentsBrookings Staff Paper, unpublished, 1974,
Chapter 2. The state-local sector as a whole—rather than
individual governments or states—is the subject of Reischau-
er’s study. Workload can also be referred to as “needs.” See
Harold A. Hovey's representative expenditure estimates for
the states in “Fiscal Capacity, Tax Effort, and “Need,”State
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review of the literature and consultation with authorities
inparticular functional areas. Where possible, aswith the
RTS, the workload measures are limited to variables for
which data for all states are available annually.

A general consideration of overriding importance in the
selection of workload meesres is that they be independent
of the policies of the governmentsin any particular state. As
discussed later, this argues against use of such program-
client Variables as enrollment in public schools and the
number of persons receiving welfare benefits. It also means
that the analysis must dstract from the important issue of
how efficiently public services are produced.

Given the workload measure for a function, the
representative expenditure per unit of workload can be
calculated by dividing the total of actual state-local
outlaysfor the categoryhy the U_S.total for the workload
measure. The resulting average cost per workload unit is
equivalentto the national-averagetax “rate” in the RTS.

As the representative tax yield for a state can be
calculated by multiplying the value ofthe state’s base by
the RTS tax rate, so the representative expenditurefor a
state can be derived by multiplying the state’s workload
measure for a function by the national-averageexpenditure
per unit of workload? This preserves the mix of actiel
expenditureshby all state and local governments as a group.

It is important to emphasize that the estimates of
representative expenditures—like the tax yields gener-
ated by the RTS—are of relative and not absoluteinterest.
They Indicate how much it would cost a state to provide
the average level of public servicesthat actually prevailed
nationwide in the year for which the estimates are
calculated. A key assumption here is, asnoted earlier,that
the representative level of outlays results in roughly the
same service level in every state—in other words, that
government is of approximately equivalent efficiency in
every state.

Reference as the basis for the analysis to service
levels actually provided on average by state and local
governments throughout the nation is not intended to
imply that the representative levels are necessarily correct
or “needed” in any absolute sense. Indeed, the approach
explicitly abstracts from debates about whether the na-

Policy Reports 3 (July 1985): 10-20. The approach outlined in
this report draws heavily on Robert W. Rafuse, Ir, “A
Representative Expenditure Approach to the Measurement
of the Cost of the ServiceResponsibilities of States,”in Rafuse
(ed.), Federal-State-Local Fiscal Relations: Technical Papers,
Volume I (Washington,D C U.SDepartment of the Treasury,
CHx® of State and Local Finance, 1986), pp. 133-86. That
paper presents estimates of representative expenditures for
the states for 1983-84 that are very similar, conceptually, to
those for 1986-87 in the present report.

¢ A more straightforward way of describing the calculation is that
the national total of actual State and local outlays on a functionis
distributed among the states in proportion to the vaiues df its
workload measure. Similarly, the RTS distributes the national
total of actual collectionsdf a tax among thestates in proportion
to the RTS base for that tax Yiewed from this perspective, it is
clear that the RTS & “rates” and the costs per worklced unit are
mathematically superfluous.Nonetheless, reference to them is
helpful in explaining the lagic of the procedure.



Exhibit 1
Workload Measures
for Representative Expenditures

1 Elementary and Secondary Education

The workload measure is the weighted sum of three
population groups: (1)children of elementary-school age
(5-13) net of enrollment in private elementary schools, (2)
youth of secondary-school age (14-17) net of private
secondary enrollment, and (3) the population under 18
living in households with incomes below the poverty line.
The weights are, respectively, 0.6, 1.0, and 0.25.

2 Higher Education

The measure is the weighted sum of the population in
the age groups 14-17, 18-24, 25-34, and 35 and older. Each
weight (L32 percent, 2244 percent, 4.16 percent, and 0.83
percent, respectively) is the full-timeequivalent number of
students in the age group enrolled in institutions of higher
educationnationwide as a proportion of the total population
in the age group.

3. Public Welfare

The workload measure is the population living in
households with incomes below the poverty line.

4. Health and Hospitals
The measure is the sum of the equally weighted
pereentage distributions of (1) persons age 16-64 with work
disabilities, (2) the population living in households with
incomesbelow 150 percent of the poverty line, and (3)the
total population.

5. Highways
The workload measure is the weighted sum of the
percentagedistributions of twovariables: (1) vehicle-miles
traveled, and (2) lane-miles of streets and roads other than
those on federally controlled land. The first is weighted
0.828, the second 0.175.

6. Police and Corrections
The measure is the sum of the equally weighted
percentage distributions of: (1)the population age 18-24,
@ the number of murders committed, and (3) the total
population

7. All Other Direct General Expenditures
The workload measure is total population.

tion’s governmentsare spending “enough”for education
orinfrastructure,and whether what isbeing spent isbeing
managed efficiently.

It follows that the analysis should not be viewed as
providing a comprehensive framework for addressing
some of the most important issues of public spending
policy. The representative approach is intended to
promote understanding of the reasonswhy relative levels
of public-expenditures differ among the states and to
improve the quality of the informationbase on which the
debates on issues of efficiency and sufficiency can
proceed. The approach is not intended to substitute for
carefulanalysisof governmentalperformance or efficien-
¢y, which requires intensive consideration of results
actually achieved in relation to the level of spending for
each specificprogram or function.

The Workload Measures
The functionsfor which specific workload measuresare

developed and estimated in this report are: (1) elementary
and secondary education, (2) higher education, (3) public
welfare, (4) health and hospitals, (5) highways, and (6) police
and corrections. The six functions account for nearly 70
percent of the total direct general expenditures of state and
Ioca[d(iovemments.’ The estimatesof representativeoutlays
for

population as the workload measure.

other functions are derived using total resident

The specificworkload measure for each expenditure

category is described briefly in Exhibit 1. The basic
considerationsunderlying the selection of the measures
are discussed in the remainder of this section.*

TUS. Department of Commerce, Bureau of the census,
GovernmentFinancesin 1986-87 (Washington,D<C, 1988), Table
29. As defined by the Census Bureau, direct expenditures are
paymentsto suplpliers, employees, and all other final recipients of
governmentoutlaysexcept other governments General expendi-
tures are all outlays but those tg/ government-owned liquor
stores, insurance trust systems, and utilities

&1n aletter to John Kineaid (ExecutiveDirector, ACIR), dated

February 7, 1990, commenting on a draft of the executive
summary of this report, L. Edward Lashman, Jr. (Secretary,
Executive Office for Administration and Finance, Common-
wealth of Massachusetts) notes:

I am aware of the many uncertainties and value
judgements inherent in this sort of social science ex-
ercise. My worry is that many in policy making posi-
tions will not recognize the very tentative nature of
the current research results. The . . . cost indices
could readily find their way into the substantive are-
na such as through use in distribution formulas for
grants in aid. Given the state of the art as described
|n_]y0ur draft, such a use of the results would be sig-
nificantly premature.

Because of this reality, I stronglysuggest that. ..
[thereport] highlight the chief alternative specifica-
tions, rather than displaying only one, supposedly
definitive, index for each variable , .. [andfprovide
suitable cautions about the limits of the research.

The research has undoubtedly explored a vari-
ety of formulations of the individual cost indices.
Each amalgam may have different theoretical pluses
and minuses, and each may have widely different re-
sults. ... providing multiple results, with cautions in
the text, are necessary precautions.

Lashman’s understanding is correct that a variety of options
forthe workload measures was explored in the course of work
on this report. Many of these are discussed in this section;ad-
ditional discussion of the options can be found in Rafuse, ‘A
Representative Expenditure Approach. . ..” Practical consid-
erations ofPuincation cost,aswell as the logicof encouraging
readers to focus on a particular set of workload measures in
order to facilitate understanding of the conceptual approach,
respectively, preclude and argue against publication of the va-
riety of estimates of representative expenditures that would be
yielded by even the “chief’ option specifications for each
workload measure. In fact, with a few exceptions, workload in-
dices and estimates of representative expenditures were not
actually calculated for measures other than those described
below in Exhibit 1 It should go without saying that judgments
about the appropriateness, from whatever perspective, of the esti-
mates of representative expenditures for any or all states were
never a consideration in the selection of a workload measure,
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1. Elementary and Secondary Education

In fiscalyears ending between July 1,1986, and June
30,1987, elementary and secondary education accounted
for 24 percent of the direct general expenditures of state
and local governments. The workload measure for this
function is a weighted average of the elementary (5-13)
and secondary (14-17) school-age populations, in both
cases adjusted to exclude enrollment in private schools,
with specialallowancefor the number of childrenlivingin
households with incomesbelow the poverty line.

The weights (1) adjust for the lower cost per student
of elementary education, which is assumed to be 60 percent
of the cost per student of secondary education, and (2) allow
for the higher cost of the compensatory and remedial
programs that pupils from poverty households tend to
require more often than pupils from other households?

Population data are used because enrollment and
average-daily-attendance (ADA) data are strongly in-
fluenced by the attendance requirements of state law.
Variations in dropout rates account for much of the
difference between school-age population and enroll-
ment. Use of enroliment datawould imply that stateswith
depressed enrollments because of high dropout rates
have lower need for expenditures for public education.
Moreover, state definitionsof enrollment and attendance
differ, raising questions about the comparability of the
availabledata. Onbalance, the influence of state policy on
enroliment and ADA makes them both poor candidates
for a workload measure.

Adjustment for enrollment in private schools seems
advisable because the importance of private institutions
varies significantlyamong the states. In 1987, just under 12
of every 100 kids of elementary-school age were enrolled in
private schools. The proportions in individual states ranged
from 192percent of the national average in Delaware to less
than 8 percent in Utah.* Private schools, in fact (gs their
proponents often point out), diminish the number of pupils
that must be provided for in the public system.

The argument against adjustment for private enroll-
ment isthat it isaffected by the quality of publicprograms,
a matter of policy from which the workload measure
should abstract. Though the quality of public schools is
undoubtedly a factor in private enrollment, consider-
ations other than current educational policy (family
tradition and the religious, ethnic, and racial mix of the
population) are probably much more important in many
areas of the country. In view of these considerations,
subtraction of private enrollment from school-age popula-
tion would seem to be desirable in arriving at a workload
measure for elementary and secondary education.

2. Higher Education

More than 9 percent of the direct general expen-
ditures of state and local governments in 1986-87 were

9 The school-aid formulas of many of the statesapplyweightsof
roughly 1.25to childrenin householdsbelow the povertyline;
the equivalent of that weighting is used here. Richard Salmon,
Christina Dawn, Steven Lawton, and Thomas Johns (eds.),
School Finance Programs of the United States and Canada,
1986-87 (Blacksburg: American Education Finance Association
and Virginia Polytechnic Institute and State University, 1988).

10 See Table B-12.
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allocated to higher education. The workload measure for
this function is the population in various age groups
weighted by the proportion of those in each group who
were actually enrolled (full-time equivalent) in an
institution of higher education in the fall of 1987.

A simpler measure would be the population of
traditional collegeage, say, 18-24.The problemwith thisis
that it would neglect the remarkable shift in recent
decades in the age mix of students attending institutions
of higher education. The shift is readily apparent in Table
1. Although the proportion of those in the 18-24 age
bracket enrolled in higher education declined somewhat in
the 1970s, the slippage was more than recovered by 1987.
The frequency of enroliment of those 14-17 declined fairly
steadily, while that of individuals older than the traditional
collegeagesrose sharplyduring the 1970s and has sincebeen
sustained at a frequency close to that reached in 1980.

These trends have been accentuated by the evolution
of the age profile of the population as the baby-boom
generation has matured. Thus, columns 4-6 of Table 1
show the steep decline in the proportion of full-time-
equivalent enrollment accounted for by the 18-24 age
group—from 78 percent in 1970to 68 percent in 1987. At
the sametime, the representation of those over 24 soared
from 18 percent of total enrollment at the beginning of
the period to 30 percent in 1987. These trends appear
likely to continue, with significantly different patterns
around the country. Hence it is essential that the
workload measure for higher education incorporate the
capacity to capture these shifts'.

At first glance, it might seem desirable to account
somehow for differential patterns of enrollment of a
state's residents in out-of-state institutions and in private
institutionsin-state, because both tend to reduce needs in
some states and raise them in others. However, the
out-of-state enrollment propensities of residents are
surely influenced by the actual policies of a state
regarding the quality and availability of public higher
education. They are, therefore, nota suitable candidate

Table 1
Trend in Full-Time.Equivalent Enrollment
in Higher Education, by Age, 1970-87

FTE Enrollmentas Percentage Distribution

Percentaee of Population ~ af ETE Enrollment.
Age 1970 1980 1987 1970 1980 1987

o @ 6 @ & ©
Total 451% 489% 4.62% 100.02 100.0% 100.0%

14-17 156 139 132 3.7 2.6 2.2
18-24 2222 2103 2244 782 720 676
25-34 345 437 416 127 185 201
>+ 043 0.63 0.83 5.4 6.9 102

Note:  Full-time equivalents are estimated by assuming that three
part-time students equal one full-time student. Part-time
enrollment in 1987 isassumed to be the same proportion of the
total enrollees in each age group as in 1983.

Sources: Tables B-13 and B-15.




for a policy-neutral workload measure. Inany event, the
necessary data are not available.

Data on enrollment in private institutions are
available by state, and might be used as similar informa-
i is in the workload measure for elementary and
secondary education.* The contribution of private insti-
tutions to lessening the workload for public higher
education is arguable, however. Table 2 compares actual
enrollmentsin each state with the enrollmentsin public and
private institutions that could be expected on the basis of
national-average enrollment propensities (Table 1, column
3). The states are sorted by the ratio of actual to expected
enrollment in private institutions, which ranges from the
District of Columbia (891 percent) to Nevada (2 percent).

A regional pattern is clearly apparent at the ex-
tremes. All seven of the states with the highest ratios of
actual to projected private enrollment also have be-
low-average ratios of enrollment in their public institu-
tions, and all are located in the northeastern part of the
country. The eight states with the lowest private ratios, by
contrast, are all in the West or South, though two (Alaska
and Nevada) also have below-average public ratios.

Apattern inthe interveningdata, however, isdifficult
to discern, and the reasons come easily to mind.'* Most
private collegesand universitiesdraw their studentsfrom
national or regional markets. Most limit enrollment of

T am indebted to Barry H. Stern (until recently Director,
Office of Liaison Services, U.S. Department of Justice, and
former Secretary of Labor and Industry, Commonwealth of
Pennsylvania) for discussionsthat encouraged me to look in
some detail at the variation in public and private enroliments
among the states.

12 An overall negative relationship between the ratios for public
and private institutions edsts and is statisticallysignificant. A
simple re?ression comprehending the 50 states and the
District of Columbia, with the public ratio the dependent
variable and the private ratio the independent, is:

Y = 112.3-0.098 X
(-4.6)

Thet-statisticin parentheses indicatesthat the X coefficientis
significantatthe 99 percent level. TheR? is0.31,quite high for
aregression of this type. If the District of Columbiaisdropped
from the regression on the reasoning that its major private
universities (American, Catholic, Gallaudet, Georgetown,
George Washington, and Howard) are clear examples of
institutions drawing predominantly on a national—even
international —market, the result is:

Y = 1149- 0.129 X
(-32)

As expected, the R? drops to 0.17, but the X coefficient
remains negative and significantat the 9 percent level. When
the top seven and bottom eight states are excluded from the
regression, however, the reason why a systematicrelationship
betweenthe tnoratios forthe remaining 36 states isdifficultto
see isclear there isno statisticallysignificant(linear) one. The
regression results are:

Y = 107.4- 0.058 X
(-0.6)
The R?plunges to 0.009, and the t-statisticindicates that the

coefficient of the X variable, although still negative, is not
significantlydifferent from zero.

Table2
Actual FTE Enrollments
in Public and Private Institutions of Higher Education,
by State, as Percentages of Enrollments Expected
on the Basis of National-Average Propensities,
Fall 1987

State All Public Private
¢y V) 3
District of Columbia 247% 34% 891%
Massachusetts 140 75 336
Rhode Island 145 88 317
Vermont 124 92 220
New York 113 82 207
New Hampshire 104 74 193
Pennsylvania 100 72 183
Utah 129 115 171
lowa 125 117 150
Connecticut 92 73 149
Missouri 98 87 129
Illinois 107 103 120
Minnesota 111 110 114
Idaho 101 98 108
United States 100 100 100
Ohio 97 97 97
Tennessee 85 82 95
South Dakota 9 100 94
Maine 79 74 93
Indiana 93 94 92
North Carolina 97 99 91
Nebraska 123 134 89
Delaware 109 120 Ie)
Wisconsin 121 136 74
South Carolina 82 85 74
Georgia 71 71 72
Kentucky 82 85 72
Oregon 11 125 69
Hawaii 88 94 68
Oklahoma 103 115 66
Michigan 102 115 65
Florida 77 81 65
Virginia_ 9 106 64
California 109 123 64
Washington 106 120 62
New Jersey m 73 62
Maryland 88 98 58
Colorado 107 124 56
Alabama 9% 111 49
Texas 89 102 49
Louisiana 82 94 49
Kansas 117 139 48
Arkansas 74 83 46
West Virginia 85 99 43
Montana 99 118 K]
Mississippi 88 104 3
North Dakota 127 156 38
Arizona 114 144 5
Wyoming 108 138 14
Alaska 71 90 14
New Mexico 98 127 9
Nevada 69 91 2

Source: U.S. Department of Education, CHi® of Educational Re-
searchand Improvement, National Center for Education Sta-
tistics, Digest of Education Statisrics, 1989 (Washington, DC,
1989), Tables 167 and 168.
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studentsfrom the same state in the interestsof diversity of
student backgrounds. It is clear that—in contrast to the
situation with elementary and secondary schools, whose
enrollments are highly circumscribed geographically—
further research is needed on the extent to which
enrollments in private institutions in a state can legiti-
mately be viewed asreducing the need for publicspending
for higher education in that state.!?

3. Public Welfare

In 1986-87, public welfare accounted for 12 percent of
the direct general expenditures of state and local
governments.'4 The workload measure for this function is
the number of persons living in households with incomes
below the poverty line.

The chief conceptual problem with this measure is
that it does not take into accountdifferencesin the costof
living among the states. This means that a dollar of
welfare benefits is assumed to be worth the same to the
recipient in every part of the country. Using an approach
such as that discussed in Appendix C, it would be possible
to adjust for these differences,but time has not permitted
an adjustment to be incorporated in the present analysis.

The most important practical shortcoming of the
. workload measure is the unailability of data for most

states for years other than decennial census g/ears. The
sample used in the March Current Population Survey, the
source of annual estimates of the number of poor people in
the nation as a whole, is too small (roughly 60,000
households) to permit statistically reliable estimates to be
calculated for any subnational areas but the four major
Census regions.”

The approach used in the present study to deal with this
problem involves extrapolation (to July 1,1987, the refez-

”In a letter to the author, dated Janua'rz 29, 1990, Richard
Drennon (Legislative Analyst, Florida Advisory Council on
Intergovernmental Relations)suggests that an effortbe made
to extend the analysis to account for the importation and ex-
portation of public expenditures. To the extent that out-of-
state tuition, though generally considerably higher than
in-state,does not cover the full costs of the education, a state’s
taxpayers are subsidizing the out-of-state student. In Dren-
non’s terms, the subsidy portion of the state’s outlays for high-
er education provided to the out-of-state student is being
exported. By definition, the subsidy being exported must be
importedsomewhereelse, although the identityof the import-
ing location is not an unambiguous issue, given the transitional
residential status of many students in colleges and universities.
Though an attempt is not made to pursue this avenue of inquiry
in thisreport, higher educationiis anespecially intriguing function
for such an effort

14 The category “publicwelfare” in the Census accountsincludes
all costs associated with the “support of and assistance to
needy persons contingent upon their need.” It specifically
includespaymentsof cash assistance, payments made directly
to private purveyors for such services as medical care and
burials, and outlaysby publicwelfareinstitutions.The costs of
servicesprovided to needy personsby state-local hospitalsand
health agencies are included in the function “health and
hospitals.” Census, Government Finances in 1986-87, p. 120.

15 Bstimates are also compiled and published for residence by
e of area: in metropolitan areas over and under 1 million,
inside and outside central cities in such areas, and outside
metropolitan areas.
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ence date for alldemographicdata used here) of the Census
estimates of poverty populations in 1979.*¢ Many extrapola-
tion methodsare available, the most obvioushbeing toapply a
state’s 1979 poverty ratio to its 1987 population. This would
produce an arguably better estimate of the 1987 poverty
population than direct use of the 1979 figure because it
would take into account the considerable diversity in
population growth rates among the states. It would assume,
however, that poverty rates remained constant (or changed
at the same pace) throughout the nation between 1979 and
1987, which we know not to be true.

A better approach, and the one used for this report,
involves use of the limited annual estimates of poverty
rates for subnationalareas that are available for the four
major Censusregions. The regions’ rates in 1979and 1987,
together with the percentage changes in those rates,
appear in Table 3. Specifically,a state’s ratio of personsin
poverty in 1979 is projected to change at the same rate
between 1979and 1987 as the rate of changein the ratio
for the Census region in which the state is situated (the
percentage change shown in column 3 of Table 3).Y

Table 3

The Incidence of Poverty by Major Census Region
in 1979and 1987

Region 1979 1987 Change
o #) 3
United States 12.1% 13.4% +10.7%
Northeast 109 10.9 -
Midwest 10.2 12.6 +235
South 15.0 15.8 +5.3
West 11.0 12.6 +14.6

Source: Table B-7.

16 The decennial Census in April 1980 asked respondents about
their Inocaomes in the preceding calendar year. Hence the
estimatesof poverty populationsproduced by the 1980Census
relate to persons who were living in householdswith incomes
below the poverty line in 1979.

In a letter to John Kincaid (Executive Director, ACIR), dated
January 29, 1990, commenting on a draft of this report, Len
McComb (Director, Office of Financial Management, State of
Washington) takes note of the extrapolation method and
observes:

Because Washington is included in the West census
region, the CPS data used to calculate poverty rates
for Washington is heavily influenced by the largest
western state, California. Since the poverty rates in
Washington and California vary, the three work-
loadsinthe report that arebased upon poverty levels
. . . are affected more heavily by poverty trends in
Californiathan in Washington.

Washington has recently prepared annual poverty
estimatesfor the stateand each of its-counties. Yet, be-
cause similar estimates are not available for all other
states, the poverty level calculation that is used in the
report most likely cannot be refined until the results of
the 1990 census are published.



Itisimportantto recall, in this connection, that no ad-
justment for differences in the cost of living among the
states or within states is provided for in current federal
welfare programs—Food Stamps, Aid to Families with
Dependent Children, Medicaid. Nor do the official esti-
mates of the poverty population published by the Bureau
of the Census take such differences into account.

4. Health and Hospitals

Thisfunction accountedfor a little lessthan 9percent
of the direct general expendituresof the states and local
governmentsin 1986-87.Theworkload measure for health
and hospitals combines three variables: (1) the number of
persons in the age range most commonlyparticipatingin the
labor force (16-64) with a work disability, that is, a condition
that limits the kind or amount of work they can do; (2) the
population in householdswith incomesbelow 150 percent of
the poverty line; and (3) the total population.'®

A serlousproblem in developinga workload measure
for health and hospitals is that very few data are available
by state on a timely and regular basis. Illness rates,
work-loss days, and restricted-activitydays are distributed
among the states in rough proportion to total population.
The only major study of these factors by state was
completed in 1976. Its findings generally confirm the
proportionality distribution.'

Indices of bed-days or hospitalization rates would be
influenced by state policiesto a degree that would make
them unacceptableasvariablesin a workload measure. In
view of these considerations, total population is the first
of the three variables in this workload measure.

The work-disability variable is intended as a rough
proxy for the relative extent to which a state’s economy is
associated with injuries or illnesses that may increase the
demands on its public health and hospital programs. It is
not at all clear how credible the variable is for this
purpose, but the information necessary for a better
variable does not appear to be available.

The premise underlyingthe inclusion in the measure
of the number of individuals in householdswith incomes
under 150 percent of the poverty level isthat such persons
are much more Iikel¥ than those with higher incomes to
qualify for and to rely on publicly supported health and
hospital services.?

8 In his letter to the author, Richard Drennon of Florida ob-
senes that the

. .,health and hospitalsmeasures do not include age as
a factor. This affects the Florida expenditure picture
for this category as Florida has a large elderly popu-
lation. The directionof this bias & a subject ofsome
debatesince the elderlywho migrate o Floridabring
financial and medical insurance resources with them.

| S.Departmentof Health, Education, and Welfare, State Es-
timates of Disabilityand Utilization of Medical Services (Wash-
ington, DC, 1976).

2 Although the Census accounts do not break out state and local
expenditures under Medicaid, which finances health Services for
low-income ns, federal grants for the program in federal fis-
@l year 1987 amounted to nearly half of total state and local out-

lays for health and hospitals in 1986-87. The estimate of federal

grants 10 the states for Medicaid IS from Office of Management
and Budget, Historical Tabla, Budget of the United States Gov-

ernment, 1990 (Washington, DC, 1989), Table 12.3.

5. Highways

Outlays for the constructionand maintenance of the
nation’s system of roads and streets amounted to slightly
lessthan 8percent of the total direct general expenditures
of state and local governments in 1986-87. The workload
measure for this function is the weighted sum of the
percentage distributionsamong the states of: (1) the miles
traveled by motor vehicles in 1987, and (2) the number of
miles of lanes of streetsand roads in the nation, other than
those located on federally controlled land, on December 31,
1987. The two variables are weighted in rough proportion to
their contributions to highway deterioration over time.

It is commonly observed that the cost of constructing
amile of urban road is very high, primarily because of the
expense of right-of-way acquisition. At the same time,
however, there tend to be many fewer miles of highways
per capitain urban than in rural areas. Moreover,a mile of
rural highway is not necessarily cheaper to build than one
of urban. In mountainous areas, for example, construction
costs can be extremely high (and population per square mile
very low). No essy answer to this conundrum is available.
Fortunately, none really is needed, for initial constructionis
no longer a major element of the cost of U.S. highways.

The nation’s system of streets and roads is largely in
place. This is apparent in the steady decline in the rate of
increasein the total mileage of surfaced highwaysduringthe
pest three decades (see Table 4). AS a consequence,
expenditures for entirely new construction are a relatively
minor component of total state-local outlays for highways.

Table 4
Average Annual Rates of Growth
in Public Road and Street Mileage, Surfaced or Paved,

1904.87
Period Surfaced’ Paved?

@ 2
1904-25 5.48% na.
1925-40 6.26 n.a.
1940-50 222 n.a
1950-60 2.81 4.66%
1960-70 1.43 3.03
1970-79 72 1.82
1980-87 - .89
1981-87 52 -

n.a. —not available

‘Surfaced mileage includes all paved roadways as well as graded
and drained roads with surfaces of mixed soil, gravel, crushed
stone, slag, and similar materials.

Zpaved mileage includes all roadways with, at aminimum, abitu-
minous surface course suitable for occasional heavy loads.

Note:  Reporting of mileage of “surfaced” roadswas discontinued in
1979; reporting of “paved” roads was initiated in 1980. The
twoseriesareestimated for later andearlieryears, respectively,
by adding mileage reported to be surfacedby “gravel or stone”
to total paved mileage in 1981 and 1987, and by subtracting
rero fileage surfaced with *‘soil, ravel, arstone” fromto-
tal surfaced mileage in the years 1980-79.

Sources: 1904-1985—U.8. Department of Transportation, Federal

mhw_ayAdmmlstratlon, Highway Statistics: Sununary to 1985

shington,DC, 1987), Tables M-203, HM-212, and M-200;
1987—Highway Statistics, 1987 (1988), Table HM-12.
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From tsit followsthat the costsincurred by state and
local governments for highways are largely a function of the
outlays required to maintainthe existing system. These costs
anse from two basic sources: deterioration resulting from
traffic and deterioration that is independent of traffic.

The costs attributable to traffic can be approximated by
the vehicle-miles traveled in a state. This assigns equal
weight to a mile traveled by every ty® of vehicle. The
problem is that heavy trucks do far more damage than
automobiles. Clearly, the traffic variable ought to weight
travel by large trucks much more heavily thentravel by other
vehicles.?* Regrettably, the available data do not permit this
tobe done for the entire nation with acceptablereliability.?

The costs of deteriorationattributableto time and the
weather can be approximated by the stock of streetsand
roads in a state. This stock is measured reasonably well by
the lane-miles that state and local governments are
responsible for maintaining. This argues for excluding
lane-mileage on federally controlled land that is main-
tained by federal agencies.23

As for the weighting of the two variables, it is hard to
quarrel with a recent report of the US. General
Accounting Office, which concludes that

., .factors need to be weighted according to the
components of highway deterioration to reflect
relative preservation requirements. Deteriora-
tion is determinedby use, which canbe measured
by VMT or motor fuel sales, and by factors
unrelated to use, such as weather and time. The
factor reflecting the extent of the system to be
preserved should be weighted by the share of road

2 In fact, the critical variable in damage to roads is the weight of
a vehicle per axle, which is measured by engineers in “esals”
(equivalent standard axle loads). The damaging power of a
vehicle rises extremely rapidly with its weight per axle—
roughly as the third power of that weight.

Thus, for example, the rear axle of a typical [two
axle] thirteen ton van causes over 1,000 times as
much structural damage asthat of acar. .. .For all
practical purposes, structural damage to roads is
caused by trucks and buses, not by cars.

Kenneth A. Small, Clifford Winston, and Carol A. Evans,
Road Work: A New Highway Pricing and Investment Policy
(Washington,D C The Brookings Institution, 1989), p. 11.

22The 1982 Cost Allocation Studﬁby the Federal Highway Ad-
ministration estimates that the heaviest trucks cause 18 times
as much road-damage cost per mile traveled as “lighter” ve-
hicles. See the discussion of the available measures of
heavy-trucktravelin U.S. Department of Transportation, Fed-
eral Highway Administration, Section 137 Studies: Climate
and Apportionment, and Interstate 4R Apportionment (Wash-
ington, DC, 1983), pp. 1V-23-26.

B Estimates of lane-mileage by state were published by the
Federal Highway Administration for the first time in 1985.
Unfortunately, the information is limited to nonlocal high-
ways. The necessary estimates of local lane-mileage are
derived for the present study from the published data using
two assumptions:ﬂl) all “local” mileageis two lane, and (2) all
mileage on federallycontrolled land is two lane and would be
classified in FHA reports as local if it were not reported
separately.
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deteriorationthat is unrelated to use. The factor
reflecting the level of highway use should be
weighted by the share of deterioration that is
use-related. 24

The GAO report eschews recommendations for specific
weights. However,anappendix to the report observesthat

Discussions with DOT officials and their cost
allocationstudy of May 1982suggestthat the vast
majority of deterioration is use-related, which
impliesthat theweighton VMT shouldbe ...[in]
the range 0.7 to 0.95.25

Accordingly, weights of 0.825and 0.175, respectively, are
assigned to vehicle-milestraveled and lane-miles for the
workload measure for highways. These reflect the mid-
point of the range cited by GAO.

For some state and local governments, snow removal is
amajor element of outlays for highways. Maintenance costs
are also exceptionally high for pavement and structures
whose deterioration is accelerated by the use of salt and the
freeze-thaw cycle. These costs amount to 2540 percent o
the road and streets budgets of municipalities located in
areas with substantial annual snowfall.?s

2U.S. General Accounting Cffiae, Highway Funding: Federal
Distribution Formulas Should Be Changed (Washington, DC,
1986), p. 31. The current formula for the apportionment of
federal funds under the Intentate 4R Program, established in
1981, assigns intentate lane-mileage and vehicle-miles traveled
on the interstate system weights of 55 percent and 45 percent,
respectively.

B bid., p. 67.Small, Winston,and Evans argue that the effectsof
axle weight, age, and weather

... are mainly interactive —itis weathering of the
pavement in conjunction with heavy axles that
causes the problems. . .. Hence aging and weather-
ing leave a pavement more vulnerable to damage by
heavy loads, thereby raising the extra maintenance
cost caused by those loads. (p. 20)

% Rafuse, “A Representative Expenditure Approach . ..,” p. 158,
note 40. Two state officialswho submitted comments on a draftof
the executive summary ofthis report urge the inclusion of a vari.
able relating to weather axditiasin the workload measure for
highways. In a letter to John Kincaid, dated February 14, 1990,
Lewis N. Dodak (Joesker of the House, State of Michigan) sug-
pests taking into account “predominant weather conditions” as
well as “the major type of vehicle use (i.e., trucks versus cars).”

In his letter to Kincaid, Edward Lashman of Massachu-
setts comments that

ACIR should consider the addition of data on
weather conditions (particularly freeze thaw cycle
related information such as heating degree days).
Weather is an important factor in increasing road
maintenance, in addition to vehicle miles traveled
and lane miles of roads.

Lashman further suggests, in this connection, that

...ACIR should explore Federal Highway Adminis-
tration’s data on the cost to completion of the Inter-
state system. The state share of such projects will
constitute a significant capital expenditure in com-
ingyears; ACIR could convert the state share figures
into an annualized capital expenditure stream for in-
dex [workload measure] purposes.



Unfortunately, the data required to construct a state-
by-state index of snowfallare not available. If they were, it is

not obvious how such an indexwould deal with the extreme
variability of the climate in some of the larger states. In
California, for example, winter conditions are experienced
only in relatively unpopulated aress of the state.

A recent report to the Congress by the Federal
Highway Administration specifically addresses the need
for and feasibility of introducing weather factors into the
formulasfor federal highway grants. The report acknowl-
edges the importance of weather as a cost factor in
construction, but concludes that

. ..No single surrogate can represent all of the
combined effects of temperature and moisture,
let alone their interactions with traffic and soil.
Too many different weather-related mechanisms
act upon a highway to capture them all within a
single measure (or even a limited number of
measures).”’

Moreover,

Because of this interdependence among
factorsaffecting highways, the impacts of weath-
ercannotbe identified in an absolute sense, e.g.,
all weather-related effects on highways can not
be represented by some percentage of design or
repair costs.?

In sum it is clear that—for the present analysis—no good
method is currently available for adjusting the workload
measure to take into account the unguestionably significant
cost implications of the climatic variation across the nation.

6. Police and Corrections

In 1986-87, police and corrections accounted for 6
percent of the direct general expenditures of state and
local governments. The workload measure is the sum of
the equally weighted percentage distributions among the
states of the population 18-24 years old, the number of
murders, and the total population.?

Theoverallcrimerate (crimesreported to the police)
in each state from the FBI's Uniform Crime Report is
published annually. Regrettably, the rate is heavily
influenced by actual police practices, reporting proce-

%7 Federal Highway Administration, Section 137 Studies, pp. I-6
and 1-7.

B1bid., p. I11-4.
P In his letter 1 the author, Riderd Drennon comments that

. . . measures related to Police and Corrections ex-
penditures may need further refinement. The male
population age 18-34 may be better than population
age 18-24 as a Florida expenditure indicator. Statis-
tics, such as number of armed robberies, from the
FBI Uniform Crime Report may represent a more
sensitive expendituredemand than number of mur-
ders committed. Additionally, the resident popula-
tion for Florida does not account for the transient or
tourist population. The direction and magnitude of
the influence upon police and corrections expendi-
tures for Florida using your indicators is unknown.

dures, and expendituresfor protective services. Theseare
all elements of policy from which a worklpad measure
must abstract.

Because they are relatively free of reporting biases and
the variability of police practices, victimization rates would
be preferable to crime rates. However, the sample of the
National Crime Survey conducted by the Bureau of the
Census is not large enough to permit estimates for every
state. The reporting of murders is minimally subject to the
problems that contaminate rates for other crimes. The
number of murders(the reported data includenonnegligent
manslaughter) can probably be regarded asa good indicator
of the relative level of violent behavior in a state.*®

In 1986, nearly one-third of all those arrested were
18-24years old, though persons in this age group made up
lessthan 12percent of the population.®! This age group is
commonlyused asan indicator of an area's potential fora
wide range of serious crimes.3?

Many police responsibilities have little to do with
crime. They include such tasks as accident investigation,
traffic control, and enforcement of municipal safety and
parking ordinances. The police effort required for these
activitiesprobably depends overwhelminglyon the size of
an area's population, so this variable is included in the
workload measure for this function.

The number of murders and the size of the 18-24
population can also serve as crude indicators of the
relative costsof corrections, on the assumption that these
costsaredirectlyrelated to the incidenceof seriouscrime.
This abstracts, as the measure should, from the large
differences among the states in policies relating to
corrections—including judicial practices, statutory sen-
tencing rules, and parole procedures.

7. Ail Other Expenditures

The direct general expenditures of state and local
governments for all functions other than those discussed
in the preceding pages account for roughly 32 percent of
total outlays. Table 5 shows the entire detail availablein
the Census accounts for these expenditures. With the
exception of interest on general debt, which is well over 6
percent of state-local general expenditures, none of the
remaining functions accounts for more than 2 percent. In
the case of interest, resident population is arguably the
only reasonable candidate for the workload measure.

For anumber of the individual functions displayed in
Table 5, workload measures more directly relevant than
resident population readily suggest themselves—the

30 his letter, Edward Lashman of Massachusetts notes:

The murder rate is in some CaseSa poor proxy for
the overall level of crime. For example, many North-
east states have lower murder rates than the rest of the
nation, but higheroverall rates of violent or nonviolent
crime. ACIR should use such a broader measure.

31U.S. Department of Commerce, Bureau of the Census, Statis-
tical Abstract of the United States, 1988 (Washington, DC,
1987), pp. 13 and 165.

2 For example, see Burt Solomon, "'Fewer Teenagers Means
Fewer Crimes," National Journal 18 (March 8,1986): 553.
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Table 5
Direct General Expenditures
by State and Local Governments:
Functions Included in the “All Other” Category
for Which the Workload Measure is Resident Population,

1986-87
Percentage
Amount of Total
Function/Subfunction (millions)  Outlays
€y @
Total for the “All Other’” Category ~ $206,004 31.5%
Environmentand Housing, Subtotal 53,805 8.2
Agriculture 3,242 .5
Natural Resources 6,496 1.0
Parks and Recreation 10,978 1.7
Housing and Community
Development 11,766 18
Sewerage 14,862 2.3
Sanitation Other’than Sewerage 6,462 10
Interest on General Debt 41,816 6.4
Governmental Administration,
Subtotal 34,895 5.3
Financial Administration 12,841 2.0
Judicial and Legal 10,106 16
General Public Buildings 4,853 7
Other Governmental Administration 7,096 11
All Other, Subtotal 75,487 11.6
Other Education 9,636 15
Libraries 3,274 5
Employment Security Administration 2,752 4
Veterans’ Services 129 *
Air Transportation 4,876 8
Parking Facilities 757 1
Water Transport and Terminals 1,744 3
Transit Subsidies 244 *
Fire Protection 10,910 1.7
Protective Inspection and Regulation 4,420 w1
Miscellaneous Commercial Activities 297
General Expenditure, N.E.C. 36,448 5.6

*Less than 0.05 percent.

Note:  Detail may not add to totals because of rounding.

Source: U.S. Department of Commerce, Bureau of the Census, Gov-
%rgmegt Finances in 1986-87 (Washington, DC, 1988), Tables
and 29.

number of resident veterans, for example, for veterans’
services. On the whole, however, resident population is
not an unreasonable measure for virtually all the
functions identified in Table 5. Therefore, in lieu of an
effort to disaggregate further, the outlays for all of the
functionsare distributed among the states in proportion
to total resident population.

In response to inquiriesabout the substantial differ-
encesamong some of the statesin drafts of thisreport that
displayed only the total for the entire “all-other” category,
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a fourfold break of the category is presented. This
approach sheds light on the sources of the often large
differences in spending for the functions for which
specificworkload measuresare not developed. The break
displayed throughout is:

m  Environment and housing;

= |nterest on general debt;

5 Governmental administration; and
1 Allother.

Variation in Public input Costs

Differencesin the prices governmentspay to acquire
the resources they use are second in importance only to
differences in workloads in explaining the variation
amongthe statesin the costs of public service responsibili-
ties. Unfortunately, no measure of the variation in
average unit costs among the states is currently available
from any source. This section reports the results of an
effort to developand estimate a measure of relative input
prices. The measure is used to adjust the estimates of
representative expenditures for differences in the unit
costs of public inputs among the states.33

The approach estimates an index of relative labor
costs using detailed information on individual earnings
in each state from the 1980 Census of Population.
Although the data are earnings in calendar year 1979,
the basic economic realities underlying them change
veryslowly,sotheresultsare interestingdespitetheage
of the data used. Moreover, should the approach pass
muster with readers of this report, the findings of the
1990 Census will be available in the next few years, so
more timely estimates of relative earnings could be
available fairly soon.

The premise of the approach is that differences in
the average earnings of full-time employees—control-
lingfor sex, age, and education —are a good indicator of
relative unit labor costs for all employers, including
governments, inanareaor state. Average earningsvary
for many reasons, including differences in the cost of
living, the power of labor unions, and the capital
available per worker.

The prices of some factors of production almost
certainly vary more substantially than labor costs—Iland,
for example, in rural and urban areas. The prices of most
goods (computers, pencils, police cars) are set in nation-
wide markets, however, varying only with transportation
costs and with the intensity of competition among local
suppliers. Indeed, the prices of many goods may be lower
in urban than in rural areas, when dealer competition is
taken into consideration, thus partially offsetting differ-
encesin land prices. Unfortunately, the unavailability of a
systematichbody of information on the variation in these
prices permitsnobetter assumptionthan that, onbalance,
they do not vary significantly among the states.

Given these considerations, an overall index of unit
input costs can be calculated by weighting the index of

BA detailed discussion of these issues appears in Appendix C.



Table 6
Relative Costs of Producing Public Services:
Index of Unit Labor Costs and Implicit Index
of All Input Costs, 1987

Unit Labor Implicit Index

Rank and State Cost Index of Input Costs
@ 2
United States 100.0 100.0
Standard Deviation 75 3.6
1 Alaska 1344 1175
2 Michigan 1119 106.2
3. lllinois 109.7 105.0
4. Connecticut 108.5 104.4
5. New Jersey 108.1 104.2
6. Maryland 105.7 103.1
7. California 105.5 103.0
8. Ohio 103.9 102.2
9. Washington 1029 1018
10. Texas 1023 101.4
11. Louisiana 1021 101.4
12 Minnesota 102.0 101.3
13, New York 100.7 100.7
14. Delaware 100.3 100.5
15. Indiana 100.1 100.4
16. Colorado 99.6 100.2
17. Pennsylvania 99.6 100.2
18, Wisconsin 98.4 99.6
19, Oregon 97.9 99.4
20. Virginia 97.7 99.2
23. Avrizona 96.8 98.8
2 - 5
i . .
%. M;ssqugg ) 95.6 98.3
Z7. District of Columbia 95.6 98.2
28. Massachusetts 95.6 98.2
29. Utah 94.7 97.7
3. lowa 94.3 97.7
31 Kansas 94.2 97.6
32 Oklahoma 94.0 975
33. Georgra 93.7 97.3
34, West Virginia 93.4 97.2
35. Rhode Istand 926 96.8
36. Tennessee 91.6 96.3
37. Florida 90.6 95.9
38. Alabama 90.6 95.9
3. Nebraska 89.1 95.2
40. New Mexico 88.4 94.9
41, South Carolina 86.8 94.0
4?2 North Carolina 86.6 93.9
43. North Dakota_ 86.4 94.2
4. New Hampshire 86.0 93.6
5. Arkansas 85.6 935
46, |daho 85.3 93.2
47. Montana 85.3 935
48. Mississippi 83.7 92.7
49. Vermont 79.0 90.4
0. Maine 17.4 89.6
51. South Dakota 71 90.1

Note:  The implicit index for all costs is a weighted average of the
unit-cost indexfor each function. The weightsare the estimates
of representativeexpenditures. In otherwords, the index for a
state is the estimate of its total, price-adjusted, representative
expendituresdivided by the estimate of its unadjusted repre-
sentative expenditures (multiplied by 100).

Sources: Tables A-2A (Scaled), A-2U, and C-3.

labor costs and the implicit index of all other costs (in
which every state has a value of 100) by the proportions of
the direct general expenditures of state and local
governments paid for the two types of factors of
production.

Employee compensation accounts for a different
share of outlays for each function:; the range is from 81
percent for police and corrections to zero for interest
on general debt.* Therefore, separate weightsreflecting
the specificratios are used to calculate an input-cost index
for each function.

The index of unit labor costs appears in column 1of
Table 6, and the weighted average of the index for each
category of general expenditures is shown in column 2.
The range in labor costs is from 77 percent of the U.S.
average in South Dakota to 134 percent in Alaska. The
range in the index of all input costs is roughly half
that—from 90 in South Dakota to 118 in Alaska.* The
values of the index for 17 states lie above the national
average.* The states in Table 6are ranked by the index of
unit labor costs.

A general measure of the variability in the cost
indices is the standard deviation, which is shown in the
second line of Table 6 for both indices.?” These statistics
indicate that the variability in unit labor costs is relatively
small among the states. Although only 30 of the 51 lie
between 925 and 107.5 (the range denoted by the
standard deviation), the 30 include most of the most
populous states, so the population-weighted standard
deviation is somewhat smaller than it would be if each
state were weighted equally in the calculation. The
standard deviation for the implicitindex of all input costs
is roughly half that for the labor-cost index, the
relationship expected given the way it is calculated (see
footnote 36).

34 See Appendix C.

5See Appendix C for a discussion of some reasons why this
estimate may understate the amountby which unit input csts
in Alaska exceed averages for the nation as a whole.

%The values of the overall index for five states in the
neighborhood of the national average are statistical anoma-
lies. That is, the implicit index for a state is an average of its
labor cost index and an “index” for all other inputs whose
value is 100 for every state. This implies that a state’s overall
index must lie between its labor cost index and 100, yet this
result does not quite obtain in the cases of the states ranked
13-17. The discrepancies appear to lie within such small
bounds as to be attributable to rounding, however.

37The standard deviation of a set of data is the square root of the
mean of the squared differences between the individual
observations and their mean. It indicates the average
variability of the data about the mean. The larger the standard
deviation, the larger is the dispersion in the data. If the
distribution of the observations resembles a normal curve,
roughly two-thirds of the observations (34 states) lie within
one standard deviation above and one standard deviation
below the mean. Weighting the state values by population in
calculating the standard deviation dampens the influence of
the extreme values of Alaska and a few other small states.
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Chapter 4

Estimates

of Representative Expenditures

This chapter presents estimates of representative
expenditures for state and local governmentsin the 50
states and the District of Columbia and compares them
with the actual outlays of those governments in fiscal
years ending between July 1, 1986, and June 30, 1987.!

The estimates of representative expenditures are
adjusted to allow for the estimated variation in input
costs. The estimates are employed to consider the
implicationsfor a set of measures of state fiscal capacity if
they, rather than resident population, are used as the
indicator of the relative costs of the service responsibili-
ties of the states.

The final section of the chapter expresses the estimates
of fiscal capecity as the gaps between the revenues a state’s
governments would raise if they had a national-average tax
systemand the costs of providing a national-averagelevel
of public services. Two setsof gap estimatesarepresented:
the first abstracts from federal grants; the second
considers the total amount of federal grants actually
received by the governments in each state.

Actual Expenditures

Table 7summarizesthe actual directgeneral expendi-
tures of state and local governments in 1986-87, by
function. The information is expressed in per capitaterms
and indexed to the national averageto facilitate compari-
sons among the states. Display of the estimates in this
form focuses attention on relative spending for each
function; no information is conveyed about relative
spendingamong the functions or about the absolute size
of the outlays. (The exhibits in the first two lines of the
table provide perspective on these aspects: they display
the percentage distribution of total outlaysamongthe 10
functionsand the per capitamagnitude of the spendingon
each.) The data underlying Table 7 appear in Appendix B.

! A number of governmentswhose fiscal years end on August 31
or September 30 are treated by the Census Bureau as though
their years ended on the preceding June 30. The August
exceptions are the state government of Texas and that state’s
school districts. The September exceptions are the state
governments of Alabama and Michigan, the District of
Columbia, and the school districts of Alabama.

Thevariability of government spendingacross the na-
tion is well known, but the extent of the variation is
brought home by Table 7. The range in total expenditures
isvery large: from71percent of the per capitanational av-
erage in Arkansas to 371 percent in Alaska, which is in a
classhy itself. The state with the second highest outlaysper
capita is Wyoming, at 165percent of the national average.

It is interesting to note that the range has decreased
significantlyin the past fewyears. In 1983-84,barely three
years earlier, Arkansas’ spendingwas virtually the same
relative to the national average (at 70 percent), but
Alaska’s was 406 percent, and Wyoming’s 183 percent.*
The steep declines in relative spending in Alaska and
Wyoming are due largely to the plunge in the value of oil
and gas production during the period, which sharply
curtailed state revenues from that source.

The ranges in expendituresfor the individual functions
are, as would be expected, wider in every case than the
ranges in the total. On the low side, in the case of public
welfare, three states (Alabama, Nevada, and Texas) spend
less than half the national average per capita. AL the Same
time, the spending of four states (Alaska, Massachusetts,
New York, and Rhode Island) and the District of Columbia
exceeds 150 percent of the per capita average.

No state’soutlaysare under half the national average
for education. Alabama’s spending is the lowest, at 65
percent of the U_S_average, for elementary and second-
ary education—theactual outlays of Alaskaand Wyoming
are more than 1.5 times higher than the average.

Pennsylvania, at 53, sets the low end of the range for
hi?her education. Alaska is at the top of the range,
followed closely by Wyoming, Delaware, lowa, North
Dakota, and Utah—allwith per capita outlays more than
50 percent above the national average.

Maine, Maryland, and Vermont spend less than half
the per capita national average forhealth and hospitals,
while the District of Columbia and Wyoming spend more
than twice that average.

ZRobert W. Rafuse, Jr., “A Representative Expenditure
Approach to the Measurement of the Cost of the Service
Responsibilities of the States,”in Rafuse (ed.), Federal-State-
Local Fiscal Relations: Technical Papers, \Vol. 1 (Washington,
D C U.S. Department of the Treasury, Office of State and
Local Finance, 1986), p. 161.
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Table 7
Indices of the Actual Direct General Expenditures of State and Local Governments Per Capita, by Function, 1986.87

Health Police  Environ- Interest Govern- All
__ Education and and ment on mental Other
Primaryand . Public  Hospi- . Correc- and General Adminis- Expendi-
State Total ~ Secondary Higher Welfare tals  Highways tions Housing  Debt tration tures
(6)) @ &) @ &) © Q) ® ® (10 amn
Scale Exhibit:
Percent 100.0% 24.0% 92% 12.3% 8.7% 8.0% 6.3% 8.2% 6.4% 53% 115%
Per Capita $2,685 $644 $247 $329 $234 $214 $170 $221 $172 $143 $310
United States 100.0 100.0 100.0 1000 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Standard Deviation 258 196 253 422 345 377 40.3 31.6 679 35.2 510
Alabama 773 65.3 104.5 478 138.8 81.2 61.8 67.2 79.4 73.6 786
Alaska 370.7 2838 1741 168.6 1045 5183 226.8 3682 1,0487 5025 665.7
Arizona 1044 108.3 1378 65.2 538 169.5 134.1 102.0 1139 1195 77.4
Arkansas 710 829 81.1 69.1 740 99.7 474 59.8 62.9 60.1 485
California 1139 99.8 1220 1241 1149 65.8 1494 126.5 87.9 1248 139.1
Colorado 105.6 1129 1173 85.1 88.3 116.0 1039 109.5 121.8 138.2 82.8
Connecticut 108.9 105.7 63.9 112.3 88.2 1183 91.8 97.3 1342 1258 153.1
Delaware 1113 102.6 161.1 65.6 63.0 1271 1035 1125 2111 138.9 99.2
District of Columbia 1923 120.1 55.7 272.7 2074 87.2 4451 2763 183.1 2543 205.1
Florida 87.6 89.0 545 520 1035 81.6 116.6 1110 100.5 1093 91.0
Georg_i_a 89.3 96.7 6.7 63.6 1846 92.6 82.2 77.4 56.7 85.8 68.7
Hawaii 1054 738 1089 86.6 79.1 63.7 106.1 1541 1411 1457 1637
Idaho 77.5 77.8 1142 517 833 1172 61.3 85.1 45.6 79.3 63.8
Ilinois 93.8 90.9 92.0 1025 67.3 1026 936 100.6 934 89.9 103.2
Indiana 80.5 89.2 1156 715 90.8 82.2 57.1 68.2 533 709 69.8
lowa 936 09 150.0 919 107.0 146.7 62.5 78.8 66.2 824 57.6
Kansas 92.8 989 122.6 65.0 85.1 146.2 67.3 66.3 108.6 106.6 724
Kentucky 7.7 68.7 89.9 82.1 555 1159 584 771 1033 759 69.9
Louisiana 91.9 80.0 84.1 718 1252 106.2 85.2 99.9 1459 84.2 81.1
Maine 92.2 %5 82.5 1298 499 1124 60.8 102.8 910 81.6 83.9
Maryland 1029 979 106.9 9.2 484 120.3 124.6 130.5 1139 100.2 1120
Massachusetts 1115 98.6 712 155.0 1188 77.5 974 122.4 1079 110.7 1443
Michigan 1079 1139 130.3 140.3 1227 825 108.1 78.3 724 98.0 95.0
Minnesota 1222 1165 1355 1457 1104 146.9 770 124.3 1513 109.7 1028
Mississippi 755 73.6 912 64.4 1384 98.1 49.2 59.7 60.9 65.2 537
Missouri 71.0 84.6 90.0 66.0 937 88.2 75.3 716 66.7 68.6 56.8
Montana 107.3 1222 92.1 929 63.2 177.0 62.9 1173 1241 1148 93.2
Nebraska 92.3 100.1 1257 79.1 1132 1325 61.3 70.8 745 759 69.5
Nevada 104.6 89.8 79.8 493 82.2 130.0 150.0 112.1 1426 1534 139.7
New Hampshire 83.3 937 72.2 778 524 1218 67.0 715 1152 84.6 724
New Jersey 1130 1174 83.7 1065 74.6 1110 116.3 1147 146.2 1190 1405
New Meaco 1003 1052 1201 66.7 86.6 1484 97.1 89.2 1299 1143 74.1
New York 1452 1336 87.1 1948 168.7 99.7 1636 1405 149.9 1325 1736
North Carolina 774 88.8 1192 59.9 86.7 75.3 80.0 59.9 448 749 634
North Dakota 1079 1015 1579 106.8 70.7 156.8 452 96.2 96.3 87.0 135.1
Ohio 0.7 97.7 985 1189 878 82.2 88.6 83.1 714 86.5 67.1
Oklahoma 825 90.5 94.6 78.7 89.1 1.0 64.8 87.1 80.3 77.7 57.1
Oregon 104.6 1136 1229 64.6 75.2 107.1 879 103.0 150.2 1203 1122
Pennsylvania 87.5 983 52.7 1127 55.3 100.8 722 70.9 106.4 821 935
Rhode Island 1038 925 82.7 1516 84.1 773 82.6 83.9 155.0 106.1 1233
South Carolina 79.0 88.1 108.0 55.1 1258 623 75.2 66.6 61.2 63.3 66.2
South Dakota %7 879 95.0 66.3 38 1618 5.6 H0 1078 852 1%.8
Tennessee 774 67.1 84.4 76.1 1134 894 67.7 744 64.7 68.7 77.4
Tees 86.5 1033 1039 482 80.4 1122 71.6 92.7 107.0 764 59.2
Utah 94.8 100.1 1531 710 745 100.1 83.8 95.9 93.7 109.1 734
Yermont 1024 110.3 1316 105.3 419 158.1 56.5 785 100.0 1109 106.3
Virginia 89.4 984 109.6 57.2 94.3 1180 90.6 99.5 67.6 1025 63.1
Washington 1034 105.7 120.1 955 83.7 1162 92.2 124.3 74.2 102.0 108.0
West Virginia 84.7 96.0 76.0 819 61.8 1246 379 67.1 103.7 82.8 89.1
Wisconsin 105.9 107.8 134.1 148.0 734 1214 870 1103 82.2 87.6 771
Wyoming 164.7 1835 1620 70.5 225.5 306.7 105.7 1458 1951 1633 1137

Sources: Tables B-1 and B-7.
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South Carolina’soutlaysare the lowest per capitafor
highways, but they are 62 percent of the national average.

Alaska’s spending for highways tops five times the
rational average, while Wyoming’s index is 307. West
Virginia spendsonly 38percent of the average for police and
corrections, the lowest ratio for any state for any function.’
The District of Columbia sets the high end for tisfunction,
with outlays exceeding 445 percent of the national average.

Alaska’s per capita outlays for intereston general debt
are far and away the highest for any state for any
function—at more than 10times the national average. This
level of spending is especially interesting in light of the
interest earned by Alaska’s governments, which amounts to
more then 26 times the national per capita average and is
nearly talee the amount of the state’s payments of interest
on general debt.> AL less than 45 percent of the nationalper
capitaaverage, North Carolina’s outlaysfor this function are
lower than those of any other state.

State and local expenditures in the “all-other”
categoty range from a spare 49 percent of the national
average in Arkansas to 666 percent in Alaska.*

A more general measure of the variability in per
capita expenditures is the standard deviation? The
population-weighted standard deviation of each index is
shown in the second line of Table 7and of each state table

3us. Department of Commerce, Bureau of the Census,
Government Finances in 2986-87 (Washington, DC, 1988), pp.
46 and 48; and Table B-7.

4The treatment by the Govemments Division in the Census
accounts of special institutions in two states is questioned in a
letter to the author by Dave Clark, Executive Budget Analyst,
Office of Management and State of North Dakota
(January 26, 1990). The Bank of North Dakota and the State Mill
and Hleatar are hoth commercial entities owned and operated
by the state govemment. In South Dakota, an apparently large
cement plant & owned by the state govemment In the Census
accounts for both states, these publicly owned enterprises are
classified as miscellaneous commercial activities, and their ol
outlaysare, as a consequence, treated as general expenditures of
the two state govemments. The effect is that North and South
Dekota rank first @t second among the states in total outlays for
this function.

A report prepared by the Office of Management and
Budget, State of North Dakota, argues that these institutionsin
bath statesare “unique.. . public enterpriseswhose expenditures
should not be counted as general state spending”—A Compari-
son of Per CapitaState and Local Government Expenditures in
North Dakota to Surrounding States for Fiscal Yex 1987
Bisartk,1989), p. 12. If this treatment were adopted by Census,
theeffect would be to reduce North Dakota’sindex for per capita
“all other” expendituresin Table 5 from 135 to 82. South Dakota’s

index would be from 156 to 146.

In a letter to the author, dated January 11,1990, Brad
Pierce (Policy Analyst, Division of Policy, Office of Manaﬁg-
ment and Budget, Office of the Governor, State of Alaska)

suggests that

If the all other expenditures category includes Per-
manent Fund dividend appropriations fran the
state’s$10billion public savingsaccount, they should
probably be removed since PFDs have nothing to do
with provision of public services.

$see footnote 36,Chapter 3, for a definition of the standard de-
viation and a discussion of its interpretation.

in the remainder of this report. This measure indicates
that per capita outlays are most disparate among the
states for interest on general debt. The second most
disparate functionis “all other” expenditures, a result that
is difficult to interpret given the open-ended nature of
that category. The third largest standard deviation—by a
tiny margin—is for public welfare, and the fourth largest
is for police and corrections. The least variability in per
capita spending is for elementary and secondary educa-
tion—the standard deviation is only 20.

The Estimates of Representatlve Expenditures

The estimates of representative expenditures, adjusted
for input-cost differences, are presented in Table 8.6 As in
the case of actual outlaysjust considered, the estimatesare
expressed as indices of per capita values, with the national
average equal to 100. The range in the index for the total of
the estimates is far smaller than that in actual outlays.

The state whose cost of implementing the represen-
tative level of total spendingper capitawould be highestis
Mississippi. The per capita outlaysof the governmentsin
that state would have to exceed the U.S. average by more
than 13 percent in order for it to provide the national-
average level of public services. The per capita cost of the
average level of services is lowest in New Hampshire (85
percent of the national average), followed closely by
Rhode Island (86), Massachusetts (87), Maine and
Vermont (89), and Hawaii and Pennsylvania (90).” In
addition to Mississippi, the indices of only three states
(Alaska, Louisiana, and New Mexiad) exceed 110.3

From a different perspective, the standard deviation of
the index of total representative expendituresis significantly
less then one-third that in actual outlays. However, the
standard deviation of the index for highways is more than 60
percent of that in actual outlays for the function, as is the
standard deviationfor elementaryand secondaryeducation.

Three considerationsaccount for the relatively minor
variation in the overall index of representative expendi-
tures. The first is the absence of variation among the
states in per capita outlays for the last four categories of
expenditures—the analysis assumes that per capita
representative outlays (unadjusted for unit-cost differ-
ences) are the same in all states for each of these
categories. Hence the only variation in the per capita
estimates for these functions is that attributable to
input-cost differences, which are nonexistent for interest
on general debt. The four functions accounted for 32
percent of actual state-local outlays in 1986-87.

The second consideration is that the variation in the
workload measures for the other six functions is smaller
than that in the indicesfor actual expenditures. In other
words, factors in addition to differences in the “need” for
public services enter into the determination of the actual

¢The dollar estimates underlying the indices appear in Table
B-4, in Appendix B.

"Note that this reference to per capita “cost”relates to “needs”
rather than to the efficiencywith which services are delivered
by the governmentsin a state.

8 See Appendix Cfor adiscussion of some reasonswhy the index
may understate the cost of the representative level of public
services in Alaska.
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Table 8
Indices of the Estimates of Representative State-Local Expenditures Per Capita
Adjusted for Input-Cost Differences, by Function, 198687

Health Police  Environ- Interest Govern- All
Education and and ment on mental Other
Primaryand Public ~ Hospi- . Correc- and General Adminis- Expendi
State Total ~ Secondary Higher  Welfare tals  Highways tions Housing  Debt tration tures
6 @ 3 O ® © )] ® ® (10) 039)
United States 100.0 1000 100.0 1000 100.0 100.0 100.0 100.0 100.0 100.0 1000
Standard Deviation 6.4 119 6.0 211 8.9 216 16.3 25 00 49 20
Alabama 108.8 1079 94.9 1455 1155 1175 974 97.0 100.0 94.3 97.7
Alaska 121.3 1502 130.3 92.8 1046 1138 140.9 1117 100.0 1226 109.1
Arizona 1026 103.0 97.2 1106 1049 1123 94.3 9.1 100.0 98.3 99.3
Arkansas 106.0 1052 884 1448 1177 1114 86.2 954 100.0 910 96.4
California 1013 1011 1036 9.0 1028 93.7 1137 102.0 100.0 1039 1016
Colorado 98.1 101.1 1022 84.6 921 1101 90.0 100.1 100.0 100.1 1001
Connecticut 917 89.7 105.1 59.3 835 970 92.2 103.0 1000 1059 1024
Delaware 96.1 87.1 1051 917 95.5 109.1 89.9 100.3 100.0 1006 100.2
District of Columbia ~ 102.9 73.0 98.7 140.7 1174 584 204.8 98.7 100.0 975 99.0
Florida 92,6 79.1 86.5 1039 9.3 89.1 1013 97.0 100.0 94.3 97.7
Georgia 108.6 1099 99.9 1279 1124 1191 1109 98.1 100.0 96.3 98.5
Hawali 89.6 85.5 1022 811 835 734 85.8 98.9 100.0 978 9.1
Idaho 100.1 1130 86.4 1043 935 1191 68.7 95.3 100.0 909 96.3
Ilinois 1024 105.8 1064 100.7 101.6 844 108.3 1035 100.0 106.7 1027
Indiana 9.3 106.6 101.6 869 94.3 102.8 90.1 100.2 100.0 1004 100.2
lowa 95.8 970 U5 90.1 88.2 120.3 710 98.3 100.0 96.7 98.7
Kansas 984 96.2 944 89.9 899 1457 799 98.3 100.0 96.6 98.7
Kentucky 108.3 1085 101.0 1357 120.4 1058 96.5 99.2 100.0 985 994
Louisiana 1104 1101 1056 1452 1191 875 1159 1009 1000 101.8 100.7
Maine 89.0 834 85.8 914 88.7 1085 63.7 926 100.0 85.8 94.3
Maryland 97.0 94.8 108.2 77.0 945 93.2 1125 102.1 100.0 104.0 1016
Massachusetts 87.3 814 101.6 69.3 84.1 814 77.6 98.7 100.0 975 9.0
Michigan 108.3 1152 1110 95.8 109.7 104.6 1288 104.2 100.0 108.1 1032
Minnesota 98.0 9.0 101.8 85.2 0.7 1229 786 1009 100.0 1017 100.7
Mississippi 1133 1129 918 1817 1242 106.7 96.2 n7 100.0 89.8 9.9
Missouri 100.2 95.0 95.1 108.8 102.8 1144 96.0 98.7 100.0 975 9.0
Montana 102.0 100.0 86.7 1009 91.1 186.7 719 95.3 1000 90.9 9.3
Nebraska 96.2 90.6 915 %8 86.3 1468 73.1 96.5 1000 933 97.3
Nevada 95.9 9.3 976 735 89.6 122.0 97.3 994 100.0 98.8 99.5
New Hampshire 854 821 938 604 772 1023 713 955 100.0 913 96.5
New Jersey 93.1 92.3 104.1 71.1 89.2 85.2 90.5 1029 100.0 1056 1022
New Mexico 1106 1121 931 1464 1085 1377 98.6 96.3 100.0 92.9 97.2
New York 95.3 89.6 1002 985 978 65.1 1133 1004 100.0 1008 100.3
North Carolina 98.6 96.6 A9 1118 1006 1017 920.6 95.7 100.0 91.7 96,7
North Dakota 1052 96.6 916 1103 884 2239 65.0 95.6 100.0 916 96.6
Ohio 99.9 105.0 1015 936 101.8 90.1 92.8 1015 1000 1029 1011
Oklahoma 1038 106.2 95.0 1029 104.7 1379 920 98.2 1000 %5 98.6
Oregon 979 99.2 940 89.2 1018 1114 85.1 99,5 100.0 9.0 99.6
Pennsylvania 904 85.6 978 766 92.3 80.2 874 1001 1000 1002 1001
Rhode Island 85.8 77.9 97.7 738 884 69.4 77.4 97.7 100.0 95.6 98.2
South Carolina 1033 1029 970 1255 1047 1096 96.1 95.8 100.0 91.8 %.7
South Dakota 104.7 914 83.3 146.3 9%.8 1930 60.3 925 100.0 85.6 94.2
Tennessee 1035 100.6 94.8 126.4 110.3 1081 97.0 974 1000 949 980
Texas 109.7 1208 1026 1143 1016 1156 1164 1009 1000 101.8 100.7
Utah 104.9 140.7 974 864 87.1 1003 71.9 984 100.0 970 98.8
Vermont 89.1 825 90.6 84.5 84.2 1182 66.6 93.2 100.0 86.8 94.7
Virginia 98.6 96.1 1052 90.8 96.5 109.6 979 9.4 100.0 98.9 995
Washington 98.6 1016 1009 825 988 108.1 904 101.2 100.0 102.3 1009
West Virginia 1027 109.1 94.2 116.2 1145 945 815 980 100.0 96.1 984
Wisconsin 94.2 93.7 100.0 77.9 85.3 1131 80.4 99.7 100.0 99.3 99.7
Wyoming 1022 1135 933 659 78.1 1974 717 98.8 100.0 9r.7 9.1

Sources: Table B-3.
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levels of spending. Thesefactors include, as discussedear-
lier, differencesin the unfathomable complexof variables
commonly referred to as voter tastes for public services.

The third reason for the modest variability in the
index of total representative expenditures is that, for
many states, the values of the indices for different
functionsare offsetting. That is, a state’shigh “needs” for
one type of public service are often offset by a below-
average workload for another.

Abstracting from the functions displayed in columns
8-110of Table 8, the indices of only one state exceed 100for
all functions. That state is Texas, whose overall index (at
110)places it fifth in the nation. The relative needs of six
states exceed the national average for all but one of the
functions. Theyare Alaskaand Michigan (public welfare),
Georgia (higher education), Illinois and Louisiana (high-
ways), and Kentucky (police and corrections).

The indices of two states are under 100 for all 10
functions: Pennsylvania and Rhode Island. The needs of
Massachusetts and New Jersey are below the national
average for all functionsbut higher education. The needs
of seven states (lowa, Kansas, Maine, Nebraska, Nevada,
New Hampshire, and Vermont) would be entirely below
the national average were it not for their exceptional
highway needs?

Actual Outlays Compared
with Representative Expenditures

Table 9 shows the relationship between each state’s
actual outlaysin 1986-87and the estimates of the levelsof
spending that would be necessary for the state to deliver
the representative level of service. For the nation as a
whole, actual and representative expenditures are, by
definition, identical —that is, the percentagesare 100 for dl
functions. Overall, the ranges and standard deviations are
similar to their values for actLal expendituresin Table 7.

At the top of the scale is Alaska, with actual outlays
rearly 306 percent of the level needed to deliver national-
average services. Second highest is Wyoming, at 161,
followed closely by New York, at 152. Wyoming is the only
state spending more than enough to deliver representative
service levels for every function, The ratios for four states
exceed 100 for dll but one function. They are Alaska (health
and hospitals), the District of Columbia and New York
(higher education), and Minnesota (policeand corrections).

At the bottom is Mississippl, whose actual total
expendituresare lessthan 67 percent of itsrepresentative
total, although its outlays for health and hospitals
significantly exceed those necessary to provide nation-
al-averageservices. It isinteresting to note that, although
Mississippi has the lowest ratio for total outlays, none of
its ratios for individual functions is lowest.

°In a letter to the author, dated January 20, 1990, Richard
Drennon (Legislative Analyst, Florida Advisory Council on
Intergovernmental Relations) suggests that

...when the relative cost of living in rural versus ur-
ban settings in Florida is considered, .. . [population
in householdswith incomes below the poverty line]
probably overstates the public welfare representa-
e expenditure level.

Three states are under 100 percent for all 10
functions: Arkansas, Missouri, and Oklahoma. Georgia
would share this distinction if its actual outlaysfor health
and hospitals did not exceed (by more than 64 percent)
those necessary to deliver representative services. Six
other statesalso fall short of 100for all but one function.
They are Idaho, Indiana, and North Carolina (higher
education); Ohio (public welfare); and Mississippi and
Tennessee (health and hospitals).

It is important to note that a state whose actual
outlaysare lower than the estimate of its representative
level isnot necessarily deliveringa level of public services
that is below the national average. As explained earlier,
the analysis does not take into account possible differ-
ences among the states in the efficiency of government,
nor does it recognize special circumstances that may
increase or decrease the cost in a particular state of
delivering the representative level of services.’® A state
with actual spendingbelow its representative level maybe
sufficiently more efficient than the national average that
the quantity and quality of the public services it actually
delivers equal or even exceed the national average.”

10 An example of such special circumstances is mentioned in a
letter, dated January 29, 1990, to John Kincaid (Executive
Director, ACIR) from Len McComb (Director, Office of
Financial Management, State of \Washington):

Washington has a relatively extensive feny system.
The oosts for the feny system are included in the total
highway expenditures that the report uses to deter-
mine the workload for this category. The inclusion
of ferry expenditures in this category results in the
actual highway expenditures for Washington to be
shown in the report at a level above the representa-
tive amount.

11n a letter to the author, dated January 22, 1990, Patricia A.
Woodworth (Director, Office of Planning and Budget, Office
of the Governor, State of Florida) comments that Florida’slow
ratio of actual to representative expenditures for higher educa-
tion (63 percent) is attributable to enrollments in public insti-
tutions that are much below those implied by national average
enrollment propensities, and that the state’s actual ’support of
higher education per FTE student” exceeds the national average
by more than 13 percent She dites actual FTE enrollment of
223,747 in 1986-87, 55 percent of the 408,300 yielded by applying
national average propensities (see Table B-15). Combined, the
two ratics exceed 62percent (1.13 « 0.55), almost idntical to,and
hence confirming, the figure reported in Table 7.

Woodworth also dosenes that

... Florida’srating in your report might be better
[than the 50 percent ratio shown in Table 7 for
public welfare] if more recent data were available
for analysis. Participation rates in Florida in Med-
icaid and AFDC have increased somewhat since
fiscal year 1986-87. As a consequence of outreach
efforts and expansion of coverage the percent of
Florida’spopulation participating in Medicaid in-
creased from 4.5 percent in 1986-87 to 5.7 percent
in 1989-90. The analogous figures for AFDC are
24 percent and 2.6percent, respectively. The im-
plication of these improved participation rates is
that Florida’s public welfare expenditures should
now be higher for a given “workload” of popula-
tion living under the poverty level.
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Table 9
Actual Direct General Expenditures of State and Local Governments
as Percentages of Representative Expenditures Adjusted for Input-Cost Differences,
by Function, 1986.87

Health Police  Environ- Interest Govern- All
and and ment on mental Other
Primary and Public ~ Hospi- Correc- and General Adminis- Expend
State Toal  Secondary Higher  Welfare tals Highways tions Housing  Debt tration tures
0)) @ 3) (O] &) ® ) (®) ® (10) an
United States 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Standard Deviation ~ 25.6 219 24.6 52.9 33.9 338 279 209 67.8 30.7 48.1
Alabama 710 60.5 1101 32.8 120.2 69.1 635 69.3 794 78.1 804
Alaska 305.7 188.9 1336 1816 99.9 4556 1609 3206 1,048.7 409.8 6104
Arizona 101.8 105.2 1417 59.0 513 1510 1422 1029 1139 1215 779
Arkansas 67.0 788 91.8 47.7 629 89.5 55.0 62.7 62.9 66.1 50.3
California 1124 98.7 117.7 129.3 1118 70.2 131.3 1239 87.9 120.1 1370
Colorado 107.6 1116 1148 100.6 959 1054 1154 1094 1218 138.0 828
Connecticut 1188 1179 60.8 1894 105.6 1219 99.5 944 1342 1189 1496
Delaware 1158 1179 1532 715 66.0 1165 115.1 1122 2111 138.1 989
District of Columbia 1869 1644 56.5 1938 176.6 1494 2173 279.9 1831 2607 2071
Florida 9.6 1126 63.0 50.1 104.2 915 1151 1144 1005 1159 93.1
Georgia 822 87.9 76.8 49.8 164.2 778 74.1 789 56.7 89.1 69.7
Hawali 1176 86.3 1065 106.8 94.7 86.8 1237 155.8 141.1 149.0 1652
Idaho 775 68.8 1322 49.6 89.1 98.3 89.2 89.3 456 87.3 66.2
I1linois 916 85.9 865 1017 66.2 1215 86.4 97.3 934 84.3 1006
Indiana 811 83.7 1137 89.2 96.3 80.0 63.3 68.0 53.3 705 69.7
lowa 97.7 93.7 1586 102.0 1212 1220 88.0 80.2 66.2 85.2 58.3
Kansas A3 1027 1298 723 94.7 100.3 84.1 67.4 108.6 110.3 734
Kentucky 7.7 63.4 890 60.5 46.1 109.6 60.6 7.7 103.3 71.0 70.3
Louisiana 833 2.7 79.7 404 1051 1213 735 99.0 145.9 82.8 80.6
Maine 1035 1156 9.2 142.0 56.2 1036 95.4 1109 910 95.1 89.0
Maryland 106.0 103.2 98.8 1224 51.2 129.0 110.8 127.8 1139 96.3 1102
Massachusetts 127.7 1211 70.0 2236 1413 95.2 1255 1239 1079 1135 1457
Michigan 99.6 989 1173 1464 111.8 789 83.9 75.2 724 90.7 920
Minnesota 124.7 1178 1332 1710 1218 1196 979 1232 1513 107.9 1022
MiSSiSSippi 66.6 65.2 99.3 35.4 1114 919 51.1 63.0 60.9 726 56.0
Missouri 76.8 89.0 94.6 60.7 91.2 77.0 784 725 66.7 704 573
Montana 105.2 1222 106.3 920 69.3 94.8 875 1232 124,1 126.3 9.7
Nebraska 959 1105 1374 835 131.1 90.2 838 734 74.5 81.3 714
Nevada 109.1 94.2 817 67.1 91.8 1065 1541 1128 1426 155.2 140.3
New Hampshire 975 1142 770 1288 67.8 119.0 939 74.8 1152 92.7 750
New Jersey 1214 127.1 80.4 1499 836 130.3 1285 1114 146.2 112.7 1374
New Mexico 90.7 938 129.0 455 79.8 1078 985 926 1299 123.1 76.3
New York 1524 1492 87.0 197.8 1725 1531 1444 1399 1499 1314 1730
North Carolina 785 91.9 1256 53.6 86.2 74.1 88.3 625 44.8 816 65.6
North Dakota 102.6 105.0 1725 96.9 80.0 70.0 69.6 1006 9.3 95.0 139.8
Ohio 90.8 93.1 97.0 1270 86.2 912 955 819 714 84.1 66.3
Oklahoma 795 85.2 99.6 765 85.1 68.2 70.5 88.7 80.3 805 579
Oregon 106.9 1145 1308 725 739 96.1 1034 1035 150.2 1215 1127
Pennsylvania 96.8 1149 539 147.1 59.9 125.7 82.5 708 106.4 820 935
Rhode Island 121.1 1188 84.6 205.3 95.1 1114 106.7 85.8 155.0 1110 1255
South Carolina 764 85.6 1114 439 1202 56.9 78.3 69.6 61.2 689 68.5
South Dakota 90.5 96.1 1141 453 535 839 95.6 82.1 107.8 995 165.4
Tennessee 4.7 66.7 89.0 60.2 1028 82.7 69.8 764 64.7 72.4 79.0
Teas 789 85.6 1013 422 79.1 970 66.6 91.8 107.0 75.0 58.8
Utah 90.3 71.1 157.1 82.2 855 99.8 107.6 974 93.7 1125 74.3
Vermont 1149 1336 1453 124.6 498 1338 84.7 84.3 100.0 127.7 1122
"Virginia 90.7 1024 104.2 630 97.8 107.7 92.6 100.1 67.6 103.7 634
Washington 104.9 104.0 1190 1158 84.7 1074 102.0 1229 74.2 99.7 107.0
West Virginia 824 88.0 80.7 705 54.0 1318 46.5 68.4 1037 86.1 905
Wisconsin 1124 1151 134.1 1899 86.1 1073 108.2 1107 82.2 88.2 773
Wyoming 161.2 1617 1736 1070 288.5 155.3 1474 1476 195.1 167.2 1148

Sources: Tables 7 and 8.
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Recapltulation: The Regional Dimenslon

Table 10 provides summary statistics for the eight
Census regions for the estimates discussed so far. (See
Table 11for a display of the states in each region.) The
regionsare arrayed in the table by the index of per capita
representative expenditures adjusted for differences in
unit input costs in column 3. The ratio of actual to
representative expenditures (column 4) underlines the
striking pattern that is apparent in the first two columns.
Thereisa very strong inverserelationshipbetween needs
and actual expenditures. In other words, the higher the
cost of a national-average level of public services, the
more likelyit isthat the level of servicesactually provided
will fall short of that average.

Inthe New England states, the representative level of
services could be provided at a cost of roughly 83 percent
of the national average. Actual per capita outlays in New
England, however, are 6 percent higher than average. As
aresult, the public services enjoyed by the typical resident of
New England are, on average, 20 percent above the national
average. In the Southwest states, on the other hand, the
representative level of services costs 108 percent of the
ratioral average. Actual outlays, however, are more than 10
percent below. AS a consequence, the level of publicservices
delivered in the typacal state in the Southwest is more than
17 percent below the national average.

Fiscal Capacity Measures
Reflecting Representative Expendltures
Compared with Population

Measuresof the fiscal capacities of the 50 statesand
the District of Columbia for four measuresof own-revenue-
raising ability are presented in Table 11. The measures
arepersonalincome, RTS, gross state product (GSP) ,and

Table 10
Indices of Actual and Representative Expenditures
and the Ratio of the Two, by Census Region,

1986-87
Actual as
Actual Representative Percentage
Expen- ___ Expenditores _  of Adjusted
ditures Unadjusted Adjusted Representative
1 1)) 3 @
United States 100.06  100.0%  100.0h 100.0%
New England 168 0.2 8.4 19.7
Mideast 1193 R.6 B9 1271
Plains %.0 10.8 8.7 97.3
Far West 115.0 B0 10.5 1144
Rocky Mountain 1084 180 100.6 1028
Great Lakes B.7 B4 1017 A1
Southeast .1 106.2 I»5 a.1
Southwest 8.3 107.8 1B8.0 .7

Note:  Tre regional indices are population-weighted means.
Sources: Thbles 7, 8, and 9.

total taxable resources (TTR).!? For each measure of
revenue-raising ability, a fiscal capacity index is shown
with the relative costs of service responsibilities ac-
counted for (1) by population and by representative
expenditures(2) unadjusted and (3) adjusted for variation
inunitinput costs.” The informationisarrayedby Census
region to facilitate comparisons among neighboring
states. The population-weighted means of the indices of
fiscal capacity and the standard deviations of the indices
are shown for each region.

For a given state, the relationship between the index
calculated using population and those using representa-
tive expenditures is the same for all four measures of
revenue-raising ability. For example, Mississippi’sindex
of representative expendituresper capita, unadjusted for
unit input costs, is 122. Adjusted, the index is only 113
because the cost per unit of the inputs used to produce
public services is more than 7 percent below the national
average (see Table 6).

To calculate Mississippi’s fiscal capacity indicesusing
representative expenditures rather than population, the
four population-based indices of fiscal capacity are
divided by the state’s two indices of per capita representa-
tive expenditures (and the results are multiplied by 100).
These calculations reduce the four population-based
indices of fiscal capacity for Mississippi shown in Table 11
by 18and 12percent, respectively.

The opposite effect is apparent in the case of
Connecticut, whose index of per capita representative
expenditures unadjusted for input prices is 83. Adjusted,
however—because unit input costs are more than 4 percent
higher than the national average —the state’srepresentative
expenditure index is 92. Here the use of representative
expenditures results in fisal capacity indices for all four
measures of revenue-raising ability that are 14 and 9
percent higher, respectively, than the corresponding
population-based indices.

12The estimates of personal income and RTS are for 1987; those
for GSP and TTR are for 1986. See Table B-5. A useful discussion
o these measures appears in Max B. Sawicky, ‘Appendix A:
Alternative Measures df Fiscal Capacity and Their Uses,” in
Advisory Commission on Intergovernmental Relations, Measur-
ing State Fiscal Capacity, 1987 Edition (Washington, DC, 1987),
pp. 107-20.

BTheindicesshownin Table 11 are not really measures of fiscal
capacity, as that concept is defined in Chapter 1of this report,
because revenues received from the federal government (and
franstateand local governments in other states) are not taken
into consideration. The indices are more properly referred to
asmeasures of own-revenue-raising ability relative toexpendi-
ture needs. An analysis of the fiscal capacities of the states
taking into account actual amounts of federal grants received
appears later in this chapter.

¥This is the same, mathematically, as dividing a state’s total
personal income (or RTS tax capacity,or GSP, or TTR) by its
total representative expenditures and indexing the resulting
ratio to the ratio of the national totals of the same data. The
calculationdescribedin the text dividesone index of per capita
values by another index of per capita values. Since the same
population isused tocalculate the twoper capita amounts that
are indexed, the numerator and denominator of the fiscal
capacity fraction are both divided by the same amount, and
population therefore cancels.
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Table 11
Indices of Fiscal Capacity with Public-Service Costs Accounted for by Populationand by Representative Expenditures
Unadjusted and Adjusted for Differences in the Unit Costs of Producing Public Services, 1987

Personal Income Representative Tax system Grass State Product Total Taxable Resources
Representative Representative Representative Representative
Expenditures _ Expenditures Expenditures Expenditures
Input- Input- Input- Input

Popula- Not cost Popula- Not Cost Popula- Not (€55 o Popula- Not Cost

Region and State tion Adjusted Adjusted tion Adjusted Adjusted tam Adjusted Adjusted tion Adjusted Adjusted
@ @ 3 @ ) ©) ™ ® ® (10) (11 12
United States 100.0 100.0 1000 1000 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Standard Deviation 152 210 194 149 198 18.3 178 20.6 188 150 194 17.7
New England 1193 1328 1349 122.8 136.6 139.0 1104 1229 124.9 1134 126.3 1283
Standard Deviation 15.3 209 16.1 144 19.7 15.1 136 185 140 141 193 147
Connecticut 1374 156.5 1498 139.1 1585 151.8 1272 1449 1388 1305 1486 1423
Maine 90.1 90.7 1012 9.9 975 108.8 85.0 856 955 86.2 86.8 %.9
Massachusetts 1237 139.1 1416 126.8 1427 1453 1139 128.2 130.5 1175 1322 1345
New Hampshire 113.2 1240 1326 123.0 1347 1439 1037 1136 1214 106.2 116.3 1243
Rhode Island 1005 1134 117.2 95.8 108.1 1117 89.7 1013 104.6 94.6 106.8 1103
Vermont 924 937 103.7 1027 104.2 1153 918 931 103.0 915 928 102.7
Mideast 1144 1235 1216 107.1 115.6 113.9 110.5 1188 1171 1119 120.5 1188
Standard Deviafion 115 12.7 108 106 116 99 264 239 24.3 172 157 153
Delaware 107.8 1127 1122 1235 129.1 1284 106.4 111.2 1106 1044 109.2 108.6
District of Columbia 132.1 126.2 1284 122.1 116.6 118.7 2650 2530 257.6 198.8 1899 1933
Maryland 1171 1244 120.6 108.8 115.6 1121 98.6 1048 1017 106.9 1136 1102
New Jersey 1315 147.3 1413 1223 1370 1314 116.7 130.8 1254 1219 136.6 1310
New York 116.3 1229 1220 1080 1141 1134 1172 1239 123.0 1170 1236 122.7
Pennsylvania 98.3 108.8 108.6 923 1022 1020 8838 98.3 98.1 930 1030 1029
Great Lakes 98.2 99.9 96.7 92.7 9.3 913 96.6 98.2 95.1 97.7 993 9.1
Standard Deviation 5.7 6.2 52 39 38 29 54 6.0 5.1 56 6.0 50
Illinois 106.2 1089 103.7 97.3 998 95.0 1044 107.1 1019 1054 1081 1029
Indiana 89.9 909 905 87.1 88.1 87.7 838 89.8 894 89.2 90.2 89.9
Michigan 994 97.5 918 953 934 87.9 96.4 945 890 98.7 9%.8 911
Ohio 94 %.6 945 910 93.1 911 942 96.4 94 A7 %9 9438
Wisconsin 95.2 100.7 101.1 879 929 933 92.5 978 98.2 938 991 995
Plains 94.9 94.1 96.1 921 913 932 952 94.3 96.4 9.0 94.3 96.2
Standard Deviation 5.9 94 73 74 102 8.2 6.2 9.3 73 60 92 72
Towa 920 93.7 95.9 835 85.1 87.1 885 90.1 923 898 915 937
Kansas 97.7 97.0 99.3 934 92.7 94.9 99.3 98.6 1010 99.7 990 1014
Minnesota 1029 106.3 105.0 103.9 M4 106.0 103.2 106.7 1054 1028 106.3 1049
Missouri 949 930 94.7 910 89.3 90.8 94.9 93.0 947 94.6 92.7 94.3
Nebraska 926 916 96.2 906 896 94.1 955 945 99.2 A7 937 984
North Dakota 840 752 799 89.9 805 855 90.9 814 86.5 81 789 837

South Dakota 81.1 69.8 775 783 674 74.8 79.6 685 761 802 690 766
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Table 11 (cont.)
Indices of Fiscal Capacity with Public-Service Costs Accounted for by Population and by Representative Expenditures
Unadjusted and Adjusted for Differences in the Unit Costs of Producing Public Services, 1987

Gross State Product
Representative Representative Representative Representative
Input- Input- Input- Input
Popula Not Cost Popula Not Cost Popula- Not Cost Popula- Not Cost
Region and State tion Adjusted Adjusted tion Adjusted Adjusted tion Adjusted Adjusted tion Adjusted Adjusted
) @ ©) @ ©) (©6) Q) @) ©) (10) ay 1z
Southeast 87.3 83.2 86.1 89.3 85.1 881 876 83.1 86.0 872 829 859
Standard Deviation 12.3 165 16.8 121 166 169 9.3 120 116 9.7 135 135
Alabama 77.1 680 70.9 75.3 66.4 69.2 78.1 68.9 718 77.8 68.6 715
Arkansas 743 65.6 70.1 738 65.1 69.6 76.7 67.7 724 76.2 67.3 719
Florida 100.7 1043 1088 104.6 1084 1130 874 920.6 944 936 97.0 101.2
Georgia 924 82.8 85.1 94.2 844 86.7 97.0 8§7.0 894 945 84.7 87.0
Kentucky 779 712 719 79.0 722 72.9 820 75.0 5.7 79.4 726 73.3
Louisiana 74.1 68.0 67.1 86.1 79.1 780 9.1 87.4 86.2 85.8 788 77.7
Mississippi 66.5 544 58.7 65.0 532 574 69.8 57.1 616 68.1 55.7 60.1
North Carolina 86.0 819 872 895 85.3 90.8 917 874 93.0 884 84.2 89.6
South Carolina 71.5 70.6 750 788 7.7 76.3 76.1 69.2 737 76.6 69.7 74.1
Tennessee 832 77.4 804 838 780 810 86.7 80.7 83.7 84.4 785 8L5
Virginia 106.7 1074 108.2 102.8 1034 104.2 1034 104.1 1049 104.2 1049 1058
West Virginia 712 67.3 69.3 772 730 75.1 723 68.4 704 723 684 704
Southwest 879 815 813 974 90.3 90.1 100.1 92.7 925 9.1 81 879
Standard Deviation 45 56 4.7 37 51 4.1 6.8 6.6 48 52 5.7 42
Arizona 925 89.1 90.2 995 959 970 934 9.0 911 933 899 910
New Mexico 76.7 65.8 69.3 86.6 74.3 78.3 918 787 83.0 849 72.8 76.8
Oklahoma 8L1 76.1 781 932 875 89.7 86.7 814 835 853 80.1 82.1
Texas 89.6 829 817 9.1 917 904 104.6 96.8 954 98.3 910 89.7
Rocky Mountain 85.9 83.6 854 989 96.2 98.2 96.5 938 95.7 925 89.9 918
Standard Deviation 117 15.2 138 203 22.5 213 173 191 179 134 164 14.8
Colorado 100.7 1028 1026 1110 1134 1132 104.2 106.4 106.2 1042 1064 106.2
Idaho 76.7 714 766 769 716 768 756 704 755 76.1 709 76.1
Montana 79.8 731 782 86.5 793 84.9 856 785 84.0 83.2 76.3 816
Utah 734 684 0.0 79.0 735 753 83.0 77.3 79.1 790 736 7.3
Wyoming 821 790 804 136.6 1314 1337 1324 1274 129.6 1099 1057 1075
Far West 1109 1131 1101 1146 1169 1136 112.3 1144 111 1118 1140 1108
Standard Deviation 79 75 6.7 129 123 102 179 16.6 124 117 107 78
Alaska 1178 1141 972 1685 1632 1390 2116 205.0 1745 166.8 1615 1375
California 1151 1171 1137 1171 1191 1156 1137 1157 1123 114.5 1165 1131
Hawaii 1012 1111 1129 1132 1243 126.3 104.3 1146 1164 1029 1130 1148
Nevada 1057 1094 1102 140.6 145.4 146.6 1155 1195 1205 1103 1141 1150
Oregon 90.7 920 926 R4 93.8 944 87.9 89.2 89.8 894 90.7 913
Washington 100.8 1040 1022 985 1017 99.9 100.1 103.3 1015 1013 104.6 1028

Sources: Tables 8 and B-5; and U.S. Departmentof Commerce, Bureau of the Census, State Population and Household Estimates, with Age, Sex,and Componentsof Change, 1981-87, Current Population
Reports, (Washington, DC, 1988), Tables 5 and 6.




Exhibit 2
Comparison of Indices of Fiscal Capacity Calculated Using Resident Population

and Input-Cost-Adjusted Representative Expenditures

Representative Expenditure Index

Population Index Is: Above Average Below Average
Higher than Index Calculated District of Columbia Michigan
Using Representative Expenditures llinois Missouri
Alaska North Dakota
California South Dakota
Alabama
Arkansas
Georgia
Kentucky
Louisiana
Muississippi
South Carolina
Tennessee
West Virginia
Arizona
New Mexico
Oklahoma
Texas
Idaho
Montana
Utah
Wyoming
Lower than Index Calculated Connecticut Indiana
Using Representative Expenditures Maine Ohio
Massachusetts lowa
New Hampshire Kansas
Rhode Island Nebraska
Vermont North Carolina
Delaware Oregon
Maryland
New Jersey
New York
Pennsylvania
Wisconsin
Minnesota
Florida
Virginia
Colorado
Hawaii
Nevada
Washington

Source: Table 11

The relationship apparent in the cases of Mississippi
and Connecticut is a general one. That is, the use of
population (rather than representative expenditures) to
calculate a measure of fiscal capacity tends systematically
to understate the capacities of states that are above the
national average and to overstate the capacities of those
below it. This is quite apparent in Exhibit 2, which arrays
the states by the relationship between the estimate of
fiscal capacity using the unit-cost-adjusted index of
representative expenditures and the estimate calculated
using resident population.

The population-based measure overstates the fiscal
capacities of 21 of the 28 states whose capacities are below
the national average by the representative expendi-
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ture-based index. At the same time, the population-based
measure understates the fiscal capacities of 19 of the 23
states whose capacities are above the national average
when representative expenditures are used in calculating
the measure.

Statistical confirmation of this relationship can be
found in the standard deviations of the indices for the
nation as a whole. For every measure of revenue-raising
ability, the standard deviationsare higher when represen-
tative expenditures are substituted for population. This
indicatesthat the effect of the substitution isto widen the
spread of estimates of fiscal disparities among the states.

It isinteresting to note that the relationship between
the standard deviations is not apparent for every region



forevery measure of revenue-raisingability. For example,
the standard deviationsfor the Far West are lower in both
cases for the indices calculated using representative
expenditures. The standard deviation also is lower for both
indices using representative expenditures for the Mideast
for the GSP and TTR measures of revenue-raising ability.

An Alternative Statement of the Results

An alternativeto indicesasavehiclefor the results of
the analysis is to calculate the gap between a state’s total
representative expenditures, expressed as a dollar
amount, and its revenue-raising ability, similarly ex-
pressed. The revenue-raising potential of a state is
calculated by distributingthe national total of the direct
general expenditures of state and local governments
among the states in proportion to the distribution of a
measure of revenue-raisingability.'*

Tres approach has several advantages over index
numbers. The most important is that the gap is a dollar
estimate of the differencebetween the fiscal capacity of a
state and the national average. With this measure, it is
possible to estimate the effectiveness of federal grant
programs—existing or proposed—in reducing disparities
in fiscal capacities among the states. The analysis can be
conducted by ignoring existing federal grants or by taking
them into account in calculating the gaps. Both ap-
proaches are explored in the next few pages.

Disregarding Federal Grants

Abstracting from federal payments to state and local
governments,a state’sgap isthe differencebetween (a)its
total cost of providing the representative level of public
services,adjustedfor input costs, and (b) the total revenue
that would be raised if the state were to exploit its
revenue-raising potential at the national-averagerate.

The estimates of “needs” and potential revenues for
all the states and the District of Columbia add, by
construction, to $653.6 billion.!® This is the national total
of direct general expendituresby state and local govern-
mentsin FY 1986-87. The gap for a state may be positive
or negative; the national sum of the gapsis zero. This
underlines the inherently relative nature of the measure-
ment of fiscal capacity.

A state’sgapispositive if itscost of the representative
level of public servicesexceedsthe revenues it could raise
with the national-average level of fiscal effort. Such a
state has a fiscal capacity below the national average. A
state with a negative gap has an above-average fiscal
capacity. It could finance an average level of serviceswith
below-average fiscal effort, or better-than-average ser-
vioss with average effort.

15This procedure ensures that, for the nation as a whole, total
revenues equal actual direct general expenditures. For exam-
ple, the RTS estimates of the “tax capacities”of the states in
1985-86 cannot be used directly because their sum is only 59
percent (and the RRS estimates of “revenue capacities,” 76
percent) of the total general expendituresof all state and local
governments in that year.

16 The estimatesof representative expenditures appear in Table
B-3; those of own revenue-raising ability in Table B-5.

The estimatesof the state gapsare shown in Table 12.
Estimates of the revenues each state could raise with an
average fiscal effort appear in columns 2-5 for the four
measures. Columns 6-9 show the amounts of the gapsfor
the four measures, given the estimates of representative
expendituresin column 1. For the nation as a whole, the
sum of the (positive and negative) gaps is zero, since total
revenues equal total outlays by construction.

The sums of the positive gaps are of special interest,
however. They are estimates of the outlays that would be
required under a perfectly designed federal grant program
to raise the fisal capacity of every state to the national
average.” The average of these magnitudes suggests that
thisobjective could have been achieved in 1986-87at a total
cost of roughly $46 billion (40 percent of the total of $115
billion of federal grants paid in that year). The same
calculation could be done for any fraction or multiple of the
national average level of fiscal capacity that might be
postulated as a policy objective.

Comparison of the size of a state’s gap, positive or
negative, with its representative expenditures and reve-
nue-raising ability makes possible a variety o interesting
insights into its fiscal situation. For example, by the RTS
measure of revenue-raising ability, Connecticut’s gap is
negative $4,092 million. Relating thisto the state’srepresen-
tative expenditures indicatesthat, with average fiscal effort,
Connecticut could finance outlays 52 percent higher than
the national average ($4,092/$7,906). It is interesting to note
that the state’s actual outlays of $9,394 million are only 19
percent above its representative level.’® It follows that
Connecticut’s actual fiscal effort is well below the national
average—nearly 22 percent below, in fact ($9,394/$11,998).
Alternatively, Connecticut could finance the representative
level of expenditureswith fisal effort of less than 66 percent
of the national average ($7,906/$11,998).

Attheotherextreme, Mississippi,with agap (by the
RTS measure) of $3,406 million, has the weakest fiscal
capacity in the nation. To finance the representative
level of expenditures, Mississippiwould have to exerta
fiscaleffort 74 percent higher than the national average
($3,406/$4,581). Conversely, limiting its fiscal effort to
the national average would produce revenue sufficient
tofinance only 57 percent of the representative level of
spending ($4,581/$7,987). Mississippi’sactual outlays
($5,319million) are 67 percent of that level. Hence its
actual fiscal effort is more than 16 percent higher than
the national average ($5,319/$4,581).

Table 13 presents the gaps in terms that facilitate
direct comparisons among the states: columns 1-4
display the gaps on a per capita basis, and columns 5-8
show them as percentages of the representative
expenditures of each state.

Taking Federal Grants Into Account

To this point, the analysis has abstracted from the
federal grant system and its implications for the relative

17The analysis at this point is assuming that there are no other
federal grants.

18 Actual expenditures appear in Table EI.
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Table 12

Calculation of the Gap between “Needs” and Revenue-RaisingAbility in 1987, with No Account Taken of Federal Grants

(millions)

Revenue-RaisingAbility: Total General

Gap between “Needs” and

Total
Representative Personal Personal
state Expenditures Income RTS GSP TTR Income RTS GSP TTR
&Y @ O @ ®) ®) ) ®) ®)

United States $653,608 $653,608 $653,608 $653,608 $6353,608 %0 $0

Sum of Positive Gaps 51,647 48114 40,411 43,294
Alabama 11,926 8,457 8,253 8,577 8,542 3470 3,673 3,349 3,384
Alaska 1,710 1,661 2,376 3,052 2405 49 (666) (1,343) (6%
Arizona 9,325 8,407 9,048 8,304 8,292 918 277 l',021 1,03
Arkansas 6,796 4,767 4,730 4,933 4,898 2,029 2,066 1,863 1,897
California 75,242 85513 86,966 83237 83850  (10271) (1L,725) (7,996 (8,608
Colorado 8,682 8,910 9,825 9,227 9,222 (229) (1,143) (5463 (5403
Connecticut 7,906 11,846 11,998 11,015 11,295 (3,940 (4,092) (3,109 (3,389
Delaware ] 1,663 1,865 2,135 1,825 1,792 (2022 (472) (163 (130)
District df Columbia 1,718 2,207 2,040 4489 3,369 (488) (322) (2,771) (1,651)
Florida 29,883 32,500 33,760 27,713 29,688 (2,617) (3.877) 2,170 195
Georgia 18,138 15,434 15,732 16,049 15,624 2,704 2407 2,090 2514
Hawali 2,607 2,944 3,291 3,013 2,971 (337) (684) (406) (364)
Idaho 2,682 2,055 2,061 2,054 2,069 627 621 628 613
[ Inois 31,856 33,032 30,266 32,693 33,018 (1,17(22 1589 (837) (1,162)
Indiana 14,747 13,349 12,937 13,242 13,315 1,39 1811 1,505 1432
lowa 7,294 6,999 6,356 6,835 6,941 2% 938 459 353
Kansas 6,541 6,496 6,623 6,648 45 332 (82) (108)
Kentucky 10,841 7,796 7,904 8,285 8,023 3,045 2937 2,555 2818
Louisiana 13,224 8,877 10,320 11,605 10,468 4347 2,904 1,619 2,756
Maine 2,838 2,872 3,089 2,702 2,740 (34) (251) 137 98
Maryland 11,817 14,256 13,248 11,929 12,934 (2,440)  (L,431) 113 1,118
Massachusetts 13,726 19,442 19,944 18,014 18577 (5,716)  (6,218) (4§2883 54,85 1§
M !chlgan 26,764 24,565 23536 23,895 24,458 2,200 3,228 2870 2,307
Minnesota 11,174 11,730 11,842 11,792 11,747 (556) (668) (618) (573)
Mississippi 7,987 4,686 4,581 4,963 4,843 3,302 3,406 3,024 3,144
Missouri 13,733 13,000 12,474 13,025 12,981 734 1,259 708 753
Montana 2,215 1,733 1,880 1,897 1,843 482 335 318 n
Nebraska 4,118 3,963 3,876 4135 4,101 156 242 an 18
Nevada 2,593 2,859 3,803 3,029 2,891 (266) (1,209) (436) (298)
New Hampshire 2425 3214 3,490 2,888 2,957 (789)  (1,065) (463) (532)
New Jersey 19,172 27,085 25,202 24,132 25,207 (7,912) (6,025_3) (4,960) (6,035)
New Mexico 4,455 3,090 3,438 3,680 3,404 1,366 96 778 1,051
New York 45,619 55,668 51,712 56,561 56,437 (10,048} (6,092) (10942) (10,818)
North Carolina 16,977 14,810 15414 15,743 15,164 2,167 1,562 1234 1813
North Dakota 1,898 1516 1622 1674 1,621 382 276 224 277
Ohio 28,921 27,333 26,346 27459 27,601 1,587 2,575 1461 1,320
Oklahoma 9,123 7,124 8,187 7,767 7,643 1,999 936 1,355 1,480
Oregon 7,161 6,634 6,760 6,436 6,547 527 401 725 614
Pennsylvania 28,990 31,494 29575 28,622 29,995 (2,504) (586) 367 (1,0062
Rhode Island 2,271 2,660 2536 2,371 2,501 (390) (265) (100) (231
South Carolina 9,502 7,131 7,249 6,974 7,020 2,371 2,253 2527 2482
South Dakota 1,993 1544 1,490 1,528 1,539 449 502 464 44
Tennessee 13,496 10,847 10,928 11,278 10,976 2,649 2,567 2,218 2,519
Texas 49,436 40,378 44,687 47,326 44,485 9,058 4,749 2110 4,951
Utah 4,734 3,312 3,563 3,744 3,565 1,421 1,171 990 1,169
Vermont 1,312 1,360 1512 1347 1,342 (48) (200) (3%) 30)
Virginia 15,627 16,915 16,291 16,241 16,377 (1,287) (664) (613; gg,g;
Washington 12,015 12,280 12,006 12113 12,258 (265) 9 (98 3
West Virginia 5,234 3,627 3,930 3,751 3,757 1,608 1,304 1,477 1,477
Wisconsin 12,160 12,292 11,346 11,994 12,159 (131 815 166 1
Wyoming 1,345 1,081 1,797 1,820 1511 264 (453) (476) (166)
Note:  Columns2-5 showthe total revenue that each state could raise if itwere to exploit its own-revenue-raisingpotential at the national-averagerate,

abstracting from federal payments to the states and localities, as indicated by each of the four measures of revenue-raisingability.

Sources: 1—Table B-3.
2-5—Table B-5.

6-9—Column 1 less columns 2-5, respectively.

30 Advisory Commission 0N Intergovernmental Relations



Gap between ""Needs'* and Revenue-Raising Ability in 1987, with No Account Taken of Federal Grants,
Per Capita and Relative to Representative Expenditures
(dollar amounts in millions)

Table 13

Per Capita As iv
Personal Personal

state Income RTS GSP TTR Income RTS GSP TTR

_ 1) €3] (3) ) ) (6) 9 )
United States $0.00 $0.00 $0.00 $0.00 0.0% 00% 0.0% 0.0%

Sum of Positive Gaps 21219 197.68 166.03 177.87 79 74 6.2 6.6
Alabama 849.82 899.59 820.28 628.86 29.1 308 28.1 284
Alaska 9252 (1,26862) (2557.58) (1,325.20) 2.8 (39.0) (78.5) (40.7)
Avrizona 271.10 81.88 301.54 304.88 9.8 30 110 111
Ark_ansa_s 849.68 865.13 780.29 79457 299 304 274 279
California (371.28) (42384) 289.04; (311.17) (137 15.6 (20.6) (11.4)
Colorad(_) (69.35 (346.93) 165.56 (163.92 2.6 513.2; (6.3) (6.2)
Connecticut (1,227.02 (1,274.48) 968.28 (1,055.42 49.8 51.8) (39.3) (42.9)
Delaware (314.10 (733.66) 252.76 (201.21) 512.23 528.4) (9.8) (7.8)
District of Columbia (785.31) (517.31) (4,455.25)  (2,653.80) (28.4) (18.7) (161.3) (96 1)
Florida (217.67) (322.51) 180.46 16.21 (8.8) (13.0) 7.3
Georgla 434.66 386.80 335.85 404.08 149 133 115 139
Hawali (311.18) (631.95) (374.52) (335.74) (12.9) (26.3) (15.6) (139
Idaho 628.13 622.42 629.43 614.50 234 232 234 229
Ilinois (20153) 137.23 (72.30) (200.34) €N))! 5.0 (2.6) (3.6)
Indiana 252.71 327.36 27216 258.98 95 12.3 10.2
Iowa 104.32 331.00 161.94 12461 4.1 129 6.3 4 8
Kansas 17.98 134.18 (33.15) (4357) 7 51 (13) (1.6)
Kentucky 816.95 787.94 685.66 756.17 281 27.1 236 260
Louisiana 97453 650.97 362.87 617.86 329 22.0 12.2 208
Maine (28.47) (211.28) 11517 8257 (1.2) (8.8) 4.8 35
Maryland (538.00) (315.53; (24.84) (246.42) (20.6) (12.1) (1.0) (9.5)
M@ss_achusetts (976.28)  (1,062.01 (732.36) (828.48) (41.6) (45.3) (312) (35.3)
Michigan 239.10 350.90 311.95 250.75 8.2 121 10.7 8.6
M_inr]es_otq (130.91) (157.32) (145.63) (134.85) (5.0 (6.0 ¢.5 (5.1
Muississippi 1,257.85 1,297.58 1,152.10 1,197.85 413 426 379 394
Missouri 143.77 246.80 138.73 147.47 53 9.2 5.2 55
Montana 595.61 414.27 393.63 45952 218 151 144 16.8
Nebraska 97.73 151.80 (210.68) 11.09 38 59 (4) 4
Nevada (263.98)  (1,200.82) (432.60) (295.86) (10.3) (46.6) (16.8) (11.5)
New Hampshire (746.79)  (1,007.71) (437.89) (503.27) (326) (43.9) (19.9 (21.9)
New Jersey (1,031.33) (785.91) (646.53) (786.57) (41 3) (314) (25.9) (3L5)
New Mexico 91048 644.88 516.61 700.61 21.7 174 236
New York (563.72) (341.78) (613.84) (606.89) (22 0) (134) (24.0) 3.7
North Carolina 337.85 243.64 19243 282.64 128 9.2 73 10.7
North Dakota 568.34 410.90 333.37 41150 20.1 146 11.8 14.6
Ohio 147.18 238.75 135.50 12241 55 89 51 4.6
Oklahoma 611.00 286.15 414.27 45244 219 10.3 149 16.2
Oregon 193.60 147.35 266.10 225.36 74 5.6 10.1 8.6
Pennsylvania (20981 (49.07) 30.78 (84.26) (8.6) (2.0) 1.3 3.5
Rhode Island (395.13) (268.97) (10162 (233.98) (17.2) AL7y (4.4) (20.2)
South Carolina 692.24 657.79 73793 724.65 250 237 26.6 26.1
South Dakota 63299 708.45 654.71 640,18 225 252 233 228
Tennessee 545.60 528.81 456.78 518.90 19.6 190 164 187
Texas 539.52 282.89 125.67 294.90 18.3 9.6 43 10.0
Utah 846.10 697.05 589.38 69557 30.0 24.7 209 24.7
Vermont (88.30) (365.49) (64.03 (55.46) 3.7 (15.3) 27 23
Vlrglnla (218.03 (112.47) (103.89 (126.90) 28.22 (4. 2) 3.9 4.8)
Washlngton (58.36 1.97 (21.61) (53.58) 2.2) (.8) 2.0)
West Virginia 847.45 687.25 778.50 778.50 30.7 24 9 282 28 2
Wisconsin (27.33) 169.44 34.47 21 (L1 6.7 14
Wyoming 538.56 (923.89) (970.42) (338.38) 19.6 (337) (354) (12.3)

*Less than 0.05 percent
Sources: Tables 11and 12.
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fiscal capacities of the states. Federal grants could be
introduced into the analysis in a variety of ways. It is
convenient—and does no great violence to reality—to
assumethat federal grants are revenue for state and local
governmentsthat is independent of their abilitiesto raise
funds from their own sources. On this assumption, a
state’soverall revenue-raising ability canbe defined asthe
amount of federal grants its governmentsreceive plus its
share (defined by a measure of what has to thispointbeen
referred to as revenue-raising ability) of the total cost to
all state and local governments of financing the actual
level of direct general expendituresnet of federal grants.
In other words, a state’s overall revenue-raising
potential isthe sum of the actual federal grantsit receives
and what can be called its “own-revenue-raising ability.”
Estimates of the gaps between “needs” and the revenues
yielded by national-average fisal effort, given the actual
distributionof federal grants in 1986-87,appearin W | e 14.¥
It is interesting to compare the results for Connecti-
cut and Mississippi when federal grants are taken into
account. The total revenues available to Mississippi if its
governmentswere to exert national-average fiscal effort
(again using the RTS measure) are $508 million larger
(compare Table 14, column 4, with Thble 12, column 3).
Since representative expenditures remain the same, this
means that Mississippi’s gap drops by the same amount.
A somewhat curious situation now obtains because
the national-averagelevel of state-localfiscal effort—and
hence the yield of that level of effort in each state—is
lower when federal grants are brought into the picture.
That is, state and local governmentsas a group have to
raise from their own sources only the portion of their
expendituresthat is not financed by the federal grants.
The own revenues produced by the national-average
level of own-revenue-raising effort in Mississippi total
$3,775 million—$806 million less than Mississippi’s
governments would have collected at national-average
effortin the absenceof the federal aid. AS aresult, toraise
the additional $2898 million needed to finance its represen-

¥ The essential difference between Tables 12and 14is that the
national total distributed among the states by the measures of
revenueraising ability in Table 12 is $6536 hillion. The amount
distributed by the four measures in Table 14is $5386 billion (the
total of Table 12 minus $115.0 billion of federal grants). Toeach
state’s share of the national total of own-revenus-raising ability is
added the actual amount of federal grants received by the State.
The result is its overall revenue-raising ability.
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tative level of spending (that is, the state’s gap in Table 14,
column 8), an increase in the fisal effort of Mississippi’s
governmentsof 77 percent would be required (rather than,
as mentioned earlier, the 74 percent rise in effort needed
when the analysis disregardsfederal grants-in-aid).

Alternatively, Mississippicould finance 64 percent of
the national-average level of serviceswith average fiscal
effort, compared with only 57 percent of the level in the
absence of federal grants. However, since, as noted
earlier, the state’sactual spending is only 67 percent of its
representative level, it is clear that when account is taken
of federal grants Mississippi’s own-revenue-raising effort
exceeds the national average by only 6 percent.”

The overall revenue-raising ability of Connecticut is
somewhat diminished, relatively speaking, by the federal
grant system. Its total revenues (by the RTS) with average
T effort are $738 million lower when grants are taken
into consideration (but this still is $3,354 million more than
needed to finance its representative expenditures). This
implies that the state would have to exert an own-
revenue-raising effort of roughly 66 percent of the national
average to finance its representative expenditures.?! Anoth-
er way of expressing this result is that average effortwould
yield services 42 percent higher than the national average.

Taking these two states alone, the results suggest that
the federal grant system in 1986-87 tended to reduce fisal
disparities. When al 50 statesand the District of Columbia
are taken into account, however, the evidence in Tables 12
and 14 is inconclusive. Two of the four measures of
own-revenue-raising ability suggest that federal grants tend
toworsen disparitiesto a very minor degree (the sums of the
positive gaps for these measures—GSP and TTR —are, on
average, slightly larger when federal grants are taken into
account then when they are ignored); the other two
measures suggest the opposite conclusion. It isclear that the
federal grant system does little to mitigate underlying fiscal
disparitiesamong the states.

“Mississippi’s actual expenditures total $5,319 million. Netting
federal grants of $1,314 million leaes $4,005 million to be
financed by OWN revenues. THiS level of actual Own revenues is
only 6 percent larger than the yield in Mississippi of the national
average level of own (RTS) effort—$3,775 million ($5,089 million,
from column 4 of Table 14, less federal grants of $1,314 million)

2 Connecticut’s representative expenditures total $7,906 mil-
lion, its federal grants $1,373 million, leaving $6,533million to
be financed from own sources. This requirement amounts to
66 percent of the state’s own-revenue-raising ability, which is
$9,887 million ($11,260 million, from column4of Table 14, less
actual federal grants).



Table 14
Calculation of the Gap Between “Needs” and Revenue-Raising Ability in 1987,
with Account Taken of Actual Federal Grants

(millions)
Total Total Revenue-Raising Ability: Federal

Federal Represen- Grants Plus Own General Revenue Gap between “Needs” and

Grants- tative istri Revenue-Raising Abili

in-Aid Expendi- Personal Personal
State 1986-87 tures Income RTS GSP TTR Income RTS GSP TTR

_ O (2) (3 ) ® (6) M ® ®) (10
United States $114,996 $653,608  $653,608 $653,608 $653,608 $653,608 $0 $0 $0 $0
Sum of Positive Gaps 49637 47155 41591 44430

Alabama 1,742 11,926 8,711 8,544 8,810 8,782 3,215 3,383 3,116 3,145
Alaska 560 1,710 1,929 2,518 3,075 2,542 (219 (808) (1,36%) (833)
Arizona 1,176 9,325 8,104 8,632 8,019 8,010 1,221 693 1,30 1315
Arkansas 1,017 6,796 4,945 4915 5,082 5,053 1,851 1881 1,714 1,742
California 14390 75,242 84,858 86,056 82,983 83487 (9.616) (10814)  (7,741) (8,246
Colorado 1,429 8,682 8,772 9,526 9,033 9,029 (90 (844 (351) (347
Connecticut 1,373 7,906 11134 11,260 10,450 10,680 (3,229 (3,3543 (2544) (2,775
Delaware ] 318 1,663 1,854 2,077 1,822 1,794 (192 (414) (159? (132)
District of Columbia 1,393 1,718 3,212 3,074 5,093 4,170 (1,494) 21,356 (3,37%) (2,451)
Florida 3,668 29,883 30450 31489 26506 28,133 (567) 1,606 3,37 1,750
Georgia 2,756 18,138 15474 15,720 15981 15,631 2,664 2,418 2,157 2,507
Hawali 528 2,607 2,954 3,241 3,011 2,976 (348) 634) (404) (370)
Idaho 423 2,682 2,116 2,121 2,115 2,128 565 561 566 554
Illinois 5147 31,856 32,367 30,088 32,088 32,356 (511) 1,767 (232) (500)
Indiana 2210 14,747 13211 12871 13122 13,182 1,536 1,877 1,625 1,565
lowa 1,227 7,294 6,994 6,465 6,860 6,947 300 829 434 347
Kansas 900 6,541 6,253 6,016 6,357 6,378 288 525 183 162
Kentucky 1588 10,841 8,012 8,101 8,415 8,199 2,829 2,740 2,426 2,642
Louisiana 2,735 13,224 10050 11,239 12298 11,361 3,174 1,985 926 1,863
Maine 683 2,838 3,050 3,229 2,910 2,941 (212) (391) (71) (103)
Maryland 2,210 11,817 13,958 13127 12,040 12,868 (2,1413 (1,310) (224 (1,052)
Massachusetts 3,118 13,726 19139 19553 17962 18426 (6413  (5827) (4,236 (4,700)
Michigan 4721 26,764 24964 24116 24412 24,876 1,801 2,648 2,353 1,889
Minnesota 22714 11174 11941 12033 11992 11,954 (767) (859) (818) (780)
Mississippi 1,314 7,987 5,175 5,089 5,404 5,305 2,812 2,898 2,584 2,683
Missouri 1854 13733 12567 12,134 12588 12,551 1,167 1,600 1,145 1,182
Montana 565 2,215 1,993 2114 2,128 2,084 222 101 87 131
Nebraska 677 4,118 3,942 3,871 4,085 4,056 176 247 A 62
Nevada ) 396 2,593 2,753 3,530 2,893 2,779 §159g 93 §2993 §186
New Hampshire 338 2,425 3,037 3,264 2,768 2,825 612 (840 343 400;
New Jersey 3423 19,172 25742 24191 23310 24,195 6570y (5019 (4138) (5023)
New Mexico 697 4,455 3,243 3,571 3,730 3,502 1,213 884 726 953
New York 12472 45619 58345 55085 59,082 58980 (12,726) (9,466) (13,462) (13,360)
North Carolina 2,382 16,977 14,587 15,085 15,355 14879 2,390 1,892 1,621 2,098
North Dakota 423 1,898 1,672 1,759 1,802 1,759 226 138 96 139
Ohio 4541 28,921 27065 26251 27,169 27,285 1,856 2,669 1,752 1,635
Oklahoma 1,277 9,123 7,147 8,023 7,678 7575 1,976 1,100 1,445 1,548
Oregon 1,482 7,161 6,949 7,053 6,786 6,878 212 108 375 283
Pennsylvania 5,648 28,990 31,601 30,020 29235 30,366 (2612 (1,03 §245; (1,377;
Rhode Island 551 2,271 2,744 2,641 2,505 2,613 (4731 (370 234 (342
South Carolina 1,352 9,502 7,228 7.326 7,099 7,137 2,273 2,176 2,402 2,365
South Dakota 405 1,993 1,677 1,633 1,665 1,673 315 359 328 320
Tennessee 2,131 13,496 11,070 11,137 11425 11,177 2,426 2,359 2,070 2,319
Texas 5,600 49,436 38874 42425 44,600 42,258 10,562 7,011 4,836 7,178
Utah 894 4,734 3,624 3,830 3,979 3,832 1,110 903 754 901
Vermont 362 1,312 1,483 1,608 1,472 1,468 (171 (296 (160) 156
Virginia 2,264 15,627 16,203 15,689 15647 15759 575 (61 20 330
Washington: 2,444 12,015 12,563 12,338 12,426 12,545 548 (323 (418 530
West Virginia 988 5,234 3,976 4,226 4,084 4,084 1,258 1,008 15! 1,150
Wisconsin 2418 12,160 12,547 11,767 12,302 12,438 (387; 393 2142; §2
Wyoming 459 1,345 1,350 1,940 1,959 1,704 & (596) 614 359

Note: The nat_ional-avera(t;elevel of own-revenue-raisingeffort is that required to raise %.ust enough revenue to finance the actual level of directgeneral
expenditures by state and local governments net of the portion assumed to be financed by federal grants actually received, that is, $538,612
million($653,608 million- $114,996million). The estimatesof total revenue-raisingability in columns 2-5 are the sum of each state’s own-reve-
nue-raising ability by the four measures plus actual federal grants received, from column 1.

Sources: 1—U-S-D§p??rtment of Commerce, Bureau of the Census, Govermment Finances in 1986-87 (Washington,DC, 1988), Table 29.

2-Table B-3.
3-6—Table B-5.
7-10—Column 2 less columns 3-6, respectively.
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Thissection includesabar chart for eachstateand the
District of Columbia illustrating the results of the
analysis. Foreach of the 20 functional categories o direct
general expenditures, the first bar shows the state’s
representative level of outlays, the second its actual
expenditures,and the third the national average level of
spending.
The exact dollar amount of the per capita expendi-

Chapter 5

Graphic Presentation
of the Results by State

turesplotted in the graphsin thissection canbe calculated
by dividingthe total expenditures (actual and representa-
tive)in Tables B-1 and B-3 by the resident population of a
state, which appears in Table B-7.

The estimates of representative expenditures dis-
played in the graphs are the estimates discussed in
Chapter 4, that is, they are adjusted for differencesamong
the states in unit input costs.
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Connecticut

State and Local Expenditures by Function, 1986-87
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Oklahoma
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Pennsylvania

State and Local Expenditures by Function, 1986-87
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South Carolina

State and Local Expenditures by Function, 1986-87
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Tennessee

State and Local Expenditures by Function, 1986-87
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Utah
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Virginia

State and Local Expenditures by Function, 1986-87
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West Virginia

State and Local Expenditures by Function, 1986-87
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Chapter 6

Concluding Observations

1 Population is an inferior measure of the relative
cost to a state of providing a standard level of public ser-
vices. Its use in a measure of fiscal capacity systematically
overstatesthe capacitiesof statesbelow the national aver-
age and understates the capacitiesof states above the na-
tional average. Fiscal disparitiesamongthe statesare sig-
nificantly larger than most measures available until now
have suggested.

2. The differences amongthe statesin the cost of pro-
viding a common level of public services are substantial,
but they are smaller than the differences in own-revenue-
raising ability, by all the measures currently available.

3. High public service coststend to be associatedwith
low revenue-raising ability.

4. The actual spendingof three out of four states with

fiscal capacities below the national average is less than
their representative expenditures.

5. The existing federal grant system, taken as a
whole, tends to worsen fiscal disparities among the
states. Therefore, thefailuretoallowforfederal grants
in a measure of fiscal capacity results in systematic un-
derstatement of the magnitudes of fiscal disparities
among the states.

6. Aperfectly targeted federal grant ﬁrogram could
guarantee every stateafiscal capacity atthe national av-
erage at a cost equivalent to less than half that of the
current system. The payment to a state under such a
program would be just sufficient—when combined with
therevenues its governments could raise if they, collec-
tively, were to exert national-average fiscal effort —to
finance its representative level of expenditures.
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. Appendix A
Data Used for Estimation

of Representative Expenditures

Dates for Estimates

Prepared in
Expenditure Category, Data Element, and Source 1986 1989
1. Elementary and Secondary Education
Population aged 5-13, by state 7/1/84
Population aged 14-17, by state 7/1/84
US. Department of Commerce, Bureau of the Census, Statistical Abstmct
of the United States, 1986 (Washington, DC, 1985), Table 29.
Population aged 5-13, by state 7/1/87
Population aged 14-17, by state 7/1/87
Special tabulations prepared by the U.S. Bureau of the Census, Population Division,
Population Estimates Branch (November 1988).
Enrollment in private elementary schools, by state “Fall 83"
Enrollment in private secondary schools, by state “Fall 83"
Statistical Abstmct of the United States, 1986, Table 212.
Statistical Abstmct of the United States, 1982-83 (1982), Table 220.
Enrollment in private elementary schools, by state “Fall 87"
Enrollment in private secondary schools, by state “Fall 87"
Statistical Abstmct of the United States, 1982-83, Table 220.
US. Department of Education, National Center for Education Statistics,
Digest of Education Statistics, 1988 (Washington, DC, 1988}, Tables 32, 44, and 49.
U.S. Department of Education, National Center for Education Statistics,
Projections of Education Statistics to 1997-98 (Washington,DC, 1988), Table 1.
Population under 18 living in households with incomes below the poverty line, by State. “1984”
Statistical Abstmct of the United States, 1986, Tables 29,765, and 767.
Population under 18 living in households with incomes belawv the poverty line, by state. “1987"

US. Department of Commerce, Bureau of the Census, 1980 Census of Population, Volume 1,
Characteristicsaf the Population, Chapter C, General Social and Economic Characteristics,
Part 1, United States Summary (Washington, DC, 1983), Table 245,

U.S. Department of Commerce, Bureau of the Census, State Population and Household
Estimates, with Age, Sex, and Componentsof Change: 1981-87 (Washington,DC, 1988),
Tables5 and 6.

U.S_Department of Commerce, Bureau of the Census, Poverty in the United States: 1986
(Washington, DC, 1988), Table 5. Regional totals: all related persons under age 18living
in households belaw the poverty level in 1986.

US. Department of Commerce, Bureau of the Census, Money Income and Poverty Status in the
United States: 1987 (Advance Data firomthe March 1988 Current Population Survey)
(Washington, DC, 1988), Table 18. U.S. total: all related persons under age 18 living
in households belawv the poverty level in 1987.
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Dates for Estimates
Prepared in

Expenditure Category, Data Element, and Source 1986 1989

2. Higher Education

Population aged 14-17, by state 7/1/84
Population aged 18-24, by state 7/1/84
Population aged 25-34, by state 7/1/84
Population aged 35 and older, by state 7/1/84
Statistical Abstract of the United States, 1986, Table 29.
Population aged 14-17, by state 7/1/87

Special tabulations prepared by the U.S. Bureau of the Census, Population Division,
Population Estimates Branch (November 1988).

Population aged 18-24, by state 7/1/87
Population aged 25-34, by state 7/1/87
Population aged 35 and older, by state 7/1/87

State Population and Household Estimates, with Age, Sex,and Components of Change: 1981-87,
Tables5 and 6.

FTE students enrolled in institutions of higher education as percentage of U.S. total population aged:
14-17 “Fall 84”
18-24 “Fall 84”
25-34 “Fall 84”
35 and older “Fall 84”

Unpublished estimates of total enrollment in 1984by the National Center for Education Statistics.
Statistical Abstract of the United States, 1986, Tables 29 and 255.

FTE students enrolled in institutions of higher education as percentage of U.S. total population aged:
14-17 Fall 87
18-24 Fall 87
25-34 Fall 87
35 and older Fall 87

Digest of Education Statistics, 1988, Table 119. Historical data for 1970-85,
Projections of Education Statistics to 1997-98, Table 8.

3. Public Welfare
Total population living in households with incomes below the poverty line, by state “1984”
Statistical Abstract of the United States, 1986, Tables 765 and 767.
Total population living in households with incomes below the poverty line, by state “1987”

1980 Census of Population, Volume 1, Chapter C, Part 1, Table 245.
State Population and Household Estimates, with Age, Sex,and Componentsof Change: 1981-87,
Tables5 and 6.
Poverty in the United States: 1986, Table 5.
Income and Poverty Status in the United States: 1987, Table 18. Only regional totals
are available for 1987.

4. Health and Hospitals
Number of persons aged 16-64with work disabilities, by state “1984”

Unpublished tabulation by the U.S.Bureau of the Census from the 1980Census
of the proportion of the noninstitutional population aged 16-64with a work disability.

Number of persons aged 16-64with work disabilities, by state 1987

1980 Census of Population, Volume 1,Chapter C, Part 1, Table 245.
State Population and Household Estimates, with Age, Sex, and Componentsaf Change: 1981-87,
Tables5 and 6.

Population aged 16-64, by state 7/1/84
Statistical Abstract of the United States, 1986, Table 29.
Population aged 16-64, by state 7\V87

State Population and Household Estimates, with Age, Sex, and Components of Change: 1981-87,
Tables 5 and 6.

Total population living in households with incomes below 150 percent of the poverty line, by state “1984”

Unpublished tabulation by the U.S.Bureau of the Census from the 1980 Census of the
number of persons in households with incomes belov 150 percent of the poverty line.
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Expenditure Category, Data Element, and Source

Dates for Estimates
_Prepared in

1986 1989

4. Health and Hospitals (cont.)

U.S. Department of Commerce, Bureau of the Census, Characteristics of the PoBuIation below
the Poverty Level: 1983, Current Population Reports, Series P-60, No. 147 (February 1985),
Table 7. U.S. total: All persons belov 150 percent of the poverty level in 1983.

Total population living in households with incomes below 150 percent of the poverty line, by state

1980 Census of Population, VVolume 1, Chapter C, Part 1, Table 245.
State Population and Household Estimates, with Age, Sex, and Componentsof Charige: 1981-87,
Tables 5 and 6.
Poverty in the United States: 1986, Table 4. U.S. totals: all persons below 125 percent and 150
percent cf the poverty level in 1986.
Income and Poverty Status in the United States: 1987, Table 17. US. totals: all persons
low 125 percent of the poverty level in 1986 and 1987.

Total population, by state
Statistical Abstract of the United States, 1986, Table 29.
Total population, by state

State Population and Household Estimates, with Age, Sex, and Componentsof Change: 1981-87,
Tables 5 and 6.

. Highways
Vehicle-miles traveled, by state

U.S. Department of Transportation, Federal Highway Administration, Highway Statistics, 1984
(Washington, DC, 1985), Table VM-2.

Vehicle-miles traveled, by state
Highway Statistics, 1987 (1988), Table VM-2.

Lane-miles of streetsand roads net of lane-mileage on federally controlled land, by state
Highway Statistics, 1984, Tables HM-20 and HM-60.

Lane-miles of streetsand roads net of lane-mileage on federally controlled land, by state
Highway Statistics, 1987, Tables HM-20 and HM-60.

. Police and Corrections
Population aged 18-24, by state

Statistical Abstmct of the United States, 1986, Table 29.
Population aged 18-24, by state

State Populationand Household Estimates, with Age, Sex, and Componentsof Change: 1981-87,
Tables 5 and 6.

Number of murders committed, by state
Statistical Abstract of the United States, 1986, Table 281
Number of murders committed, by state

U.S. Department of Justice, Federal Bureau of Investigation, Crime in the United States—1987
(Washington, DC, 1988), Table 4.

Total population, by state
Statistical Abstmct of the United States, 1986, Table 29.
Total population, by state

State Population and Household Estimates, with Age, Sex, and Componentsof Change: 1981-87,
Tables 5 and 6.

. All Other Direct General Expenditures
Total population, by state

Statistical Abstmct of the United States, 1986, Table 29.
Total population, by state

State Population and Household Estimates, with Age, Sex, and Componentsof Change: 1981-87,
Tables5 and 6.

«1987"

7/1/84

7/ 1/87

1984

1987

1984

1987

7/1/84

7/1/87

1984

1987

7/1/84

7/v87

7/1/84

711187
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pendix B

Background Data and Af)etail

This appendix consists of a set of 18 tables providing function. Where data have been extrapolated or otherwise

details on the estimates of representative expenditures and adjusted from original sources, the calculationsinvolved are
the data used to calculate the workload measure for each displayed and, if necessary, explained in footnotes.
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Table B-1
Direct General Expenditures of State and Local Governments, by Function, 1986.87

(millions)
Health Police  Environ- Interest Govern-
Education and and ment on mental
Primary and Public  Hospi- Correc- and General Adminis- All
State Total Secondary Higher  Welfare tals Highways  tions Housing Debt trntion Other
(D )] 3 ) (%) © ) (8 ® (10) (1)

United States  $653,608.3 $156,781.7 $60,240.3 $80,089.7 $36,971.4 $52,199.3 $41,321.8 $53,805.2 $41,816.2 $34,895.4 $75,487.2
Alabama 8,472.8 17186 10561 6418 13264 7111 4286 606.9 557.2 430.8 995.3
Alaska 5,226.7 959.8 226.2 2912 1284 5836 202.1 4271.3 945.9 3782 10839
Arizona 9,4904 23630 11546 7261 4267 12308 770.8 763.3 662.7 580.0 8124
Arkansas 45530 12752 4795 5432 4136 5106 1922 3155 2579 205.9 3593
California 84,581.5 17,7780 83541 112923 74412 39045 70147 77332 41771 49505 11,9360
Colorado 9,345.3 23959 957.1 9232 681.3 819.8 581.2 797.5 689.6 653.0 846.7
Connecticut 9,393.6 2,186.6 5078 1,186.6 663.1 8145 500.4 690.3 7404 5792 11,5247
Delaware 1,925.3 4257 256.8 139.1 949 175.6 1131 160.2 2336 1283 198.1
CELE of Columbia 3,211.3 481.2 85.8 558.1 3019 1164 4700 379.9 1957 2268 395.6
Florida 28,270.5 6,8925 16224 20587 29113 21038 23806 29492 20766 18839 3,3913
Georgia 149122 38742 11813 11,3029 26889 1,2355 8684 11,0644 606.4 7653 13248
Hawali 3,066.3 5145 291.9 308.8 200.6 1479 1951 3688 2624 2263 550.0
Idaho 2,078.0 500.1 282.0 169.9 1946  250.7 1038 1878 78.1 1135 1975
llinois 29,1699 6,7187 26384 39045 18236 25487 18395 25764 18580 14934 3,708.5
Indiana 11,956.5 3,1782 15823 14104 1,175.8 975.0 535.8 8338 506.3 5619 1,196.9
lowa 7,126.2 16588 10518 857.0 7094 891.6 3005 4938 3225 334.7 506.0
Kansas 6,169.5 1,577.1 751.2 5295 4935 776.1 282.7 3626 4619 3785 556.3
Kentucky 17,7756 1,650.3 8293 1,006.2 484.3 9265 369.8 634.9 661.2 4055 8074
Louisiana 11,0134 22991 9289 10534 13070 10159 6453 9847 11179 5386 11226
Maine 29376 737.8 2424 507.2 1386 286.2 1224 269.6 185.6 1389 3088
Maryland 12,5274 28589 11995 1,405.3 5137 11696 9594 13080 887.1 6513 15746
Massachusetts 17,525.5 37181 10317 29869 16286 9731 %84 15836 1,085.6 9293 2,620.2
Michigan 26,662.1 6,7499 29659 42470 26414 11,6282 16890 15927 11448 12926 27105
Minnesota 13,930.2 31874 14242 20357 10977 13379 5548 11665 11039 667.7 13544
Mississippi 5319.2 12450 5924 556.3 850.2 552.0 2191 346.5 2749 2455 4374
Missouri 10,552.8 2,7792 11368 11,1082 11190 964.7 652.0 807.8 584.6 5021 8984
Montana 2,330.9 636.9 1845 2473 1197 3070 86.4 209.8 1725 1331 2338
Nebraska 3,949.9 10279 4959 4149 4222 452.8 165.8 2496 204.1 1734 3435
Nevada 28294 582.4 198.8 1634 1938 280.7 256.4 249.6 246.7 2214 436.2
New Hampshire 2,365.1 638.0 1889 2705 1296 2760 120.2 167.0 209.2 1282 2374
New Jersey 23,280.6 57996 15896 26886 13394 18260 15143 19445 19268 13092 33426
New Mexico 40411 10163 4458 3290 3039 4775 2473 295.9 334.8 2458 3449
New York 69,520.5 153434 38441 114225 17,0381 38116 49520 55362 45899 3,385.1 95976
North Carolina 13,3249 36690 11,8021 12632 13017 10356 8714 848.7 4938 6885 12610
North Dakota 1,946.3 439.1 262.6 236.2 1113 226.0 516 1429 111.2 839 2816
Ohio 26,2554 6,785.7 26276 42196 22153 19002 16221 19808 13222 1,337.9 22440
Oklahoma 7249.1 19076  766.2 8472 6824 659.7 360.1 630.2 4514 3647 579.7
Oregon 7,653.4 19929 8284 579.3 479.7 6255 406.5 620.0 702.8 469.9 9483
Pennsylvania 23,049.8 7,560.3 15564 44247 15447 25807 14627 18706 2,1821 14047 3,463.0
Rhode Island 2,749.3 5874 201.7 4919 1940 1635 1382 1828 2626 1500 3771
South Carolina 7,263.6 19444 9156 6208 10088 4579 4375 504.6 360.0 310.7 7034
South Dakota 1,803.5 4013 166.7 1546 86.0 246.1 69.3 1190 1313 86.6 3426
Tennessee 10,086.8 20983 10139 12156 12891 9304 558.2 79835 540.0 4781 1,164.7
Texas 39,016.7 11,1761 43169 26648 31581 14,0395 2211.3 34409 30876 18380 3,083.6
Utah 4,276.2 10831 6364 3926 2929 3605 2391 356.0 2704 262.8 3824
Vermont 1,506.6 389.2 1784 189.8 538 185.9 525 95.2 9.1 87.1 180.6
Virginia 14,166.9 3,740.7 16022 11109 13032 14944 9082 1,298.8 685.2 8678 11,1553
Washington 12,602.1 3,088.3 13486 14266 8892 11307 7106 1,2470 578.2 663.4 15194
West Virginia 43133 11733 357.0 5112 274.2 506.8 1220 281.2 3380 225.1 5244
Wisconsin 13,666.5 33376 15949 23415 8262 12518 7101 1,172.3 678.8 6036 1,149.8
Wyoming 2,167.6 579.1 196.5 1137 258.6 322.2 879 1579 164.2 1147 1728

Sources: U.S. Department of Commerce, Bureau of the Census, Government Finances in 1986-87 (Washington, DC, 1988), Table 29.
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TableB-2
Direct General Expenditures of State and Local Governments, by Function, Per Capita, 1986-87

(millions)
Health Police  Environ- Interest Govern-
__Education . and and ment on mental
Primary and Public  Hospi- Correc- and General Adminis- All
State Total Secondary Higher  Welfare tals Highways tions Housing Debt tration Other
@ @ 3 4 )] 6) ™ ® ® (10) 11)
United States $2,685.34 $644.14  $24750 $32905 $234.07 $21446 $169.77 $22106 $171.80 $14337 $310.14
Alabama 2,075.14 42092 25867 15719 32485 17415 10496 14865 13646 10551 243.77
Alaska 9,95554 182823 43084 55467 24463 111154 38501 81392 180171 72038 2,064.62
Arizona 2,802.83 69788 34100 21445 12603 36351 22763 22542 19570 17129 23993
Arkansas 1,906.62 534.01 20081 22748 17319 21380 8050 13212  108.01 86.23 15048
California 3,057.57 64266 30200 40821 26899 14115 25358 27955 15100 1789 43148
Colorado 2,835.33 72692 29039 28009 20671 24871 17633 24195 20922 19813 25689
Connecticut 2,925.44 68097 15815 36954 20651 25366 15583 21499 23057 18038 47484
Delaware 2,989.62 661.08 39877 21599 14739 27260 17565 24872 36274 19915 30754
District of Columtia 5,162.88 77357 13788 89731 48537 18707 75567 61083 31462 36457 63599
Florida 2,351.37 57328 13495 17123 24215 17498 19801 24530 17272 15669 28207
Georgia 2,396.69 62266 18986 209.41 43216 19858 13957 17107 9746 12300 21293
Hawali 2,831.30 47510 26949 28510 18520 13657 180.17 34055 24234 20895 507.83
Idaho 2,082.20 50112 28254 17024 19503 25124 10402 18815 7827 11374 19786
Hlinois 251855 58528 22780 33712 15745 22006 15882 222.45 16042 12895 32020
Indiana 2,161.73 57462 28608 25500 21258 17628 96.88 150.76 9154 10158 21640
lowa 251454 58533 37115 30241 25034 31459 10603 17426 11380 11809 17855
Kansas 2,491.71 63695 30340 21387 19930 31346 11417 14646 18656 15287 224.69
Kentucky 2,086.29 44279 22252 26998 12996 248.60 9922 17036 17740 10881 21664
Louisiana 2,468.83 51538 20822 23614 29298 22773 14466 22073 25060 120.74 25165
Maine 2474.82 62158 20424 42726 11678 24114 10316 22714 15640 11700 260.13
Maryland 2,762.37 63041 26450 30987 11328 25790 21155 28842 195.61 14362 34722
Massachusetts 2,993.25 63503 17621 51015 27815 16619 16539 27047 18542 15872 44751
Michigan 2,898.05 73369 32238 46163 28711 17697 18359 17312 12444 14050 29462
Minnesota 3,280.78 75067 33542 47944 25852 31510 13068 27472 26000 15726 31897
Mississippi 2,026.37 47429 22567 21192 323838 21028 8348 13198 104.71 9351 16664
Missouri 2067.97 54463 22277 21717 21927 18905 12777 15831 11456 9839 176.05
Montana 2,881.25 78725 22806 30566 14792 37954 10678 25938 21317 16455 288.95
Nebraska 247798 64483 31108 26026 264.88 28406 10400 15659 12805 108.77 21547
Nevada 2,809.75 57831 19738 16226 19243 27878 25462 24789 24501 21991 43315
New Hampshire 2,237.55 60358 17875 25593 12262 26115 11369 15801 19796 12131 224.55
New Jersey 3,034.49 75594 20720 35044 17458 23801 19738 25346 25115 17065 43568
New Mexico 2,694.09 67750 29719 21936 20259 31831 16488 19726 22320 16389 229.93
New York 3,900.17 860.78 21566 64081 39484 21384 27781 31059 25750 18991 53843
North Carolina 2,077.80 57212 29504 19698 20298 16148 13587 13234 7700 10736 196.63
North Dakota 2,896.27 65348 390.81 35148 16557 33625 7681 21262 16547 12479 41900
Ohio 2,434.67 62924 24366 39128 20542 17620 15042 18368 12261 12407 208.09
Oklahoma 2,215.49 58302 23417 258901 208.55 20163 11007 19260 13795 11145 IN.16
Oregon 2,809.62 73161 30412 21265 17609 22964 14925 22760 25802 17252 34813
Pennsylvania 2,350.02 63341 13040 37070 12941 21621 12254 13672 18282 11769 29013
Rhode Island 2,788.35 50578 20459 49891 19674 16584 14015 18537 26636 15217 38243
South Carolina 2,120.76 567.70 26732 18125 29455 13368 12774 14732 10512 90.70 20538
South Dakota 254377 56602 23509 21800 12124 34710 9781 16790 18525 12209 48327
Tennessee 2,077.62 43219 20885 25038 26552 19163 11497 16447 11123 9848  239.90
Texas 2,323.95 66568 25713 15872 188l 24061 13171 20495 18391 10948 18367
Utah 254533 644,70 37883 23367 17436 21459 14233 21189 16094 15640 227.62
Vermont 2,749.23 71022 32662 34641 9811 339.16 0583 17364 17172 15897 32956
Virginia 2,399.54 63359 27137 18817 22073 25313 15383 21999 11606 14699 19569
Washington 2,777.01 68054 29717 31437 19594 24916 15660 274.80 12741 14620 33482
West Virginia 2,273.75 61850 18820 26947 14456 267.14 64.32 14823 17819 11868 27646
Wisconsin 284303 694.31 33179 48710 17187 26040 14772 24388 14121 12557 239.19
Wyoming 4,423.76 118174 40099 23198 52777 65765 17942 32227 33513 23411 352.70

Sources: Tables B-1 and B-7.
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Table B-3
Representative State-Local Expenditures by Function, 1986-87, Adjusted for Input-Cost Differences

(millions)
Health Police  Environ- Interest Govern-
i and and ment on mental
Primaryand Public  Hospi- . Correc- and General Adminis- All
State Total Secondary Higher  Welfare tals Highways tions Housing Debt tration Other
) ¥))] 3 @ 1)) (6) @ ® ()] (10) an

United States $653,608.3  $156,781.7 $60,240.3 $80,089.7 $56,971.4 $52,199.3 $41,321.8 $53,805.2 $41,816.2 $34,895.4 $75487.2
Alabama 119264 2,838.7 9594 19541 11035 1,0290 6753 875.9 7015 5519 12372
Alaska 1,709.6 508.0 169.2 160.3 128.6 128.1 1256 1296 90.2 92.3 177.6
Arizona 9,324.7 2,245.8 8147 12317 831.3 8153 5421 7419 581.7 4772 10430
Arkansas 6,795.8 16184 5222 11379 657.9 570.7 3494 5034 4103 3117 7140
California 75,2417 180206 7,0954 87361 66568 5560.7 53418 6,240.1 47525 4,1225 87152
Colorado 8,681.7 2,1464 833.9 917.7 7108 777.9 503.6 729.1 566.3 4732 1,028
Connecticut 7,905.6 1,855.4 835.5 626.5 627.9 668.1 502.7 7313 551.6 4873 10193
Delaware. 1,662.5 361.2 167.6 1944 1439 150.7 98.3 1428 110.6 92.9 200.2
OElt of Columbia 1,7182 2927 1519 2879 1710 77.9 2163 1357 1069 87.0 1910
Florida 29,882.8 6,1239 25739 41103 2,7944 22986 2,0686 25791 2,065.6 16251 36432
Georgia 18,138.2 44059 15388 26180 16373 15891 11716 13489 1,068.9 858.8 1,900.9
Hawali 2,606.9 596.4 274.0 289.1 2117 1704 157.8 236.7 186.1 1518 3329
Idaho 2,681.8 7264 2133 3424 2184 255.0 1164 2102 1715 130.0 2982
Ilinois 31,855.6 78893 3,050.1 38391 27532 20974 21289 26486 19898 1,771.1 3,688.1
Indiana 14,747.1 3,7982 13913 15811 12205 12195 8460 12254 950.2 794 1,718.4
lonwa 7,294.2 1,770.5 663.1 840.0 585.2 7309 341.6 615.8 4869 3929 867.3
Kansas 6,540.5 1,535.0 578.7 7324 5209 773.6 336.0 537.8 4254 343.1 7576
Kentucky 10,840.8 2,604.8 9314 16645 10504 845.3 610.7 817.7 640.3 5265 1,149.1
Louisiana 13,223.9 31633 1,1656 12,1314 12433 8374 8774 995.1 766.4 6508 1,3933
Maine 2,838.3 638.0 252.0 357.1 246.5 2762 1284 2431 2039 146.0 A7l
Maryland 11,816.6 2,7698 12147 11483 1,003.1 906.5 866.3 11,0234 779.1 6763 14292
Massachusetts 13,7259 30702 14728 13358 11529 1,0225 7717 12777 1,005.9 8186 1,797.8
Michigan 26,764.5 68274 25280 2,900.1 23618 12,0644 20121 21188 15806 14256 2,945.8
Minnesota 11,1739 27065 10696 1,190.5 901.0 11190 566.7 946.7 7295 6189 1,325.6
Mississippi 79875 1,900.2 596.6 1,569.3 763.0 600.7 4289 549.7 4510 3381 7809
Missouri 13,733.3 31223 12014 18269 12276 12522 8318 11137 876.7 7137 15671
Montana 2,215.0 521.2 1736 2687 1726 323.9 98.7 1704 139.0 1054 2417
Nebraska 41184 930.1 3609 4970 3222 5019 1979 340.1 2738 2132 4811
Nevada 25935 618.0 2433 2435 2111 2635 166.4 2212 1730 1427 3108
New Hampshire 2,424.6 558.7 245.4 2100 191.1 2320 128.0 223.2 181.6 1384 3164
New Jersey 191721 45617 19765 17939 16021 14016 11789 11,7451 13181 11,1615 2,4328
New Mexico 44553 1,083.3 345.6 122.7 380.9 4429 2511 3194 257.7 199.8 4519
New York 45,619.3 102842 44193 57750 40789 24888 34295 3,957.5 30623 25770 55469
North Carolina 16,976.7 39919 15070 23585 15099 13982 9864 13569 1,101.8 8433 19228
North Dakota 18976 4183 1523 2439 139.1 322.7 742 142.1 1155 88.2 201.4
Ohio 28,920.6 72918 12,7093 13,3226 25690 2,0836 16993 24192 18527 15903 33829
Oklahoma 91229 2,239.2 769.1 11078 802.2 968.0 5109 7103 562.1 4528  1,000.6
Oregon 7,161.3 1,740.2 6334 799.3 649.1 650.6 3934 599.1 468.0 386.7 3415
Pennsylvania 28,989.6 6,582.0 2,888.1 3,007.5 25795 20527 17719 26402 20506 17133 37036
Rhode Island 2,270.7 494.6 2383 239.6 204.0 146.7 1295 2130 1694 1352 3004
South Carolina 9,501.7 2,271.2 8220 14140 8394 804.7 558.7 725.1 588.4 4509 1,0274
South Dakota 1,992.6 4175 146.1 3414 160.6 2935 72.6 1450 1218 87.0 2072
Tennessee 13,495.7 31444 11396 20187 12535 1,125.5 7995 1,0449 834.1 660.6 1,475.0
Texas 49,435.9 130592 42624 6,3126 39929 4,1629 33190 37464 28344 24509 5,245.0
Utah 4,733.7 1,522.5 405.1 477.6 3425 361.2 2223 3655 2886 2335 5147
Vermont 13115 2913 1228 1524 1079 1389 62.0 1129 94.2 68.2 1610
‘Virginia 15,6275 36536 15374 17635 13329 13875 9811 12975 11,0143 8369 18228
Washington 12,0150 29708 11329 12323 10498 1,0525 6966 11,0149 779.6 6654 14202
West Virginia 5,234.1 1,3335 4424 7254 508.2 384.6 2624 4109 3259 2614 579.2
Wisconsin 12,160.1 28999 11893 12328 9595 1,166.2 656.2 1,058.9 825.8 6846 14868
Wyoming 13447 358.2 1131 1063 89.6 2075 59.6 1070 84.2 68.6 1505

Sources: See text.
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TableB 4
Representative State-Local Expenditures by Function, Per Capita, 1986-87, Adjusted for Input.Cest Differences

(millions)
Health Police  Environ- Interest Govern-
Education and and ment on mental
Primary and Public ~ Hospi- Correc- and General  Adminis- All
State Total Secondary Higher  Welfare tals  Highways tions Housing Debt tration Other
@ 2 €) O] ) (6) M ) 9 (10 (11

United States $2,685.34 $644.14 $24750 $329.05 $234.07 $21446 $169.77 $22106 $171.80 $14337 $310.14
Alabama 2,920.99 69524 23499 47860 27026 25203 16540 21451 17180 13517 303.02
Alaska 3,256.33 96769 32237 30539 24490 24397 23925 246.93 17181 17577 338.25
Arizona 2,753.91 663.25 24060 36377 24552 240,79 160.09 21911 17180 14093 30803
Arkansas 2,345.83 67774 21869 47650 27552 23898 14630 21080 17180 13051 298.98
California 2,719.94 65143 25649 31581 240.64 20102 19310 22557 17180 149.03 31505
Colorado 2,634.02 65123 253.01 27843 215.65 23602 15280 22122 17180 14357 31031
Connecticut 2,462.02 57782 26019 19510 19554 20805 15657 22776 17180 15176 31743
Delaware 2,581.56 56086 26024 30188 22347 23395 15258 22172 17180 14420 310.86
District of Columbia 2,762.44 470,52 24425 46293 27489 12518 34773 21824 17180 13983 307.08
Florida 2,485.47 50935 21409 34187 23242 19119 17205 21451 17180 13517 30302
Georgia 2,915.17 70811 24732 42077 26315 25540 18829 21680 17180 138.03 30551
Hawaii 2407.11 550.73 25301 26690 19551 15735 14569 21853 17180 14020 307.39
Idaho 2,687.15 72788 21373 34307 21884 25547 11666 21062 17180 13029 29879
Ilinois 2,750.44 68117 26334 33147 23771 18109 18381 22868 17180 15292 31843
Indiana 2,666.27 686.72 25154 28586 22067 220.48 15296 22156 17180 14399  310.68
lowa 257383 62475 23397 29639 20651 25792 12055 21728 17180 13864 306.03
Kansas 2,641.57 61995 23373 29580 21039 31245 13671 21722 171.80 13856 30596
Kentucky 2,908.71 69890 24991 44660 28185 22682 16385 21939 17180 14128 308.32
Louisiana 2,964.33 709.09 26128 47779 27870 18772 196.69 223.06 17180 14588 31232
Maine 2,391.16 53750 21227 30088 20769 23268 10813 20479 17180 12298 29244
Maryland 2,605.64 610.76 26785 25320 22118 19988 19102 22566 17180 14914 31515
Massachusetts 2,344.30 52437 25155 22814 19691 17463 13181 21822 17180 139.81 307.05
Michigan 2,909.18 74211 27478 31523 25671 22439 21870 23031 17180 15495 320.20
Minnesota 2,631.64 63743 25191 28038 21219 26353 13347 22296 17180 14576 31221
M ississippi 3,042.84 727133 22729 59784 290.67 228.83 16338 20943 17180 12880 29749
Missourti 2,691.23 61185 23543 35801 24056 24539 16300 21825 17180 13985 307.09
Montana 2,738.01 64421 21454 33214 21330 40039 12200 21060 17181 13026 298.76
Nebraska 2,583.67 58353 22642 31182 20211 31490 12417 21339 17180 13376 30179
Nevada 257545 61368 24160 24176 20968 26165 16524 21971 17180 14167 308.67
New Hampshire 2,293.89 52857 23218 19866 18081 21944 12106 21112 17180 13092 29934
New Jersey 2,498.98 50459 25762 23383 20883 18269 15366 22747 17180 15139 317.11
New Mexico 2,970.21 72221 23037 48181 25393 29527 16741 21293 17180 13318 301.30
New York 2,559.29 576.95 24793 32398 22883 139.63 19240 222.02 17180 14457 31118
North Carolina 2,647.24 62247 23500 36777 23544 21803 15381 21158 17180 13150 299.84
North Dakota 2,823.85 62252 22660 36289 20701 48027 11036 21143 17180 13131 299.67
Ohio 268181 67617 25123 30811 23822 19321 15758 22433 17180 14747 31370
Oklahoma 2,788.17 684.37 23507 33856 24516 29583 156.13 21707 17180 13838 30580
Oregon 2,628.95 63883 23252 29343 23828 23886 14441 21994 17180 14196 30892
Pennsylvania 2,428.75 55144 24197 25197 21611 17198 14845 22120 17180 14355  310.29
Rhode Island 2,302.94 501.63 24170 24297 20691 14881 13134 21603 17181 13707 304.68
South Carolina 2,774.23 66312 24000 41284 24508 23495 16313 211.70 17180 13165 299.97
South Dakota 2,810.42 58884  206.07 48146 226.56 41390 10236 20455 17181 12269 29219
Tennessee 2,779.75 64767 23472 41579 25818 23182 16467 21523 17180 136.07 303.80
Texas 2,944.54 77785 25388 37600 23783 24796 19769 223.15 17180 14598 31241
Utah 2,817.65 90624 24115 28431 20386 21502 13231 21759 17180 139.02 306.36
Vermont 2,393.27 53154 22416 27805 19697 25346 11310 20597 17181 12447 29374
Virginia 2,646.93 61883 26040 29869 22576 23502 16618 21977 17180 14175 30873
Washington 2,647.65 65466 24964 27155 23134 23193 15350 223.65 17180 14662 31296
West Virginia 2,759.15 70297 23321 38240 26792 20275 13832 21663 17180 13782 30532
Wisconsin 2529.67 60326 24740 25646 199.61 24261 13651 22029 17180 14241 30931
Wyoming 2,7144.27 73105 23092 21690 18291 42342 12169 21838 17180 14000 307.22

Sources: Tables B-3 and B-7.
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TableB-5
Measures of Revenue-Raising Ability, 1986 or 1987
(dollar amounts in millions)

Resident Personal RTS Tax Gross Sate Total Taxable
Capacity, 1037 Product, 1986
Percentage Percentage Percentage Percentage
State Amount Distribution Amount Distribution Amount Distribution Amount Distribution
1) @ 3 4 (5) (6) 0 ®)

United States $3.768.15 100.0000% $396,673.9  100.0000% 4,191,706  100.0000% 4,191,705 100.0000%

Sum of Detail 3,768,124  100.0000 3%,673.0  99.9998 4,191,705  100.0000 4,191,705  100.0000
Alabama 48,753 1.2938 5,009.0 1.2677 56,007 1.3123 ™,783 1.300
Alaska 9,576 0.241 1,441.8 0.5 19,575 0.4670 15,426 0.3680
Arizona 48,466 1.282 5,490.9 1.3842 53,253 1.214 53,181 1.2687
Arkansas 27,481 0.723 2,870.6 0.7237 31,633 0.7-47 31,414 0.74%
California 492,989 13.0831 §2,779.7 13.3066 533,816 12.7351 537,742 12.8287
Colorado 51,39 1.3633 5,929 1.5032 59,177 1.4118 59,143 1.410
Connecticut 68,201 18123 7,815 1.83%6 70,639 1.6852 72,434 1.7280
Delaware 10,751 0.2853 1,295.8 0.3267 11,706 0.2/3 11,4983 0.2742
District of Columbia 72 0.3376 1,238.1 0.3121 28,791 0.6830 21,606 0.51%4
Florida 187,36 4.9724 20,489.1 5.1652 177,79 4.2400 190,33 4.5422
Georgia 83,977 2.3613 9,547.4 2.4069 102,922 2.454 100,199 2.3904
Hawalii 16,972 0.454 1,97.5 0.503%6 19,320 0.4609 19,051 0.4545
Idaho 1,847 0.3144 1,250.6 0.3153 13,170 0.3142 13,266 0316
Illinois 190,430 5.0637 18,38.5 4.636 209,666 5.0019 211,749 5.0616
Indiana 76,961 2.0424 7,811 1.972 84,922 2.0260 85,390 2.0371
lowa 40,348 1.0718 3,87.6 0.975 43,8%6 1.048 44,514 1.0620
Kansas 37,450 0.9939 3,767.8 0.949 42,472 1.0032 42,638 1.0172
Kentucky 44,945 1.1928 4,797.0 1.2098 53,135 1.2676 51,449 1.2274
Louisiana 51,174 1.3381 6,263.1 1.5789 74,426 1.77%6 67,130 1.6015
Maine 16,568 0.434 1,874.8 0.476 17,3%6 0.4133 17,574 0.4193
Maryland 82,190 2.1812 8,03.9 2.0268 76,504 1.8%51 82,99 1.9789
Massachusetts 112,086 2.9746 12,18.9 3.0614 115,56 2.7%61 ,135 2.842
Michigan 141,618 3.3 14,23.1 3.6010 153,240 3.6658 156,851 3.7419
Minnesota 67,624 1.746 7,189 1.8118 75,626 1.8042 75,332 1.7972
Mississippi 27,013 0.710 2,104 0.7009 31,80 0.75%4 31,060 0.7410
Missouri 74,945 1.9839 7,50.4 1.9085 83,534 1.9928 83,248 1.9860
Montana 9,992 0.2652 1,140.9 0.2876 12,163 0.2002 1,81 0.2820
Nebraska 2,845 0.6063 2,36 0.5331 26,521 0.6327 26,298 0.6274
Nevada 16,484 0.435 2,307.9 0.5318 19,426 0.4634 18,543 0.4424
New Hampshire 18,529 0.4917 2,118.0 0.53%0 18,518 0.4418 18,961 0.4524
New Jersey 156,145 41438 15,294.8 3.858 14,766 3.6922 161,656 3.8565
New Mexico 17,812 0.4727 2,116.9 0.5337 23,68 0.5631 21,883 0.5209
New York 320,930 8.5170 31,33.6 7.9117 362,736 8.6537 361,942 8.6347
North Carolina 85,382 2.2659 9,34.9 2.333 100,961 2.4086 97,250 2.301
North Dakota 8,738 0.2319 4.1 0.2481 10,733 0.2561 10,3% 0.2480
Ohio 157,580 4.1819 15,980.3 4.038 176,102 4.2012 177,007 4.2228
Oklahoma 41,069 1.080 4,968.4 1.55 49,814 1.184 49,013 1.16:3
Oregon 3,245 1.0150 4,102.6 1.0343 41,278 0.98348 41,989 1.0017
Pennsylvania 181,566 4.8184 17,949.2 4.5249 183,59 4.3791 192,36 4.58%9
Rhode Island 15,337 0.4070 1,53.0 0.3830 15,206 0.3627 16,042 0.3827
South Carolina 41,110 1.0910 4,303 1.1090 44,727 1.0670 45,019 1.07140
South Dakota 8,900 0.2362 an.5 0.2280 9,802 0.238 9,863 0.234
Tennessee 62,533 1.65% 6,632.4 1.6720 72,328 1.72% 70,34 1.674
Texas 232,783 6.1777 27,120.2 6.8369 303,510 7.2407 285,289 6.8060
Utah 19,096 0.5088 2,12.2 0.5451 24,008 0.5728 2,863 0.%455
Vermont 7,840 0.2081 917.5 0.2313 8,66 0.2060 8,606 0.2053
Virginia 97,515 2.589 9,837.1 2.4925 1,15 2.4348 105,027 2.50686
Washington 70,795 1.878 7,286.5 1.830 77,683 1.8638 78,614 1.8/
West Virginia 20,907 0.5548 2,385.4 0.6013 24,096 0.5749 24,096 0.5749
Wisconsin 70,862 1.8956 6,885.6 1.738 76,922 1.8%1 77,978 1.86083
\Wyoming 6,231 0.164 1,090.8 0.2/0 11,673 0.27% 9,687 0.231

Sources: 1-Survey of Current Business, August 1988, Table 1, p. 30.
3—Advisory Commissionon Intergovernmental Relations, 1986 State Fiscal Capacityand Effort (Washington,DC, 1989), p. 12: ACIR, 1988
State Fiscal Capacity and Effort (1990), p. 32. The estimates shown in this table are means of the estimates for 1986 and 1988; esti-
mates were not prepared by ACIR for 1987.
5—Surve)éof Current Business, May 1988,p% 38-45.
7—Unpublished estimates prepared by Michael Springer, U.S. Department of the Treasury, Office of Economic Policy.
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Table B-6

Derivation of a Workload Measure for Public Welfare, 1987
(populations in thousands)

Persons in Poverty
979 1987
State m—“l“z'Um‘erTB" rotar Under 18 Workload Meesre
m ) &) ) 3)

United States 27,393 10,026 32,546 12,830 100.00%

Sum of Detail 27,393 10,026 32,547 12,834 100.00
Alabama 720 271 802 310 247
Alaska 42 15 62 29 19
Arizona 351 1206 502 211 154
Arkansas 424 154 470 177 145
California 2,627 947 3,519 1535 10.81
Colorado 285 91 373 140 114
Connecticut 243 93 251 92 N
Delaware 68 25 79 30 24
District of Columbia 113 38 117 43 .36
Florida 1,287 427 1,688 583 5.19
Georgia 884 342 1,071 429 3.29
Hawali 92 35 118 52 .36
Idaho 117 43 142 61 43
Ilinois 1,231 478 1,538 634 473
Indiana 516 189 641 263 1.97
lowa 286 9 343 127 1.05
Kansas 232 73 299 112 92
Kentucky 626 230 678 251 2.08
Louisiana 765 307 862 361 265
Maine 141 50 149 50 46
Maryland 405 143 463 164 142
Massachusetts 532 193 545 186 167
Michigan 946 361 1,159 494 356
Minnesota 375 118 482 171 148
Mississippi 587 244 650 282 2.00
Missouri 582 196 745 288 229
Montana 94 32 111 43 34
Nebraska 163 53 205 7 63
Nevada 69 21 99 35 30
New Hampshire 75 24 87 27 27
New Jersgy 689 278 720 275 221
New Mea® 226 91 298 138 91
New York 2,299 877 2,341 878 7.19
North Carolina 840 299 974 349 299
North Dakota 79 27 101 41 31
Ohio 1,089 401 1,341 563 412
Oklahoma 394 132 453 164 1.39
Oregon 274 85 325 114 1.00
Pennsylvania 1,210 426 1,221 418 375
Rhode Island 9% 33 98 33 30
South Carolina 500 195 584 232 1.79
South Dakota 113 41 143 59 44
Tennessee 736 263 828 302 254
Texas 2,036 791 2,554 1,089 7.85
Utah 148 57 195 94 .60
Vermont 59 20 64 21 20
Virginia 611 216 718 254 2.20
Washington 396 128 498 186 153
West Virginia 287 102 297 106 91
Wisconsin 398 139 501 199 154
Wyoming 36 1 43 16 A3

Sources: 1& 2— US. Department of Commerce, Bureau ofthe Census, 1980 Census of Population, \folume 1 Characteristics ofthe Population,Chapter

C. General Social and Economic Characteristics, Part 1, United States Summai
3 Sg General Social an , i ates Summary (Washington, DC, 1983), Table 245,

4—Table B-9, column 6.
5—Percentage distribution of column 3,
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Table B-7
Derivation of Estimates of the Number of Persons in Poverty, 1987
(populations in thousands)

1979 1987
) Total —Persons in Poverty Total Persong in Poverty
Region and State Population Number Percent Population Number Scaled Percent
_ 1) ) (3 ) &) (6) M
United States 226,549 27,393 12.1% 243,399 32,546 32,546 13.4%
Sum of Detail 32,547 32,547
Northeast _ 49,136 5343 109 50,277 5476 5476 109
Connecticut 3,108 243 78 3,211 251 Al 78
Maine 1,125 141 125 1,187 149 149 126
Massachusetts 5,737 532 9.3 5,855 544 545 9.3
New Hampshire 921 75 8.2 1,057 87 87 8.2
New Jersey 7,365 689 94 7,672 719 720 94
New York™ 17,558 2,299 131 17,825 2,338 2,341 13.1
Pennsylvania 11,864 1,210 10.2 11,936 1,219 1,221 10.2
Rhode Island 947 94 9.9 986 98 98 9.9
Vermont 511 59 116 548 63 64 116
Midwest 58,868 6,010 10.2 59,538 7,499 7,499 126
Illinois 11,427 1,231 108 11,582 1539 1,538 133
Indiana 5,490 516 94 5,531 642 641 11.6
lona 2,914 286 98 2,834 343 343 121
Kansas 2,364 232 9.8 2476 299 299 12.1
Michigan 9,262 946 10.2 9,200 1,159 1,159 126
Minnesota 4,076 375 9.2 4,246 482 482 113
Missouri 4917 582 118 5,103 746 745 146
Nebraska 1570 163 104 1,594 205 205 128
North Dakota 653 79 121 672 101 101 15.0
Ohio 10,798 1,089 10.1 10,784 1,342 1,341 124
South Dakota 691 113 16.3 709 143 143 20.1
Wisconsin 4,706 398 85 4,807 501 501 104
South 75,372 11,285 150 83,885 13,287 13,287 158
Alabama 3,894 720 185 4,083 799 802 196
Arkansas 2,286 424 185 2,388 468 470 196
Delaware ) 594 68 115 644 78 79 122
District of Columbia 638 113 178 622 117 117 188
Florida 9,746 1,287 13.2 12,023 1,680 1,688 14.0
Georgia 5,463 884 16.2 6,222 1,066 1,071 17.1
Kentucky 3,661 626 17.1 3,727 675 678 181
Louisiana 4,206 765 18.2 4461 858 862 19.2
Maryland 4217 405 9.6 4,535 460 463 10.2
Mississippi 2,521 587 233 2,625 647 650 247
North Carolina 5,882 840 14.3 6,413 969 974 15.1
Oklahoma 3,025 394 13.0 3,272 451 453 13.8
South Carolina 3,122 500 16.0 3425 581 584 170
Tennessee 4,591 736 16.0 4,855 824 828 170
Texas 14,229 2,036 143 16,789 2,542 2,554 15.1
Virginia 5347 611 114 5,904 714 718 121
Virginia 1,950 287 14.7 1,897 295 297 15.6
West 43173 4,755 110 49,699 6,285 6,285 126
Alaska 402 42 104 525 62 62 11.9
Arizona 2,718 3H1 129 3,386 503 502 14.8
California 23,668 2,627 11 27,663 3,525 3519 12.7
Colorado 2,890 285 99 3,296 373 373 11.3
Hawaii 965 92 95 1,083 118 118 10.9
Idaho A4 117 124 998 142 142 142
Montana 787 94 120 809 11 1m 138
Nevada 800 69 8.6 1,007 99 99 99
New Mexico 1,303 226 17.3 1,500 298 298 199
Oregon 2,633 274 10.4 2,124 326 325 120
Utal 1,461 148 10.1 1,680 195 195 11.6
Washington 4,132 396 96 4538 499 498 110
Wyoming 470 36 1.7 490 43 43 8.9

‘sources: 1& 4 — US.Department of Commerce, Bureau of the Census, Stare Population and Household Estimates, with Age, Sex, and Componenrsof

Change, 1981-87, Current Population Reports (Washington, DC, 1988), Tables 5 and 6.

2-"Table B-6, column 1.

5 —Regional totals from U.S. Department of Commerce, Bureau of the Census, Money Jncome and Poverty Status in The United Stores: 1987
(Advance Dara from the March 1988 Current Population Survey), Current Population Reports (Washington, DC, 1988), Table 15. For
each state in a region, the number is the percentage in column 7 applied to column 4.

6— The direct estimates for the states in a region are scaled to the actual regional total in column 5.

7—For regional totals: [column 5/column 4]. For each state in a region, the percentage is that in column 3 (for 1980) multiplied by its region’s
ratio in 1987 (column 7) divided by its region’s ratio in 1980 (column 3
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Derivation of Estimates of the Number of Persons under 150 Percent of the Poverty Level, 1987

Table B-8

(populations in thousands)

1979 1987
Total Persons under 150%af Poverty Total : 150% of
Region and State Population Number Percent Population Number Scaled Percent
(1) ) 3) ) ) (6) Y

United States 226,546 49,135 21.7% 243,400 54,573 54,573 24%
Sum of Detail 226,549 49,135 243,399 58,427 54,573

Northeast 49,136 9,639 19.6 50,277 9,880 9,228 184
Connecticut 3,108 441 14.2 3,211 454 424 13.2
Maine 1,125 291 259 1,187 269 251 212
Massachusetts 5,737 1,027 17.9 5,855 983 918 15.7
New Hampshire 921 157 17.0 1,057 157 146 13.8
New Jersey 7,365 1,208 16.4 7,672 1,300 1,214 15.8
New York ™ 17,558 3,968 22.6 17,825 4,223 3,945 221
Pennsylvania 11,864 2,242 18.9 11,936 2,203 2,057 17.2
Rhode Island 947 184 194 986 177 165 16.8
Vermont 511 121 237 548 115 107 195

Midwest 58,868 10,872 18.5 59,538 13,566 12,672 213
Illinois 11,427 2,045 17.9 11,582 2,783 2,600 224
Indiana 5,490 983 17.9 5,531 1,160 1,084 19.6
lowa 2,914 539 185 2,834 621 580 205
Kansas 2,364 452 19.1 2,476 542 506 204
Michigan 9,262 1,667 18.0 9,200 2,097 1,958 213
Minnesota 4,076 705 17.3 4,246 872 814 19.2
Missouri 4,917 1,082 220 5,103 1,348 1,259 24.7
Nebraska 1,570 316 20.1 1,594 370 346 217
North Dakota 653 153 235 672 182 170 25.3
Ohio 10,798 1,933 17.9 10,784 2,427 2,267 21.0
South Dakota 691 202 29.3 709 258 241 34.0
Wisconsin 4,706 795 16.9 4,807 907 847 17.6

South 75,372 19,763 26.2 83,885 23,270 21,735 259
Alabama 3,894 1,215 312 4,083 1,405 1,313 322
Arkansas 2,286 752 329 2,388 824 769 322
Delaware ) 594 120 20.2 644 138 129 20.0
District of Columbia 638 176 27.6 622 206 192 30.9
Florida 9,746 2,339 24.0 12,023 2,956 2,761 230
Georgia 5,463 1,530 28.0 6,222 1,875 1,752 28.2
Kentucky 3,661 1,069 29.2 3,727 1,187 1,109 29.7
Louisiana 4,206 1,228 29.2 4,461 1,510 1,411 316
Maryland 4,217 713 16.9 4,535 810 757 16.7
Mississippi 2,521 963 382 2,625 1,139 1,064 405
North Carolina 5,882 1,570 26.7 6,413 1,705 1,593 24.8
Oklahoma 3,025 738 24.4 3,272 793 741 226
South Carolina 3,122 896 28.7 3,425 1,022 955 27.9
Tennessee 4,591 1,285 28.0 4,855 1,450 1,354 279
Texas 14,229 3,529 24.8 16,789 4,472 4,177 249
Virginia 5,347 1,128 211 5,904 1,257 1,174 199
West Virginia 1,950 511 262 1,897 520 486 256

West 43,173 8,861 205 49,699 11,711 10,939 220
Alaska 402 73 18.2 525 116 108 20.7
Arizona 2,718 631 232 3,386 935 873 25.8
California 23,668 4,899 20.7 27,663 6,558 6,126 221
Colorado 2,890 532 184 3,296 694 648 19.7
Hawaii 965 183 19.0 1,083 220 205 189
Idaho 944 229 24.3 998 264 246 24.7
Montana 787 179 227 809 207 193 239
Nevada 800 134 16.7 1,007 185 172 17.1
New Mexico 1,303 394 30.2 1,500 555 518 345
Oregon 2,633 513 195 2,724 606 566 20.8
Uta 1,461 295 20.2 1,680 364 340 20.2
Washington 4,132 727 17.6 4,538 928 867 19.1
Wyoming 470 72 15.3 490 81 75 154

Sources: 1& 4—Table B-7, columns 1and 4, respectively.
2—[Column 3e column 1].
3—Table B-16, column 5.

5= US. total is 1986increased by the
the poverty level. Theestimates of the number Of

rcentage increase in 1987in the number df persons in households with incomes below 125percent of
fsonsbelow 125percent in 986 and 1987are from U.S. Department of Commerce,

Bureau of the Census, Money Income and Foverty Siatus in the United States: 1987 (Advance Data from the March 1988 Current Population

Survey), Current Population Re

U.S, Bureau of the Census, 7 | {
preliminary estimate for each state is the ratio for its region

verty in the United States: 1986, Current Population Reports
the number of persons below

rts (Washingten, DC, 1988), Bble 17. The estimate of persons below 150 percent in 1986 is from

ashington, DC, 1988), Bble 4. The

0 pereent to the number of

rsons in

govefty in"1980 (from Table B-7, column 2) multiplied by the estimated number dfersons in poverty in the state in 1987 (from Bble

12, column 6). The regional estimates are the sums of those for the states in eac )
6—The regional totals are scaled to the U.S. total; the estimates for the states in a region are scaled to the total for the region.

7—(Column 6/column 4].

[xX<7

Advisory Commission on Intergovernmental Relations 77



Table B-9

Derivation of Estimates of the NumBer of Children in Poverty, 1987

(populations in thousands)

1980
Total _under 18 in Poverty . Total
Region and State Under 18 Number Percent Under 18
) (1) 2 (3) “4) (5)
United States 63,758 10,026 15.7% 63,43 12,80
Sum of Detail 63,758 10,026 12,84
Northeast 13,083 1,99 15.2 12,072 1,90
Connecticut 323 B n3 76 92
Maine 322 50 155 33 51
Massachusetts 1,490 13 12.9 1,3%6 186
New Hampshire 258 24 9.3 266 27
New Jersey 1,991 278 14.0 1,831 25
New York™ 4,683 877 18.7 4,360 878
Pennsylvania 3,123 426 136 2,851 418
Rhode Island 243 33 134 229 3
Vermont 145 20 13.7 140 21
Midwest 16,921 2,170 128 15,677 3,078
Illinois 3,244 478 7 3,05 684
Indiana 1,618 130 17 1,469 263
lowa 826 94 14 732 128
Kansas 649 73 n.2 650 12
Michigan 2,12 Xl 181 2,459 494
Minnesota 1,172 118 101 1,111 171
Missouri 1,33 1% 44 1,39 288
Nebraska 447 53 1.9 424 77
North Dakota 191 27 142 187 41
Ohio 3,05 401 13.0 2,837 563
South Dakota 206 41 19.7 1% 59
Wisconsin 1,38 10 10.3 1,20 19
South 21,638 4,180 19.3 2,378 5,15
Alabama 1,162 271 23.3 1,116 309
Arkansas 71 14 23.0 648 177
Delaware ) 166 25 153 162 2
District of Columbia 143 3B 2.3 1% 42
Florida 2,30 427 18.1 2,74 81
Georgia 1,646 342 038 1,76 427
Kentucky 1,083 230 2.2 996 51
Louisiana 1,331 307 2.1 1,316 30
Maryland 1,168 143 22 1,15 163
Mississippi 15 244 DO 791 21
North Carolina 1,688 29 18.0 1,628 48
Oklahoma 855 132 154 893 163
South Carolina 942 1% 0.7 Al 231
Tennessee 1,28 263 2.3 1,51 01
Texas 4,36 791 184 4,94 1,06
Virginia 1,45 216 14.6 1,460 233
West Virginia 50 1 18.2 491 106
West 12,116 1,683 13.9 13,416 2,663
Alaska 131 15 1.8 172 )
Arizona 791 128 16.2 919 212
California 6,330 947 14.8 7,302 1,50
Colorado 81 91 13 874 140
Hawaii 276 ) 12.7 286 52
Idaho 307 43 14.0 306 61
Montana 232 2 136 225 43
Nevada 215 21 9.7 53 5
New Mexico 418 91 21.7 447 138
Oregon 723 & n.v 686 114
Utal 50 57 10.6 629 94
Washington 1,10 128 1.2 1,10 187
Wyoming 146 11 76 148 16
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Sources: 1& 4— US. Departmentof Commerce, Bureau of the Census, State Population and Household Estimates, with Age, Sex, and Components of
Change, 1981-87, Current Population Reports (Washington, DC, 1988), Tables 5 and 6.

2 —Thable B-6, column 2.

5—Regional totals are estimatesfor 1986 [from U.S. Department of Commerce, Bureau of the Census, Poverty in the United States: 1986,

CurrentPopulation Reports
country. The U.S. total for
from the March 1988 Current Population Survey (1988),

18. For each state in a region, the number is the percentage in column 7 applied to column 4.

Table

ashington, DC, 1988), Thble 5, adjusted to 1987 by the change from
is from Bureau of the Census,Money Income and Poverty Status in the United States: 1987, Advance Data

6—The direct estimates for the statesin a region are scaled to the actual regional total in column 5. o .
7—For the regional totals: [column 5/column 4]. FOr each state in a region, the percentage is that in column 3 (for 1980)multiplied by its
region's ratio in 1987 (column 7)divided by its region's ratio in 1980 (column 3).
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TableB-10
Derivation of a Workload Measure for Elementary and Secondary Education, 1987
(populations in thousands)

School-Age Children Weighted Nt
School-Age Enrollment Population Under 18 School-Age
Population in Private Schools Net of Private Living in Population
— . Fali1987  __ Earollment, 1987 Poverty Workload
State 5-13 14-17 Elementary  Secondary Elementary Secondary 1987 Number Measure
€3] €3] 3 C)) &) 6) o ®) ®

United States 30,823 14467 3,664 1,229 27,159 13,238 12,830 32,741 99.75%

Sum of Detail 30824 14467 3590 1,195 27,234 13,272 12,834 32,822 100.00
Alabama 553 268 50 1 503 257 310 636 194
Alaska 80 32 5 0 75 32 29 84 0.26
Arizona 437 195 34 1 403 184 211 479 1.46
Arkansas 323 152 14 4 309 148 177 378 115
California 3,486 1514 439 126 3,047 1,388 1,535 3,601 1097
Colorado 419 187 28 8 391 179 140 448 136
Connecticut 356 186 43 33 313 153 92 363 111
Delaware 78 37 18 6 60 31 30 I6) 0.23
District of Columbia 61 29 12 6 49 23 43 63 0.19
Florida 1,267 625 170 57 1,098 568 583 1372 418
Georgia 847 412 63 26 84 386 429 963 2.93
Hawali 138 59 28 10 110 49 52 128 0.39
Idaho 158 64 4 2 154 62 61 170 052
Illinois 1,484 690 243 76 1,241 614 684 1530 466
Indiana 729 350 72 20 657 330 263 790 241
lowa 371 165 38 12 333 153 127 385 117
Kansas 321 137 27 8 294 129 112 334 1.02
Kentucky 500 238 49 18 451 220 251 554 1.69
Louisiana 650 281 128 36 522 245 361 648 1.97
Maine 147 73 7 9 140 64 50 160 049
Maryland 527 265 69 28 458 237 164 553 1.68
Massachusetts 621 326 68 43 553 283 186 661 201
Michigan 1,198 596 140 51 1,058 546 494 1,304 397
Minnesota 544 244 71 16 473 228 171 555 1.69
Mississippi 397 183 34 18 363 165 282 453 138
Missouri 641 299 93 28 548 2711 288 672 205
Montana 113 48 6 1 107 47 43 122 0.37
Nebraska 210 92 26 1 184 81 i 211 0.64
Nevada 122 54 6 1 116 53 35 131 040
New Hampshire 127 63 10 10 117 53 27 130 040
New Jersey 868 450 150 55 718 39%5 275 895 2.73
New Mexico 218 95 14 5 204 9% 138 247 0.75
New York 2,088 1,024 406 123 1,682 901 878 2129 6.49
North Carolina 788 42 44 12 744 390 349 924 282
North Dakota 94 ] 9 2 85 3] 41 97 0.30
Ohio 1,392 672 183 63 1,209 609 563 1475 4.49
Oklahoma 440 195 13 4 427 191 164 483 149
Oregon 343 153 19 8 324 145 114 368 112
Pennsylvania 1,376 692 251 97 1,125 595 418 1,374 419
Rhode Island 109 55 20 8 89 47 33 109 0.33
South Carolina 462 223 42 8 420 215 232 525 1.60
South Dakota 97 40 9 2 88 38 59 105 0.32
Tennessee 618 305 42 27 576 278 302 699 213
Texas 2412 1,070 144 30 2,268 1,040 1,089 2,673 8.14
Utah 332 113 3 4 329 109 94 330 1.01
Vermont 67 33 3 4 64 29 21 72 0.22
Virginia 693 346 54 19 639 327 4 774 236
Washington 570 257 43 14 527 243 186 605 184
West Virginia 251 123 8 3 243 120 106 292 0.89
Wisconsin 625 288 133 23 492 265 199 611 186
Wyoming 76 29 3 0 73 29 16 m 0.23

Sources: 1& 2—Special tabulations prepared by the U.S. Bureau of the Census, Population Division, Population Estimates Branch, November 1988.
3 & 4—"Table B-11, columns 11and 12.
5—{Column 1- column 3].
6 —{Column 2 = column 4].
7 ~Thble B-9, column 6.
8—{0.6 « (column 5) + column 6 + 0.25 ¢ (column 7)).
9—Percentage distribution of column 8.
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Table B-11
Enrollment in Elementary and Secondary Schools, Public and Private, 1986 and 1987

(thousands)
Percentage of Total Enrollmentin Fall 1987
Enrollment in Public Enrollmentin Fall 1986 Public Institutions,
state Elementary Secondary Total Elementary Secondary Total Elementary. Secondary Elementary Secondary Elementary Secondary
® @ ©)] O] ® ©® Q] @® ©) (10) (11 (12

United States 88.42% 90.86%  39,837.5 274037 12,4338 40,200.1 27,6532 12,546.9 27,983.0 12,217.0 3,664.5 1,228.8

Sum of detail 39,8375 274037 124338 40,200.1 27,663.1 12,537.0 27,983.0 12,217.0 3589.7 1,195.2
Alabama 91.32 94.87 7337 519.0 2148 730.5 516.7 2138 522.7 208.4 497 11.3
Alaska 94.04 100.00 108.0 78.0 300 105.5 76.2 29.3 77.1 286 49 00
Arizona 9214 94.12 5345 3714 1631 567.2 394.1 173.1 398.7 168.7 340 10.5
Arkansas 95.64 96.98 4374 306.9 130.6 4370 306.6 1305 310.1 1271 14.1 40
California 87.76 9135 43780 3,045.7 1,3323 4,469.9 3,109.6 1,360.3 3,145.6 1,325.6 4387 1255
Colorado 93.23 95.50 558.4 386.3 172.1 560.2 387.6 172.7 3920 168.3 285 79
Connecticut 8311 8104 468.8 3218 147.0 464.0 3185 1455 3222 141.8 435 332
Delaware 7887 83.83 94.4 64.8 296 95.7 65.7 300 66.4 29.2 178 56
District of Columbia 84.12 78.80 85.6 625 232 87.7 64.0 237 64.7 231 12.2 6.2
Florida 87.38 89,57 1,607.3 1,120.9 486.4 1,663.6 1,160.2 5034 1,173.6 490.6 1695 57.1
Georgia 9295 92.58 1,096.4 778.0 3184 1,159.5 822.7 336.7 8322 3282 63.1 26.3
Hawaii 80.74 83.46 164.6 1133 514 165.9 114.1 518 1155 50.5 275 100
Idaho 97.21 97.20 208.4 149.6 58.8 2124 1525 50.9 154.2 584 44 17
Ilinois 83.67 87.95 1,825.2 1,249.3 5758 1,798.0 1,230.8 567.3 1,245.0 552.8 2430 5.7
Indiana 90.13 93.86 966.8 653.6 313.2 965.2 6526 312.7 660.1 3047 723 199
lowa 89.60 92.66 481.3 3235 1578 478.9 3219 1570 325.6 153.0 378 121
Kansas 91.80 93.93 416.1 2916 1245 4211 295.1 126.0 298.5 122.8 26.7 79
Kentucky 90.14 91.56 642.8 446.9 1959 642.7 446.8 195.9 452.0 1909 494 176
Louisiana 82.07 85.37 795.2 580.8 2144 795.3 5809 2145 587.6 209.0 1284 358
Maine 95.13 87.83 2118 1437 681 2100 1425 67.5 1441 65.8 74 91
Maryland 87.03 88.66 675.7 4560 219.7 680.1 459.0 2211 464.3 2155 69.2 276
Massachusetts 89.14 86.07 8339 5594 2745 823.6 5525 2711 558.9 264.2 68.1 428
Michigan 88.84 91.67 1,681.9 1,108.8 5731 16738 1,103.5 570.3 1,116.3 555.8 1402 505
Minnesota 87.32 9347 711.1 479.1 2320 7163 482.6 2337 488.2 2277 709 159
Mississippi 9143 8845 498.6 356.1 1426 505.6 3610 1446 365.2 1409 342 184
Missouri 85.70 89.73 800.6 5493 2513 8021 550.4 251.7 556.7 2453 929 28.1
Montana 94.42 97.28 153.3 107.6 458 1539 1080 459 109.2 448 65 13
Nebraska 87.88 8792 267.1 185.3 819 263.1 186.0 822 1881 801 259 11.0
Nevada 95.10 97.22 1612 1122 491 165.1 1148 50.2 116.2 490 6.0 14
New Hampshire 91.56 84.10 1637 1099 538 164.2 110.3 539 1115 525 103 99
New Jersey 83.29 86.69 1,107.5 7423 365.1 1,105.6 7411 364.5 749.6 355.2 150.4 545
New Mexico 93.27 94.87 2819 1910 29 287.2 1946 926 196.9 90.3 142 49
New York 80.93 87.56 2,607.7 1,713.5 894.3 25931 1,703.9 889.2 1,723.6 866.5 406.1 1231
North Carolina 94.53 96.46 1,085.2 7485 336.8 1,084.8 748.1 336.7 756.8 328.1 43.8 12.0

North Dekota 90.42 94.12 1187 839 348 1185 83.8 347 84.7 338 90 21
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. Table B-11 (cont.) . .
Enrollment in Elementary and Secondary Schools, Public and Private, 1986 and 1987

(thousands)
Percentage of Total Enrollmentin Fall 1987
Enrollmentin Public Enrollment in Fall 1986 ) o Public Institutions, ) o
—lnstitutions in 1980
State Elementary Secondary Total Elementary Secondary Total Elementary Secondary Elementary Secondary Elementary Secondary
¢Y) @ 3) ® 3 ©) ™ @® &) (10) (1D (12)

Ohio H.BH 90.03 1,793.5 1,208.1 585.4 1,789.5 12054 ™1 1,2194 59.2 1830 a0
Oklahoma 96.93 97.97 53.2 417.3 15.9 587 1.2 177.5 426.0 130 135 36
Oregon AA AN 403 308.5 1408 459 313.1 8 36.7 132 190 84
Pennsylvania DA 5.8 1,6/.2 1,064.6 609.6 1,664 1,833 813.1 1,065.4 5377 X9 973
Rhode Island 8241 84.66 134.1 a4 Viriyd ™1 a4 Vil X4 416 197 75
South Carolina 129) B.A 611.6 7.8 183.9 614.9 430.1 jIS7HY) 43%.0 132 1.7 82
South Dakota 91.40 B 155 4 36.1 126.5 D1 .4 all b4 86 23
Tennessee BB D74 8181 5770 241.0 819.3 5779 214 3.6 252 4.6 249
Texas ANA43 96.85 3,209.5 2375 892.1 3,307 2,419.4 R1.3 2,74 075 1444 A5
Utah DB 9.77 416.0 3084 176 487 310.4 183 314.0 1B5 31 35
Vermont B.44 H83 921 63.4 8.7 RB.5 4.4 202 .1 284 31 43
Virginia 92.74 BB 95.1 673.2 3019 979.3 6/6.1 3B.2 a9 264 85 193
Washington P38 94.27 76lA 521.3 240.1 775.8 512 244.6 5.3 384 43.1 us
West Virginia 96.77 96.91 FL8 235 183 M2 2383 1060 241.0 183 81 3.3
Wisconsin 79.59 9.8 7678 509.6 2582 7720 5124 259.6 518.3 3.0 1329 25
Wyoming B.H 100.00 1010 2.2 87 ®B.5 05 2.0 7.3 23 31 -

Sources: 1—Table B-12 [column 7/column 6].

2—Table B-12 [column 11/column 10].

3-6—U.S. Departmentof Education, National Center for Education Statistics, Digest of Education Statistics, 1988(Washington,DC, 1988), Table 32. An estimateof total enrollmentin Massachu-
setts is not shown separately; the amount appearingabove is implicit in the published national total.

7 —[(Column 4/column 3) * column 6].

8—[Column 6 - column7].

9 & 10—columns 7 and 8, respectively, scaled to national totals from U.S. Department of Education, National Center for Education Statistics, Projections of Education Staristics o 1997-98
(Washington, DC, 1988), Table 1.

11 —[(Column 9/column 1) - column 9).

12 —[(Column 10/column 2) - colum 10].
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Table B-12

Enrollment in Elementary and Secondary Schools, Public and Private, Fall 1980

(thousands)

Total Enrollment

Elementary Schools

Secondary Schools

] Private ] Private ] Private

state Total Public Ota -4 Total Public A B Total Public A C D
@ @ A ©) &) © Y ® €) (10) (1D 1) @) 4

United States 45940 40978 4962 3925 1037 31,288 27665 2925 698 14652 13313 1,000 264 339
étum o}'a éetail 45,944 40,982 4,962 3,923 1,039 31,292 217,666 2,926 700 14,652 13,316 997 255 339
Alabama 822 759 63 24 39 578 528 20 30 244 231 4 6 9
Alaska 9% 86 4 2 2 64 60 2 2 26 % 0 0 0
Arizona 554 514 40 31 9 387 357 24 6 167 157 7 2 3
Arkansas 466 448 18 10 8 324 310 8 6 142 138 2 2 2
California 4,632 4118 514 413 101 3,146 2,761 316 69 1,486 1,357 97 24 32
Colorado 581 546 35 24 11 401 374 19 8 180 172 5 2 3
Connecticut 620 532 88 79 9 413 364 45 4 m7 168 A 4 5
claware 122 99 2 16 7 72 57 1 4 50 2 5 2 3
Blstrict of Columbia 121 100 21 15 6 84 71 10 3 37 2 5 2 3
Florida 1,715 1510 205 116 89 1,192 1,042 89 61 523 468 27 21 28
Georgia 1152 1,069 83 21 56 798 742 20 B 353 327 7 1419
Hawaii 202 165 37 23 14 136 110 17 9 66 55 6 4 5
1daho 209 203 6 4 2 148 144 3 1 61 59 1 1 1
llinois 2,333 1984 349 332 17 1,596 1335 249 12 738 649 83 4 6
In(ﬂana 1,155 1,055 100 80 20 786 708 63 15 370 347 17 4 6
lowa 589 534 55 51 4 392 351 38 3 198 183 13 1 2
Kansas 450 416 A 29 5 308 283 2 3 142 133 7 1 2
Kentucky 740 670 70 58 12 515 464 43 8 225 206 15 3 4
Louisiana 937 778 159 120 39 663 544 92 27 274 234 28 9 12
Maine 241 223 18 12 6 161 153 6 2 80 70 6 3 4
Maryland 857 751 106 83 23 566 493 59 14 291 258 24 7 9
Massachusetts 1,160 1,022 138 123 15 758 676 75 7 402 346 48 6 8
Michigan 2075 1,863 212 171 41 1,379 1,225 127 27 696 638 44 11 14
innesota 843 754 89 74 15 552 482 59 1 291 272 15 3 4
ISSISSIpPI 527 477 50 16 A 361 330 1 20 166 147 5 n 14
Missouri 970 844 126 115 1 662 567 87 8 309 277 28 3 4
Montana 164 156 8 6 2 112 106 5 1 51 50 1 0 0
Nebraska 319 280 39 35 4 215 189 24 2 104 91 1 1 2
Nevada 157 150 7 5 2 106 101 4 1 50 49 1 0 0
New Hampshire 188 167 21 17 4 122 112 9 1 65 55 8 2 2
New Jersey 1476 1,246 230 207 23 984 820 150 14 91 426 57 6 8
New Mexico 289 271 18 13 5 199 186 10 3 90 85 3 1 2
New York 3451 2871 580 490 90 2,271 1,838 372 61 1,180 1,033 118 2229
North Carolina 1,187 1,129 58 17 41 831 786 14 31 356 343 3 7 10
North Dakota 128 117 n 9 2 85 77 7 1 43 40 2 0 1



£g suoneey piuscolercbieiu) uolols siwwe) AIospg

) Table B-12 {cont.) ) )
Enrollment in Elementary and Secondary Schools, Public and Private, Fall 1980

(thousands)
Total Enrollment Flementaw Schools Secondary Schools
Private Private Private

State Total Public Total (8) T (12) (3)-(4) Total Public A B Total Public A C D

ey @ ©) ) () ©) M ®) ® (10) (1D (12 1O @)
Ohio 2,225 1,957 268 244 24 1,509 1,312 181 16 716 645 63 6 8
Oklahoma 594 578 16 10 6 412 399 8 5 183 179 2 1 2
Oregon 492 464 28 21 7 338 319 15 4 154 145 6 2 3
Pennsylvania 2,311 1,909 402 348 54 1,521 1,231 255 K3 790 678 93 14 19
Rhode Island 178 148 30 26 4 115 95 18 2 63 53 8 1 2
South Carolina 669 619 50 14 36 467 426 12 29 202 193 2 5 7
South Dakota 140 129 1 8 3 93 85 6 2 47 vaa} 2 1 1
Tennessee 926 854 72 35 37 645 602 23 20 281 252 12 13 17
Texas 3,049 2,900 149 115 A 2,170 2,049 9%5 26. 879 851 20 6 8
Utah 349 A3 6 4 2 252 250 2 0 9% 93 2 1 1
Vermont 103 95 8 7 1 69 66 3 0 33 2 4 0 0
Virginia 1,085 1,010 75 43 32 758 703 33 2 327 307 10 8 10
Washington 813 757 56 33 18 556 515 2 1 257 242 9 4 6
West Virginia 3% 383 13 8 5 279 270 6 3 117 113 2 1 2
Wisconsin 993 831 162 153 9 663 528 128 7 330 303 25 2 2
Wyoming 101 98 3 2 1 73 70 2 1 28 28 0 0 0

A:  Enrollmentin privateelementaryand secondaryschools as reported by U.S. Department of Education, National Center for Educational Statistics, that is, excludingenrollmentin
“combinedelementary and secondary schools and other schools.”

Enrollmentin private “combined elementary and secondary schoolsand other schools” apportioned to primary schools as the residual amount remaining of the total after the
apportionment to secondary schools (column 5 - column 14).

C:  Enrollmentin private “combinedelementary and secondaryschools and other schools”apportionedto secondary schools by secondaryschools’actual share of total enroliment in
exclusively elementary or secondary (private) schools in each state [(column 12/column 4) « column §].

D:  Enrollmentreported in column 13scaled to 339, the enrollmentimplicit in the estimate reported for Fall 1980for private secondaryschools in Digest of Education Statistics, 1988,
Table 44[inother words, the total enrollmentin private secondaryschoolsreported for Fall 1980in Table 44(1,339)lessthe enrolimentother than in “combined”schoolsshown in
column 12(1,000)).

Sources:  3—U.S. Department of Education, National Center for Education Statistics,Digest of Education Statistics, 1988 (Washington, DC, 1988), Table 49.
7,8, 11, and 12—U.S_Departmentof Commerce, Bureau of the Census, Statistical Abstract of the United States, 1982-83 (Washington,DC, 1982), Table 220. The U.S. total for public secondary
schoolsis the amount reported in Digest of Education Statistics, 1988, Table 44,
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Table 8-13

Trend in Population and Higher Education Enrollment, by Age, Fall 1970.87

(thousands)
Enrollment in Institutions of Higher Education
Resident Population Aee 14 and Older Total Full-Time Equivalent
Age 4/1/70  7/4/75 4/1/80  7/1/85  7/1/87 1970 1975 1980 1985 1987 1970 1975 1980 1985 1987
¢y @ ) Q) &) ©) @ ® 9) (10) 1m 12 a3y @y Q1)
Total 149,399 165424 179,038 190,622 194,654 8580 11,185 12,096 12250 12545 6,739 8289 8763 8801 8995
14-17 15851 17125 16247 14865 14,797 259 278 247 235 210 248 4 226 214 195
18-24 23714 27,735 30022 28,500 27107 5937 6,783 7313 6916 7,036 5268 5843 6314 598 6,082
2534 24923 31314 37082 42027 43315 1561 2,741 3114 3214 3276 859 1561 1621 1,741 1804
B+ 84911 89250 95687 105,230 109435 823 1383 1422 188 2023 364 632 603 858 914
Total Enrollment as Percentage Percentage Distribution of
i rou Tot
Age 1970 1975 1980 1985 1987 1970 1975 1980 1985 1987
(16) amn (18) 19 (20) (21 (22) (23) (24) (29
Total 5.74% 6.76% 6.76% 6.43% 6.44% 1000% 100.0% 100.0% 100.0% 100.0%
1417 163 1.62 152 158 142 30 25 20 19 17
18-24 2504 2446 24.36 24.27 2596 69.2 60.6 0.5 565 56.1
2534 6.26 8.75 84 7.65 7.56 182 245 57 26.2 261
35+ 0.97 155 149 179 1.85 96 124 118 154 16.1
FTE Enrollmentas Percentage Percentage Distribution of
of Population, bv Age Group FTE Enrolimentby Aee
Age 1970 1975 1980 1985 1987 1970 1975 1980 1985 1987
(26) @7 (28) 29 (30$) (EJY) (32) (33) (34) (35)
Total 451% 501% 48% 4.62% 462% 100.0% 100.0% 100.0% 1000% 100.0%
14-17 156 148 139 144 132 37 31 26 24 22
18-24 2222 2107 2103 2101 24 782 705 720 680 67.6
2534 345 498 437 414 416 127 188 185 198 201
35+ 043 0.71 0.63 0.82 0.83 54 76 6.9 9.8 102
Sources: 1—U.S. Department of Commerce, Bureau of the Census, Statistical Abstract of the United States, 1988 (Washington,DC, 1987), Table 20.

2 — Statistical Abstract of the United States, 1986 (1985), Table 29,

3-5—U.S. Department of Commerce, Bureau of the Census, State Population and Household Estimates, with Age, S¢,and Componentsof Change: 1981-87 (Washington, DC, 1988), Table 5; and
unpublished tabulation for the 14-17 age group supplied by the U.S. Department of Commerce, Bureau of the Census, Population Division, Population Estimates Branch, November 1988.

6-10—Table B-14, columns 1-5.
1-15—Table B-14, columns 16-20.
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Table B-14
Trend in Higher Education Enrollment, by Age, Fall 1970-87

(thousands)
Total Enrollment Full-Time Enrollment Part-Time Enrollment
Age 1970 1975 1980 1985 1987 1970 1975 1980 1985 1987 1970 1975 1980 1985 1987
(D v 3) @) ) ©) @) @8 ® (10) (11) (12) (13) (14) (15)
Total 8581 11,185 12,097 12247 12544 5815 6841 7098 7075 7219 2766 4344 4999 5172 5,325
Sum of Detuil 8580 11,185 12,096 12,250 12,545 5817 6841 7097 7,077 7,220 2765 4344 499 5172 5325
1417 259 278 247 235 210 242 242 216 203 188 17 36 31 32 22
18-19 2,600 2,786 2,901 2,600 2,764 2,406 2510 2580 2322 2450 194 276 320 278 314
20-21 1,880 2243 2423 2,383 2,224 1647 1,854 2,060 1975 1847 233 390 364 408 377
22-24 1,457 1754 1,989 1,933 2,048 881 1,008 1174 1227 1308 576 746 815 705 740
25-29 1,074 1,774 1,871 1,953 1,947 407 692 610 695 724 668 1082 1261 1258 1,223
30-34 487 967 1,243 1,261 1,329 100 279 264 310 344 388 687 979 951 985
B+ 823 1383 1,422 1,885 2,023 134 256 193 345 359 689 1127 1229 1540 1,664
Total 8580 11185 12,096 12250 12545 5817 6841 7097 7,077 7,220 2765 4344 4,999 5172 5325
1417 259 278 247 235 210 242 242 216 203 188 17 36 31 32 22
18-24 5,937 6,783 7313 6,916 7,036 4934 5372 5814 5,524 5605 1003 1412 1499 1391 1,431
25-34 1,561 2,741 3114 3,214 3,276 507 971 874 1005 1,068 1056 1,769 2240 2209 2,208
35+ 823 1,383 1,422 1,885 2023 134 256 193 345 359 639 1127 1229 1540 1,664
Total FTE Enrollment Eull-Time Enrollment Part-Time FTE Enrollment
Age 1970 1975 1980 1985 1987 1970 1975 1980 1985 1987 1970 1975 1980 1985 1987
(16) an (18) (19) (20) (21 (22) (23) 29 (25) (26) @n (28) 29) 30
Total 6,739 8,289 8,763 8,801 8,995 5817 6841 7097 7,077 7,220 922 1,448 1,666 1,724 1,775
14-17 248 254 226 214 195 242 242 216 203 188 6 12 10 1 7
18-19 2471 2,602 2,687 2415 2,555 2406 2510 2,580 2322 2450 65 92 107 93 105
20-21 1,725 1984 2,181 2111 1973 1647 1854 2,060 1975 1847 78 130 121 136 126
22-24 1,073 1,257 1,446 1,462 1,555 831 1,008 1174 1,227 1,308 192 249 272 235 247
529 630 1053 1,030 1,114 1132 407 692 610 695 724 223 361 420 419 408
30-34 229 508 590 627 672 100 279 264 310 344 129 229 326 317 328
35+ 364 632 603 858 914 134 256 193 345 359 230 376 410 513 555
Total 6,739 8,289 8,763 8,801 8,995 5817 6841 7,097 7,077 7220 922 1,448 1,666 1,724 1,775
14-17 248 254 226 214 195 242 242 216 m3 188 6 12 10 1 7
18-24 5,268 5,843 6,314 5,988 6,082 4934 5372 5814 5524 5,605 334 471 500 464 477
25-34 859 1,561 1,621 1,741 1,804 507 971 874 1005 1,068 352 590 747 736 736
3B+ 364 632 603 858 914 134 256 193 345 359 230 376 410 513 555

Sources: 14, 6-9, and 11-14 - U.S. Department of Education, National Center for Education Statistics, Digest of Education Statistics, 1988 (Washin

on, DC, 1988), Table 119,

1
5,10, and 15— U.S. Department of Education, National Center for Education statistics, Projections of Education Statistics to 1997-98 (\Nas%ﬂngton, DC, 1988), Table 8
26-30—Columns 11-15 divided by 3.



Table B-15
Derivation of a Workload Measure for Higher Education, 1987
(populations in thousands)

State 14-17 18-24 25-34 B+ Number Workload Measure
1) @ 3 4 ) (6)
United States 14,467 27,107 43315 109,435 8,984.0 100.01%
Sum of Detail 14,467 27,107 43,318 109,327 8,983.2 100.00
Alabama 268 466 701 1,800 152.2 1.69
Alaska 32 63 103 188 20.4 23
Arizona 195 373 602 1,491 1237 1.38
Arkansas 152 264 374 1,103 86.0 %
California 1514 3,006 5,331 12,024 1,016.1 1131
Colorado 187 366 676 1,381 124.2 1.38
Connecticut 186 355 536 1,563 1174 131
Delaware 37 76 118 288 24.8 .28
District of Columbia 29 67 131 288 233 .26
Florida 625 1,202 1,891 6,227 408.3 455
Georgia 412 737 1,107 2,642 2388 2.66
Hawali 59 129 197 471 418 47
Idaho 64 106 170 418 35.2 .39
Ilinois 690 1278 2,070 5,199 4252 473
Indiana 350 628 976 2457 206.5 230
lowa 165 307 494 1,302 102.4 114
Kansas 137 267 444 1,115 89.4 100
Kentucky 238 433 651 1,647 1411 157
Louisiana 281 526 817 1,802 170.7 1.90
Maine 73 135 201 547 442 49
Maryland 265 532 812 2,067 1738 193
Massachusetts 326 684 1,078 2,755 2255 251
Michigan 596 1,060 1,642 4,038 347.6 3.87
Minnesota 244 470 780 1,884 156.8 175
Mississippi 183 313 430 1,090 99.6 111
Missouri 299 552 876 2,366 1839 205
Montana 48 85 143 358 28.6 32
Nebraska 92 174 281 716 57.9 .64
Nevada 54 106 206 442 36.7 41
New Hampshire 63 122 195 475 40.3 45
New Jersey 450 843 1,256 3,741 2784 3.10
New Mexico 95 171 262 621 55.7 62
New York 1,024 1,983 2,988 8,494 653.3 1.27
North Carolina 402 754 1,145 2,887 246.1 2.74
North Dakota 38 1) 125 286 249 28
Ohio 672 1,182 1,862 4,904 392.3 437
Oklahoma 195 359 575 1,445 1190 133
Oregon 153 275 513 1,249 95.4 1.06
Pennsylvania 692 1,291 2,001 5,792 430.2 4.79
Rhode Island 55 113 175 469 37.3 41
South Carolina 223 416 619 1,449 1341 149
South Dakota 40 78 121 314 25.7 29
Tennessee 305 543 848 2,214 1795 2.00
Texas 1,070 1,882 3,151 6,771 623.7 6.94
Utah 113 194 308 550 62.4 69
Vermont 33 65 102 240 21.3 .24
Virginia 346 714 1,089 2,642 232.0 2.58
Washington 257 484 873 2,012 165.0 184
West Virginia 123 208 316 882 688 77
Wisconsin 288 542 850 2,147 178.6 1.99
Wyoming 29 53 106 74 173 19

Sources: 1—Special tabulations pregared by the U.S_Department of Commerce, Bureau of the Census, Population Estimates Branch, Population
ivision, November 1988.

2-4—U.S. Department of Commerce, Bureau of the Census, State Population and Household Estimates, wirh Age, Sex,and Components of
Change, 1981-87 (Washington,DC, 1988), Tables 5 and 6.

5 —Sum of (1.3‘2 reent of column 1), (22.44 percent of column 2), (4.16 percent of column 3),and (0.83 percent of column 4); each weight is
the estimated FTE number of persons in theagegroupenrolledin institutions of highereducationasapercentageof the total populationon
July 1,1987,from Table B-13, column 30.

6— Percentage distribution of column 5.
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o Table B-16 .
Derivation of a Workload Measure for Health and Hospitals, 1987
(populations in thousands)

Work-Disabled Pooulation Population Under l50%g’overtv Total Population
—Population Aged 16-64. 1087  _ Rate 1087 July 1, 1987
State 5{938% Number Disabled gi?t’?l nlEétil ?1 1980 1987  Number gl%'t’gﬁ%%%% Number gl%%?ﬁ?l}%%% \{A\Qggllj?%d
] @) ) 3 1)) (5) (6) M ® (¢)) (10) 1n

United States 85% 157628 13398 99.70% 21.7% 224% 54573 10000% 243,400 100.00% 100.00%
Sum of Detail 157626 13441 100.00 54573 1000 243,399 100.00 100.00
Alabama 106 259 275 206 312 322 1313 241 4083 1.68 204
Alaska 54 3H1 19 14 182 207 108 -a 525 22 19
Arizona 91 2139 195 145 232 258 873 160 3,386 139 148
Ark_ansa_s 12.7 1471 187 139 329 322 769 141 2,388 98 126
California 82 18212 1493 1111 207 221 6126 1122 27,663 1137 123
Colorad(_) 72 2216 160 119 184 197 648 119 3296 135 124
Connecticut 65 2126 138 103 142 132 424 .78 3211 132 104
Delaware 79 427 K% 25 202 200 129 .24 26 .25
Plistrigt of Columbia 99 424 42 31 2716 309 192 K3 622 26 31
orida 99 7509 743 553 240 230 2,761 506 12,023 494 5.18
Georgia 104 4075 424 315 280 282 1,752 321 6,222 256 297
Hawaii 59 719 42 32 190 189 205 38 1083 44 38
Idaho 87 611 53 40 243 24.7 246 45 998 41 42
Il nois 73 7504 548 408 179 224 2,600 476 11,582 476 453
Indiana 80 3574 286 213 179 196 1084 199 5,531 227 213
lowa 72 1769 127 95 185 205 580 106 284 116 106
Kansas 76 1562 119 .88 191 204 506 93 2476 102 A
Kentucky 14 238 273 208 292 27 1109 203 3727 153 187
Louisiana 96 2809 270 201 22 316 1411 258 4461 183 214
Maine 97 763 74 55 259 212 251 46 1187 49 .50
Maryland 80 3,066 245 182 169 167 757 139 4535 186 169
M_assachusetts 73 38% 284 212 179 157 918 1.68 5355 241 207
M!chlgan 93 5997 558 415 180 213 1958 359 9,200 378 384
Minnesota 70 2732 191 142 173 192 814 149 4,246 174 15
Mississippi 18 1609 190 141 382 405 1064 1% 2,625 1.08 148
Missourti 9.1 3249 296 2.20 20 247 1259 231 5103 210 220
Montana 81 509 41 31 27 239 193 35 809 33 33
Nebraska 70 999 70 52 201 217 346 63 154 65 .60
Nevada . 78 676 53 39 167 171 172 32 1,007 41 37
New Hampshlre 75 704 53 39 170 138 146 27 1057 43 36
New Jersey 69 5,089 3H1l 261 164 158 1214 222 7,672 315 266
New Mexico 8.2 953 78 58 02 A5 518 95 1500 .62 T2
New York . 1.7 11,706 901 6.71 26 221 395 723 17825 7.32 709
North Carolina 97 4242 411 306 267 248 1593 292 6413 263 287
NOIjth Dakota 6.7 415 2 21 235 253 170 31 672 28 .26
Ohio 88 694 612 455 179 210 2,267 415 10,784 443 438
Oklahoma 10.8 2063 223 1.66 244 226 741 136 32 134 145
Oregon . 99 1,746 173 129 195 208 566 104 2,724 112 115
Pennsylvanla 85 7,688 653 486 189 172 2057 37 11936 490 451
Rhode Island 86 642 5 41 194 168 165 30 986 41 37
South Carolina 98 2232 219 163 287 279 955 175 3425 141 159
South Dakota 76 435 33 .25 23 340 241 44 709 .29 3
Tennessee 104 3,161 329 245 280 279 134 248 485 199 2.31
exas 76 10,726 815 606 248 249 4,177 765 16,789 6.90 6.87
Utah 75 969 73 54 202 202 340 62 1,680 69 62
Vermont 85 360 31 23 B7 195 107 20 548 23 2
Vlrglr]la 84 4004 336 250 211 199 1174 215 5,904 243 2.36
Washington_ 88 2971 261 1% 176 191 867 159 4538 186 180
West Virginia 123 1,206 148 110 262 256 486 .89 1897 18 92
Wisconsin 68 3057 208 1% 169 176 847 155 4807 197 169
Wyoming 6.1 313 19 14 153 154 I6) 14 490 .20 16

Sources: 1—Unpublished tabulation by U.S. Bureau of the Census from the 1980 Census. Percentage of the noninstitutional population 16-64years

of age with a “work disability.”

2—U.S. Department of Commerce, Bureau of the Census, State Population and Household Estimates, with Age, Sex, and Components of
Change, 1981-87, Current Population Reports, Series P-25, No. 1024 (Washington, DC, 1988), Tables 5 and 6.

3—{Column 1 ® column2]. 5—-U.S. Department of Commerce, Bureau of the Census, 1980 Census of Population, \/olume 1, Characteristics of
the Population, Cha?terC ,General Social and Economic Characteristics, Part 1, United States Summary (Washington, DC, 1983), Table 245.

6 —Thable B-8, column 7.

7 —Thable B-8, column 6.

9—Table B-7, column 4.

11 —[(Column 4 * column 8 + column 10)/3].
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o TableB-17 _
Derivation of a Workload Measure for Highways, 1987

. Lane Miles, 1987 Yehicle Miles, 1987 (millions)
Percentage Percentage Workload
State Miles Distribution Miles Distribution Measure
M 03] 3 @ (5)
United States 7,624,454 100.0000% 1,924,327 100.0000% 100.00%
Sum of Detail 7,624,454 100.0000 1,924,327 100.0000 100.00
Alabama 180,493 2.3673 37,426 1.9449 2.02
Alaska 24,108 3162 3,900 2027 22
Arizona 91,682 1.2025 31,729 1.6488 157
Arkansas 153,212 2.0095 18,306 9513 114
California 325,195 4.2652 226,301 11,7600 10.45
Colorado 143,877 1.8871 26,968 14014 1.49
Connecticut 42,249 5541 26,775 1.3914 124
Delaware 11,505 .1509 6,086 ,3163 29
District of Columbia 2,668 0350 3,368 1750 15
Florida 215,701 2.8291 93,639 4.8661 451
Georgia 219,815 2.8830 60,293 31332 3.09
Hawali 8,542 1120 7,218 3751 33
Idaho 69,708 9143 8,119 4219 51
Ilinois 281,870 3.6969 75,756 3.9368 3.89
Indiana 189,729 24884 44,122 22929 2.33
lowa 229,287 3.0073 20,808 1.0813 142
Kansas 270,135 3.5430 20,561 1.0685 150
Kentucky 142,445 1.8683 30,320 15756 1.63
Louisiana 120,620 1.5820 30,599 1.5901 159
Maine 44514 5838 10,766 5595 .56
Maryland 60,172 7892 36,493 1.8964 1.70
Massachusetts 71,008 9313 42,305 2.1984 1.98
Michigan 245,916 3.2254 75,706 3.9342 3.81
Minnesota 268,374 35199 35,167 1.8275 212
Mississippi 147,249 1.9313 20,173 1.0483 120
Missouri 244,369 3.2051 43,379 2.2542 242
Montana 130,450 17109 8,074 4196 65
Nebraska 186,454 24455 13,091 .6803 .99
Nevada 63,814 .8370 8,396 4363 51
New Hampshire 29,749 3902 9,167 4764 46
New Jersey 73174 9597 57,071 2.9658 2.61
New Mexico 98,642 1.2938 15,116 7855 87
New York 234,961 3.0817 98,002 5.0928 4.74
North Carolina 189,416 24843 54,600 28374 2.78
North Dakota 173174 22713 5,681 2952 .64
Ohio 235,297 3.0861 79,157 41135 3.93
Oklahoma 228,639 2.9988 31,606 1.6424 1.88
Oregon 108,553 1.4238 23,332 1.2125 1.25
Pennsylvania 240,359 3.1525 78,626 4.0859 3.92
Rhode Island 12,528 1643 6,003 3120 .29
South Carolina 131,066 1.7190 30,224 1.5706 1.60
South Dakota 145,238 1.9049 6,209 3227 .60
Tennessee 172,384 2.2609 42,126 21891 220
Texas 615,908 8.0781 151,186 7.8566 790
Utah 68,194 8944 12,679 .6589 .70
Vermont 28,786 3776 5,039 2619 .28
Virginia 137,439 1.8026 54,834 2.8495 267
Washington 148,485 1.9475 38,520 20017 1.99
West Virginia 69,317 9091 13,742 7141 15
Wisconsin 223,581 2.9324 40,196 2.0888 2.24
Wyoming 74,403 9759 5,367 2789 .40

Sources: 1—Table B-18,column 8. ) L )
3 U.S. Dep artment d'_{_ransportation, Federal Highway Administration, Highway Statistics, 1987 (Washington, DC, 1988) Table VM-2.
5-(0.175 (column 2) T 0.825 ¢ (column 4)}.
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Table B-18

Data Relating to Highways, 1987

Private Net
Motor Vehicle  Licensed Total Mileage, 12/31/87 Federally Local
Registration.  Drivers Controlled Mileage i 1987
State 1987 1987 Total Rural Urban Mileage  (3)-(6) Total Nonlocal Local
1 @ &) @ ®) (6 ™ ® ) (10)
United States 176,046,592 161,818461 2,661,796 2172542 489254 212556 2,449,240 7624454 2,725,974 4,898,480
Sum of Detail 175,338,792 161,818445 2,661,796 2172542 489254 212556 2,449,240 7,624,454 2725974 4898480
Alabama 3,504,551 2,773,636 58,659 48564 10,095 935 57,724 180,493 65,045 115,448
Alaska 346,719 300,000 6,926 5,579 1,347 - 6,926 24,108 10256 13852
Arizona 2,385,893 2,272,863 62582 55062 7,520 34,941 27,641 91,682 36,400 55282
Arkansas 1,424,737 1,657,795 40754 44969 4,785 1,494 48,260 153,212 56,692 96520
California 19,937,942 18562926 101,301 58,891 44410 13,837 87,464 325195 150,267 174,928
Colorado 2,999,191 2310,349 49,209 41652 7557 7,144 42,065 143,877 59,747 84,130
Connecticut 2,581,522 2,346,660 12,823 6049 6,774 - 12,823 42,249 16,603 25,646
Delaware 582,908 462,514 3,775 2,698 1,077 3 3,772 11,505 3,961 7,544
District of Columbia 258,967 388,835 667 - 667 - 667 2,668 1334 1,334
Florida 10,464,480 8,593,062 73811 51374 22437 - 73811 215,701 68,079 147,622
Georgia 4961,180 4,215,283 70148 55804 14,344 984 69,164 219,815 81,487 138328
Hawali 679,116 628,027 2,586 1,672 914 100 2,486 8,542 3,570 4972
Idaho 920,446 690,893 58,652 57,266 1,386 37,633 21,019 69,708 2716710 42038
Illinois 7,570,397 7,186,070 98934 76825 22,109 318 98,616 281,870 84,638 197,232
Indiana 3651300 3,590,173 60,638 48,838 11,800 60,638 189,729 68453 121,276
lowa 2,660,011 1,842,538 70,466 65178 5288 118 70,348 229,287 88,591 140,696
Karsss 2,161,790 1,678/418 89905 83627 6,278 - 89,905 270,135 90,325 179,810
Kentucky 2,650,045 2,338,005 46523 41,609 4914 483 46,040 142,445 50,365 92,080
Louisiana 2847474 2614425 39972 31205 8,767 587 39,385 120,620 41,850 78,770
Maine 909,884 870,716 13317 11882 1435 178 13139 44514 18,236 26,278
Maryland 3275580 3,009,476 18939 10513 8426 430 18,509 60,172 23154 37,018
Massachusetts 3,845,758 3,944,206 21,008 8,060 12,948 116 20,892 71,008 29,224 41,784
Michigan 6,025474 6,378,723 76567 59,060 17,517 - 76,567 245,916 92,782 153134
Minnesota 3132579 2471180 90691 80887 9804 1672 89,019 268,374 90,336 178,038
Mississippi 1,734,097 1775864 40012 44069 4,943 338 48,674 147,249 49901 97,348
M 3685020 3471458 84,267 73583 10,684 709 83,558 244,369 77,253 167,116
Montana 632,026 604,051 48636 46,906 1,730 7877 40,759 130,450 48932 81,518
Nebraska 1281605 1,069,140 62984 59382 3,602 133 62,851 186,454 60,752 125,702
Nevada 790,554 719,058 36,658 34438 2,220 13,994 22,664 63,814 18,486 45328
New Hampshire 861,245 785591 10,019 8591 1428 141 9878 29,749 9,993 19,756
New Jersey 5393976 6,022,080 23,349 7564 15785 39 23310 73174 26554 46620
New Mexico 1255911 1,037,634 41008 38393 3515 6,429 35479 98,642 27,684 70958
New York 9469,062 10,029,037 74092 48,590 25502 - 74,092 234,961 86,777 143,184
North Carolina 4,775,762 4,318,723 63313 50610 12,703 1973 61,340 189,416 66,736 122,680
North Dakota 637,091 434,046 61,041 59976 1,065 684 60,357 173,774 52460 120,714
Ohio 8424705 7,402,416 77286 56,299 20,987 29 71,257 235,297 80,783 154514
Oklahoma 2833866 2,163,148 76535 68437 8,098 2 76,515 228,639 75.609 153,030
Oregon 2198594 2027554 68,866 63119 5747 41312 27,554 108553 53445 55108
Pennsylvania 7,550,032 7,684,136 81,030 63,088 17942 992 80,038 240,359 80,283 160,076
Rhode Island 646,185 647,887 4,098 947 3,151 - 4,098 12,528 4332 8,196
South Carolina 2329854 2,195,348 42376 35937 6439 598 41,778 131,066 47510 83556
South Dakota 659,090 485,367 48216 47,082 1134 1,956 46,260 145,238 52,718 92520
Tennessee 3,967,031 3,156,826 57175 46300 10875 559 56,616 172,384 59,152 113232
Texas 11,934,041 11,153,472 202,770 142018 60,752 964 201,806 615908 212,296 403612
Utah 1,094,000 1,005,942 37,985 33911 4074 17,353 20,632 68,194 26,930 41,264
Vermont 435,701 402,088 9,386 8,790 596 80 9,306 28,786 10,174 18,612
Virginia 4550,014 4,053,303 43292 33199 10,093 1,725 41,567 137,439 54305 83,134
Washington 3,772,918 3,156,743 55,682 44,693 10,989 8,006 47,676 148,485 53133 95352
West Virginia 1,136,812 1,303,404 22925 21,024 1901 1,414 21511 69,317 26295 43022
Wisconsin 3,046,842 3,248,206 75647 66098 9,549 337 75,310 223581 72,961 150,620
Wyoming 464,814 339,150 25395 24,244 1,151 3,921 21474 74,403 31455 42948
Sources: 1—U ?J?[(;E?H{Jnﬁnf of Transportation, Federal Highway Administration,Highway Statistics, 1987 (Washington, DC, 1988) Table MV-1,
—Ibi e

4 & 5—Ibid., Table HM-20.

6 —Ibid., Bble HV-50.

9—~1Ibid., Bble HM-60,

10—[Column 7  2].
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TableB-19
Derivation of a Workload Measure for Police and Corrections, 1987
(populations in thousands)

—Murder and Nop-Negligent Manslaughter Population Total Population
— 1986 1987 Asged 18-24
Percentage Percentage Percentage Workload
State Number Per100K  Number Per100K Distribution Number Distribution Number Distribution Measure
¢} 2) 3 4) 5) (6) o) ® 9 (10)

United States 20,613 8.55 20,096 8.26 100.00% 27,107  100.00% 243,400 100.00% 100.00%
Sum of Detail 20,613 20,096 100.00 27,107  100.00 243399  100.00 100.00
Alabama 409 10.10 380 931 1.89 466 172 4,083 168 176
Alaska 46 8.65 53 10.10 26 63 23 525 22 24
Arizona 307 9.36 253 747 126 373 1.38 3,386 1.39 1.34
Arkansas 191 8.06 182 762 91 264 97 2,388 98 95
California 3,038 11.25 2,924 1057 1455 3,006 11.09 27,663 11.37 12.33
Colorado 230 7.04 191 5.80 .95 366 135 3,296 1.35 1.22
Connecticut 148 4.64 156 4.86 .78 355 131 3,211 132 114
Delaware 31 490 33 512 16 76 28 644 .26 24
District of Columbia 194 3104 225 3617 112 67 25 622 .26 54
Florida 1371 1172 1371 1140 6.82 1,202 443 12,023 494 540
Georgia 686 11.25 735 11.81 3.66 737 272 6,222 2.56 298
Hawaii 51 479 52 4.80 .26 129 48 1,083 .44 39
Idaho 32 3.19 31 311 15 106 39 998 A1 32
Illinois 1,023 8.86 967 8.35 481 1,278 471 11,582 4,76 476
Indiana 329 5.98 307 555 1.53 628 232 5,531 2.27 204
lowa 51 1.79 59 2.08 29 307 113 2834 116 86
Kansas 108 4,39 110 4.44 55 267 98 2476 1.02 85
Kentucky 248 6.66 280 751 1.39 433 160 3,727 153 151
Louisiana 575 12.78 4% 11.12 247 526 194 4,461 1.83 208
Maine 23 1.96 30 2.53 15 135 .50 1,187 49 .38
Maryland 401 899 436 9.61 217 532 1.96 4535 1.86 200
Massachusetts 208 357 173 296 .86 684 252 5,855 241 1.93
Michigan 1032 1129 1,124 1222 5.59 1,060 391 9,200 3.78 443
Minnesota 105 249 112 2.64 .56 470 173 4,246 174 1.35
Mississippi 295 11.24 269 10.25 134 313 115 2,625 1.8 119
Missouri 464 9.16 423 8.29 210 552 204 5,103 210 208
Montana 24 294 33 4,08 16 85 31 809 33 27
Nebraska 50 3.13 55 345 27 174 .64 1,594 .65 52
Nevada 121 1251 85 8.44 42 106 39 1,007 41 A1
New Hampshire 23 2.24 32 3.03 16 122 45 1,057 43 35
New Jersey 399 5.23 3H1 458 175 843 311 7,672 3.15 267
New Mexico 170 11.49 152 1013 .76 171 .63 1,500 .62 .67
New York 1907 1072 2,016 11.31 10.03 1,983 7.32 17,825 7.32 8.22
North Carolina 515 8.14 519 8.09 258 754 2.78 6,413 2.63 267
North Dakota 7 1.03 10 1.49 .08 75 28 672 28 20
Ohio 595 554 630 5.84 3.13 1,182 4.36 10,784 443 398
Oklahoma 269 814 244 7.46 121 359 132 3272 134 1.29
Oregon 178 659 153 5.62 .76 275 101 2,724 112 96
Pennsylvania 659 554 642 5.38 3.19 1,291 4.76 11,936 490 429
Rhode Island 34 3.49 35 355 17 113 42 986 41 33
South Carolina 201 8.61 318 929 158 416 153 3,425 141 151
South Dakota 28 3.96 13 183 .06 78 29 709 29 21
Tennessee 501 1044 444 9.15 221 543 2.00 4,855 199 207
Texas 2,258 1353 1959 1167 9.75 1,882 6.94 16,789 6.90 7.86
Utah 53 3.19 55 3.27 27 194 12 1,680 69 56
Vermont 11 2.03 15 2.74 .07 65 24 548 .23 18
Virginia 411 7.09 437 7.40 217 714 2.63 5,904 243 241
Washington 223 5.00 256 564 127 484 179 4538 1.86 164
West Virginia 114 5.95 92 485 46 208 17 1,897 .78 67
Wisconsin 149 312 168 350 84 542 200 4,807 197 160
Wyoming 27 533 10 204 .05 53 .20 490 20 15

Sources: 1 & 3— US. Department of Justice, Federal Bureau of Investigation, Crime in the United States, 1987 (Washington, DC, 1988, Table 4.
2—[Column 1/(POP86/1002j]l. Populationon July 1,1986,from U.S. Department of Commerce, Bureau of the Census, State Population and
Household Estimates,with Age, Sex, and Components of Change, 1981-87 CurrentPopulation Reports (Washington,DC, 1988, Tables 5and
6

4—[Column 3/(POP87/100)]. Population on July 1, 1987,from column 8.
6 —Thble B-15, column 2.
8 —Table B-7, column4.

10—[(Column5 * column 7 + column 9)/3).
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Appendix C

Variation in the Cost of the Goods
and Services Used by State and Local
Governmentsto Produce Public Services

The cost of the goods and services governments buy in
order to produce public services is one of the most
controversial issues in public finance. In the media,
attention usually focuses on the honesty and efficiency of
the procurement process—the $435 Pentagon hammer,!
for example, or whether procedures prescribed by state
law were used in the award of a contract by a county
highway department. Though the efficiency of govern-
ment procurement is an undeniably important object of
public attention, it is not the dimension of the cost of
government that is relevant here.?

In essence, the issue for present purposes can be stated
as follows: if dl governments managed their procurement
with roughly comparable honesty and efficiency, how much
variation would remain in the average unit costs paid by
jurisdictionsin the different states of the union?

In a 1986 paper on the costs of the public service
responsibilitiesof state and local governments published
in conjunction with the Treasury studies of feder-
al-state-local fiscal relations, the author argued that the

! Herbert Block, Herblock through the Looking Glass (New York:
WW. Norton & Co., 1984), p. 67.

2 Efficiency isa consequenceor attribute of the actualpoliciesof
agovernment. The central logicof the measurement of represen-
tative expenditures and fiscal capecity requires that the analysis
abstract from a government’sactual policies. Hence efficiency is
not a relevant consideration in the present context.

3Ray D. Whitman, “Cost as a Factor in Federal Grant Alloca-
tias,”in Robert W, Rafuse, Jr. (ed.), Fedem|-State-Local Fis-
cal Relations, Technical Papers, Vol. IT (Washington, DC: U.S.
Department of the Treasury, Office of State and Local Fi-

nance, September 1986), pp. 941-86.

4 At the time the series was discontinuedin 1982, the Bureau of
Labor Statistics(BLS) was publishing estimatesof the relative
cost OF living in 25 metropolitan areas in the continental
United States, Alaska, and Hawaii and for a small sample of
non_metroEJoligan urban areasin each of the four major Census
regions. (Until 1978, the estimates were available for 40
metropolitan areas and a sampleof non-metrourban areas in
the four Census regions.) These estimates, known as the
“family” or “standard” budget series, were published for
market baskets of consumer goods and services representing,
for each area/region, three different standards of living.

Since 1982, the BLS has published estimates of two
consumerprice indices—onefor all urban consumers and one
for all urban wage earners—for the four Census regions and

unavailability of necessary data offered no alternative to
assuming uniformity across the nation in the cost of the
goods and services purchased by the states and localities
to produce public services.

Commentators on that paper did not take issue with
the assumption. Perhaps the novelty of the estimates had
something to do with the absence of such a challenge.
Moreover, the Treasury technical papers included a
review of the literature on the variation in input costs
among states and regions.? It concluded that the cause
was hopeless even if the Reagan Administration had not
abandoned the preparation of estimates of the relative
cost of living in metropolitan areas.*

This time around, however, criticsof an early draft of
this report urged that an attemptbe made to deal with the
input-cost issue. They argued that the credibility of the
effort would be undermined by the patent unrealism of an
assumptionthat input costsare the same, say, in Alaska as
in Mississippi. Hence the analysis reported this appendix
was launched.

for 15 metropolitan areas; see, for example, Monthly Labor
Review, January 1989, Table 31. Unfortunately, these estimates
only track the rate of change in the cost of the two market beskets
of consumer goods and services in each area. That is, the indices
reveal whether consumer prices are rising more rapidly in the
Boston area or the San Francisco-Oakland area, but not inwhich
the absolute cost of living is higher. The reason is that the base
(200) for the indices is the average cost of the applicable market
basket in each area during the years 1982-84.
Even if the family budget series had not been discontin-
ued, the information,even prior to 1978, constituted an inade-
uate base for credibleestimatesof relative living costsin all of
the states. No estimates whatsoever were available for 22
states, for examBIe, or for rural areas in any states. Despite
these obstacles, Stephen M _Barro developed a method of ex-
trapolating the available BLS estimates to generate a cost-of-
living index for each of the 50 states and the District of
Columbia (Equalization and Equity in General Revenue Shar-
ing: AN Analysis of Altemative Distnbution Formulas; Part 1: Al-
ternative Interstate Distribution Formulas, prepared for the
National Science Foundation, 1975). Barro’s method subse-
quentlywas adapted and extended by FrederichJ. Grasberger
in Formula Evaluation Pmject, Final Report, Developing and
Applying Analytical Tools to Evaluate the Distributional and
Equalization Effects of Federal Grant-in-Aid Formulas and to
Impmve Formula Performance (Rochester, New York: Center
for Governmental Research, 1980).
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The estimates of relative input costsare derived using
datafromthe 1980Census of Population, the most recent
information available in adequate detail for each state.
The underlying economic reality is probably sufficiently
stablethat the results shed considerablelighton the likely
implicationsof taking accountof differencesin input costs
in the measurement of fiscal capacity. The dataare too old
for use in the implementation of federal programs,
however (though equallyancient data continue to be used
in a number of federal grant formulas). Should the
general approach be deemed reasonable in concept, the
impending availability —within, perhaps, two years—of
the results of the 1990 Census of Population may make
serious consideration of the approach for program
purposes an appealing proposition.

Measuring input Costs: Conceptual issues

The outlays by state and local governments to
purchase the goods and services they use to produce a
given quantity and quality of a public service differ for at
least five reasons:

1 Thepricespaid per unit of the inputs purchased are
different—per gallon of number 2 fuel all, for
example, or per hour fora newly credentialed CPA
for agovernment’saccounting department. Land is
much more expensive in urben than in rural areas.

2. Thequantities and mixes of the inputs used vary,
for reasons of climate and other factors beyond
the control of the officials of a jurisdiction. For
example, fuel oil (or other source of energy) for
heating is a major factor in the production of
elementary educationin Maine. It is of negligible
interest to the school administrator in Florida,
however, to whom electricity for air conditioning
is a matter of serious importance.

3. Goods and services are not employed with the
same efficiency by all governments. Installation
of a mile of curb and gutter may require 20
laborer-hours in one city and only 18in another
where supervisionis more rigorous and effective,
or where work rules incorporated in collective
bargaining agreements are less constraining.

4. The productivity of labor varies because of
differencesin the amount of capitalavailableper
worker. Constructionof a mile of curband gutter
requires many fewer laborer hours where appro-
priate machinery and equipment are available
than where the work is done largely by hand.

5 The scale at which apublic serviceis producedand delivered is
a matter on which the decisionmakers of a government often
have asignificantrange of options—thescale need not be dic-
tated by the size of the jurisdiction. Techniques are available
for achieving optimum production scale whatever the size of a
government. For example, the amount of a service to be deliv-
ered may be too small to enable a government to achieve all
possible economies of scale. In some such cases, the govern-
ment may be able to realize the scale economiesby arranging
with a nelghboringjurisdiction for joint production of the ser-
vice. Inother cases, agovernment may be able to capturescale
economies by contracting for performance of the service by
anothergovernment(perhaps aspecial district) or by aprivate
firm.Large governmentscan usuallymanage to avoid disecon-
omiesof scale by decentralizingproduction. A useful survey of
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5. The optimum scale of production—the level at
which the average cost of a unit of output isata
minimum—varies considerably from service to
service. All governmentsare not Iar%e enough to
produce all servicesat their most efficientscale.
Atthe sametime, some ?overnmentsareso large
that their production of certain services is at a
scale that exceeds the optimum?

The third, fourth, and fifth sources of differencesin
the cost of the goods and servicespurchased by state and
local governments have their roots in the policies o
individual jurisdictions. For this reason, differences trace-
able to these sources are disregardedin the present analysis
for reasons discussed in the second chapter of this report.

Ideally, a measure of the relative cost of the inputs
used by the states and localities would take into
considerationdifferencesof the second type: input mx_ In
Alaska, for example, the absence of roads between many
population centers means that such services as education
and governmental administrationrequire air travel to an
extent unparalleled in any other state.®

Unfortunately, the information base necessary for a
systematic attempt to take account of differencesin the
production functions of state and local governments in
different areas of the country does not exist. Given the
complexity of the issues involved, it seems unlikely that
the necessary information will be available in the
foreseeable future.

This leaves the first reason for differences in input
costs—variation in_the unit prices of the goods and
servicespurchased. The measurement of unit input costs
is discussed in the next section.

An Index of the Prices Paid
by State and Local Governments

The standard approach to the estimation of differ-
ences in the prices faced by purchasers in different
areas—as of changes in the general price level over
time—begins by defininga standard “market basket” of
the goodsand servicescustomarily purchased by the class
of buyers in which one is interested.

In the immediate instance, the buyers are state and
local governments. The reference must be to the mix of
goods and services purchased by state and local govern-
ments as a group because the purchases of any particular
government reflect an array of policy decisions from
which the analysis must abstract.” For the same reason,
reference cannot be to the prices actually paid by a
particular government, or even by all governmentsin a state,

researchon these issuesappearsin William E. Fox, Size Econo-

mies in Local Government Services: A Review, Rural Develop-
ment Research Report No. 22 (Washington, DC U.S.
Department of Agriculture, Economics, Statistics, and Coop
eratives Service, 1980).

6 Example mentioned in a letter to the author from Brad Pierce,
Policy Analyst, Division of Policy, Office of Management and
Budget, Office of the Governor, State of Alaska (January 11,
1990).

"For an analysissimilar to that undertaken here but performed
for local governments in a particular state, the appropriate
class of buyerswould be all localities, or all local governments
of a given type, in the state.



because some of the most important of these prices—
teachers’ salaries,for example —are affectedby the policy
decisions of the governments involved.

With rare exceptions, as when the courts become
involved in eminent domain takings, the states and
localities buy goods and services In the competitive
market. Nonetheless, many governments, especially
larger ones, have the power to influence some of the
prices they actually pay. Often, the effect is the anmer)t
of prices higher than those prevailing in the market. This
may be the result of collective bargaining agreements or
of a belief that higher-than-market prices will buy
better-than-average teachers, or support services, or
dealer responsiveness. These consequencesof state and
Ioca_lrﬁglicy decisions must be abstracted from.

IS can be accomplished in concept by referring to
the actual behavior of governmentsasa group only for the
purﬁose of defining the market basket. The actualprice of
each component of the market basket is ascertained for
each area or tracked over time. Then the cost of the
market basket as a whole is derived by calculating a
weighted total of the prices of the individual components
of the basket for each area or time period. The weightsare
the relative quantities of the goods and servicesthat are
regularly bought by the typical purchaser!  Finally, the
cost of the market basket is converted to an index, with a
value of 100 assignedto the averagefor all areas, or to the
cost of the basket for a given area in a base period.

8 An alternative to the fixed-weight market basket is the
variable-weight approach familiar to those acquainted with
the national income and product accounts. In this afpproach,
actual expenditures by state and local governments for goods
and services during a period are revalued in as fine detail as
possible using appropriate price indices. This yields an
estimate of the value of the purchases at the prices that
prevailed during a base period. Division of the currentdollar
expendituresby the estimates of their value at the prices of the
base period yields an “implicit price deflator.”

In additiontobeing availablein the income accountsonly
for state and local governments as a group, an implicit price
deflator is not availablefor state-localexpenditures other than
direct purchases of goods and services. (After a year or so
delay, annual estimates of currentdollar expenditures are
Bubllshed for state governments as a group and all localities,

ut separate constantdollar estimates—and the correspond-
ing implicit price deflators—are not published.)

For example, transfer payments by state and local
governments toindividuals(that is,cash payments made other
than in exchange for currently rendered services) cannot be
valued in the manner described above. The goods and services
for which the payments are spent by their recipients (except
for amounts that may be saved) are recorded in the national
income accounts as personal consumption, which—in the
aggregate—is analyzed separately. Hence an overall implicit
price deflator for all direct expenditures by state and local
governments is not availablein the income accounts.

The approach relied on by many analystsis to use the im-
plicit price deflator for personal consumption expendituresto
deflate the total of all state-local outlays other than purchases.
Thisis a convenient expedient because transfer payments ac-
count for the remainder of state-local expenditures. Actually,
transfers currently account for more than the remainder be-
cause of a curiousfeature of the income accounts. Of the major
categories of state-local expenditures, only purchases and trans-
fers currently appear as positive amounts; the entries for the oth-
er categories happen to be negative (Seethe tabulation bellov of
datafor 1989). Thepractical consequence of this is that the defla-

The analogy to the underlying logic of the Represen-
tative Tax System and the estimates of representative
expenditures should be apparent. The obvious way to
arrive at a marketbasket for an index of the prices paid by
state and local governments would be to look at the
quantities of the specific goods and services actually
purchased by all states and localities. The resulting
“representative” market basket would identify both the
data tobe collectedand the weights to be used to compute
the value of the index for each jurisdiction or state.
_Actually, a full-blown accounting for differences in
input costs among the states would entail the calculation
of multiple price indices—perhaps as many as there are
separate functions for which representative-expenditure
estimatesare prepared. The reason why a separate index
might be required for each function is that the mix of
inputs actually used to produce some types of services
(even if the same mix is assumed to be used by all

overnments around the country) is drastically different
rom the mix characteristic of other services.

Consider, for example, the diversity of payroll costsas
a proportion of the total direct general expenditures of
state and local governments for four functions:®

s public welfare—10 percent;
s highways—22 percent;

L elementa(rjyand secondary education—53-66 per-
cent;!% an

s police protection—70 percent.

tor fortotal state and kol expenditurescalculatedby this method
somewhat overweights the deflator for purchases rélative to that
for personal consumption expenditures.

Amount Percent

Total Expenditures $@5 100.0%
Purchases of goods and services 625.6 88.9
Transfer payments to persons 1459 20.7

Net interest paid less dividendsreceived (#9.3) (7.0
Subsidies less current surplus
df government enterprises (18.8) @

Note:  Detail does not add to totals because of rounding.
Source: Survey of Current Business, July 1990, Table 33.

2 U.S. Department of Commerce, Bureau of the Census, Public
Employment in 1986-87 (Washington, DC, 1988), Table 4; and
Government Finances in 1986-87 (1938), Table 2. The Census
Bureau publishes estimatesofthe gross payrolls of state and local
governments by state, by function, and by type of government for
the month df October each year. Gross payrolls include all
salaries, weges, fees, and commissions actually paid to employees
duringthe month. They do not includedeferred compensationor
the value of housing, meals, and other in-kind compensation.
Hence the Census data are roughly equivalent to the current
mongy earnings of state and local employees

To compare the payroll data with fiscal-year expendi-
tures, the October estimates must be annualized. For most
functions, the annual equivalents can be approximated by
multiplying the monthly payroll estimates by 12. However,
most instructional employeesin education (and a few in other
functions)are paid on a nine- or ten- month basis, presumably
includingthe month of October. A smaller monthly multiplier
must be used to approximate annual payroll in these cases.

0 The ratio depends on whether October payrolls for instruc-
tional employees are assumed to be one-ninth or one-twelfth
of total, annualized payrolls.

Advisory Commissionon Intergovernmental Relations 93



In the case of public welfare, the bulk of the outlays
fund cash payments for income support of program
beneficiaries. Onlﬁl 10 percent of expenditures for this
function is for the purchase of the services of the
%overnment employees who administer the programs.

ecause most Fubllc welfare involvesthe direct payment
of money to eligible persons and families, it is different
from all other functions, which involve the production of
services whose value to society can only be measured by
the cost of the inputs used to produce them.!

The cost to state and local governmentsof a dollar paid
to a beneficiary is $1(abstracting from the effect of federal
matchin%gants,whic is to reduce the price from $1tothe
level of the share of the cost not financed by federal funds).
The value of a dollar of cash assistance to the program
beneficiary, on the other hand, is not the Same everywhere
in the country. That value dependson the cost of livirg in
one area com_ﬁared with that in another. A complicating
factor is the likelihood that the cost livirg for low-income
program beneficiaries does not around the country in
precise proportion to the cost of living for the middle-
income government employees administering the program.

In elementary and secondary education, the bulk of
expenditures by state and local governments are for the
salariesof teachersand support staff. The other outlaysare
for such purposes as the construction and maintenance of
school buildings, instructional materials, and libraries. The
mix clearly is entirely differentfrom that for public welfare.

In the case of hiﬂhways, payroll is only 22 percent of
total outlays. The other major objectsof expenditure are
machinery and equipment, paving materials, and the
purchase of the services of construction contractors—
again, an entirely different mix of inputs. Payroll accounts
for an even-larger share of expenditures for police than
for elementary and secondary education, and other
outlays for the police function are for purposes that

11 An exceptionisthe rare case when a service produced by gov-
ernment is sold at a market price in a competitive market. In
such cases,of course, the valueof aunit of the outputisitsmar-
ket price. For a discussion of these issues of the valuation of
government output, see W. Irwin Gillespie, “Effect of Public
Expenditures on the Distribution of Income,” in Richard A.
Musgrave (ed.), Essays in Fiscal Federalism (Washington,DC:
The Brookings Institution, 1965), pp. 122-86.

12 Whitman speculatesthat suchan effortwould costmore than the
compilation of the consumer price index, a central element of the
nation’s economic data base (“Cost as a Factor. ..,” p. 977).

131 am indebted to Robert D. Reischauer for insisting that the
input-cost issue be addressed and for suggesting the general
approach outlined in this section. He, of course, bears none of
tf(]je responsibilityfor the specificdetails of my execution of his
advice.

¥The derivation of this estimate is explained below.

5n aletter to John Kincaid (Executive Director, ACIR), dated
February 7, 1990, commenting on adraft of this report, L. Ed-
ward Lashman, Jr. (Secretary, Executive Office for Adminis-
tration and Finance, Commonwealth of Massachusetts)
argues that

The use of average employee earnings from the
1980 Censusis problematicfor two reasons. Thesedata
are 10vears old; relative wage rates have shifted dra-
matically in the last 10 rears because Of disparate
growth trends in regional economies. Second, state-
wide average wages also differ because of differing in-
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bear little resemblance to textbooks or paving materials.
_ Technical niceties aside, however, deference must be
paid to two harsh realities; together, they preclude
Implementation of a_representative market basket ap-
proach. First, information is not available in sufficientdetail
on the specific goods and services actually purchased by the
states and local governments—in the aggregate, to sa
nothing of specificfunctions—to permit the specification
anything more than the most rudimentary market basket.
The discussion of the input mix for various functions in the
past few paragraphs tests the outer limits of the detail of
information currentlyavailable. More importantly, even if a
crude market basket were defined, data on the actual prices
Bald by governmentsaround the country for the items in the
asket are not currently collected, and an effort to do S0
would be extremely expensive.?
~In fact, the only currently feasible strategy for
identifying the differences among the states in the input
costs of public services is an effort to estimate the
variation in the labor-cost component of expenditures. A
method of accomplishing this is outlined in the next
section. The results of this analysis are used in the final
section to calculate a set of overall indices of unit input
costs on the assumption that costs other than employee
compensation do not vary among the states.

An Approach to Identifying Differences
in Unit Labor Costs!?

The total cost of emf)loyee compensationamountsto
roughly half of the total direct general expenditures of
state and local governments.'* T#S section summarizesa
method of estimating the differences in the unit cost of
that compensation among the states using data on
individualearnings fromthe 1980Census of Population.
The dataare, regrettably, the most recent availablein the
detail necessary for the approach.’

dustry mix; however, these varying mixes maybe inele-
vant for state and local government hiring needs.
Both problems could possibly be solved by use
of Labor Department data on payrolls and employ-
ment, which are far more current than the Census
data. ACIR could choose an appropriate skill mix or
industry mix to proxy the state and local labor force
(e.g., Igovernment lodks more like service industries
than like manufacturing or retail trade; government
employs a higher proportion of professional and
technical workers). At aminimum, the 1980 Census
data could be “aged” through use of Bureau of Eco-
nomic Analysis state personal income data
In a telephone conversation with the author on Februarg 1,
1990, Ron Lanoue (Capital Planning Manager, Budget Bu-
reau, Commonwealth of Massachusetts) suggestedthat the es-
timates of the relative costs of employee compensation
derived from earnings in 1979be aged using the regional and
metropolitan area cost of living/consumer price indices pub-
lished by BLS. The problems with these BLS data and the
work undertaken by Barro in 1975and Grasherger in 1980to
develop methods for overcoming them are discussed in foot-
note 4 above. An attempt to adapt their methods toimplement
Lanoue’ssuggestion,especially given the changes in its statis-
tical program implemented by BLS in 1982, would have re-
quired far more resources than were available for the present
study. Moreover, the likely improvement in the reliability of
the estimates of the variation in employee compensation costs
among the states would probably not have been sufficientto
warrant the effort, particularly in light of the impending avail-
abilityof information on 1989earnings from the 1990 Census.



The basic idea underlying the approach is fairly
straightforward. It is that—controlling for sex, age, and
educational attainment — differencesamong the states in
the average earningsof all full-time employeesare area-
sonablygood indicatorof relativeunit laborcosts.’® Anin-
dex of these differences is an appropriate device for
adjusting the labor-cost component of the estimates of
representative expenditures for the variation in these
costs among the states.

Variation in the cost of living is the most important
source of differences in average earnings among the
states, and hence in the unit labor costs of state and local
governments. Other factors include the power of labor
unions in a state and the amount of capital available per
worker.

It isimportant to remember that cost of living is more
than a matter of the prices of consumer goods and
services. Cost of living comprehendsthe mix of consump-
tion as well as prices paid per unit. For example,
transportation costs boost the prices of many'consumer
goods in Hawaii to levels significantly higher than those
on the Mainland. However, the supremely temperate
climate of the Islands, coupled with a lifestyle arguably
more felicitouseventhan that of California, combinefora
cost of living that may actually be lower then the U.S.
average. Moreover, the climate and lifestyle of the Islands
may be worth enough to many individuals that they are
willingto accegt lower real cash incomesin exchange for the
nonmonetary benefits.

The unavailability of data relating to the other factor
costs of state and local governments means that those
costs must be assumed, for purposes of thisanalysis, tobe
uniform among the states. This is not an unreasonable

1 The reference is to the earnings of all employees rather than
the employees of state and local governments because the
earnings of public employees are strongly influenced by the
policies of the governmentsfor which they work, and abstraction
from policy & a key consideration in this analysis. In any event,
earnings data from the 1980 Census are not available separately
for government employees, nor are the published data on the
earning of governmentemployees availablebroken doan by the
demographic characteristics of the employees.

It is not likely that state and local governments employa
large enough proportion of the labor force in any state that
their compensation policiesare a serias influence on overall
levels of earnings. For example, of the five states with the
highest numbers of full-timeequivalent state-local govern-
ment employees per 10,000 population, FTE government
workerswere 18percent of total employmentin October 1986
in Alaskaand Wyoming. Theratios are 14percent in Nebraska
and New York, and 8percent in the District of Columbia. The
U.S.averageisa little less than 12percent. Public Employment
in 1986, Tables 7 and 12; and Employment and Earnings,
December 1986, Tables B-4 and B-8.

7 An intensive search of possible sources of information on
some of these factors of production might well establish the
avaiIabiIityofsufficientreﬂabledatatopermitdevelopmentof
additional cost indices. These would make it possible to
increase the proportion of the outlays of state and local
governments for which input-cost adjustments could be made.
Such an effort, however, would require resourcesand time far
beyond those available for the present study.

assumption for a significant portion of the purchases of
those governments—particularly for such goods as motor
vehicles, computers, and related equipment and supplies
that are traded in competitive national markets. Unifor-
mity is a questionable assumption, however, for energy
and land costs, among others."*

Table C-1 shows for each state the mean annual
eamnings of male residents, 45-54 years of age, who worked
40 or more weeks in 1979, at each of seven levels of
educational attainment. No weighty analytical consider-
ations dictate the choice of this particular set of data. The
distinguishing characteristic of the earnings of males 45-54
years of age is that they are higher, on average, than those of
any other demographicgroup. The information in columns
1-80f Table C-1, indexedto the U.S. average, is displayed in
Table C-2 to facilitate comparisons among the states.

To calculate an index of unit labor costs from these
data, a set of weights is needed. Inorder to abstractfrom
the actual mix of employmentin each state, a single set of
national weights is used to calculate the index.1® Two
options are available: (1) the national totals of the
numbers of comparable individuals at each level of
educational attainment in 1979, from the Census;and (2)
the number of such persons at each level of educational
attainment in 1986, as determined by the Current
Population Survey. The two sets of weights are shown in
the first few rows of Table C-3. The percentage distribu-
tion of the 1986data is used asthe weightsfor the earnings
data for each state. The weighted average of the earnings
foreach state appears in column 1of Table C-3. The index
of the state averagesin column 1to the national average is
shownin column9, which is the desired index of unit labor

Examples of three areas where research on input costs
could have asubstantialpayoff in improved reliability of the
estimates of representative expenditures are cited in the
letter from Edward Lashman of Massachusetts comment-
ing on a draft of this report:

. Itisunreasonable to expect (as does this analy-
sis) that AFDC and EA recipients are receiving
equivalent services by equal dollar welfare grants if

rent lewels are vastly different.
*

ACIR should include interstate health care cost
data. The literature on comparative hospital and
physician costs is extensive, and it demonstrates that
significantdifferences do exist.

In any capital construction program (e.g., high-
ways, environment and housing), interstate varia-
tions in construction costsaresignificant. Thesedata
are available from such private services as EW.
Dodge/McGraw Hill.

2 Note that the first column of Table C-1 is the equivalent of a
weighted average of the mean earnings at each level of educa-
tional attainment, where the weights are the actual number of
employed men at each level in each state. Therefore, the first
column of Table C-2 is, effectively, an index of unit labor costs
constructed using each state's own rather than national-aver-
age weights.
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Table C-1
Mean Annual Earnings of Males 45-54 Years Old Who Worked 40 or More Weeks in 1979, by Years of Educational Attainment

Mean Annual Earnings in 1979
Elementary __High School Coflege
state Total 0-7 Years 8 Years 1-3 Years 4 Years 1-3Years 4 Years 5+ Years 5/6 Years 7+ Years 5-6 Years 7+ Years
1) @ 3) O] ) (6) ¢)] ® ) (10) an (12)

United States $23,084 $14045  $16,399 $17978  $20,551 $23903 $33342 $37432 $33,348  $41864 514276 473,809
Alabama 19,835 12,737 14,329 15,487 18,870 21,282 30,253 34,320 28,853 40,500 5959 5271
Alaska 33,366 26,562 29,504 29,088 31,564 33,628 36,006 41,207 37,777 44,979 902 820
Arizona 23118 13,855 18,859 17,851 20,754 22,774 30433 35,048 30,644 39,573 6,129 5,965
Arkansas 18,255 12,351 12,753 14,458 17,604 20,049 28945 33,007 27,651 39,297 2,803 2,387
California 25,932 14,918 18828 20,076 22,479 25,190 33,521 37,893 33,791 42,543 73,806 65,106
Colorado 24,657 15,459 17,903 18,972 21,080 23,501 32934 35,260 33,569 37,169 8,729 7,735
Connecticut 26,527 16,440 15,840 17911 20,386 25,631 40,071 43831 42,296 45717 11,488 9,353
Delaware 23,375 13,680 14,529 17,288 19,734 23233 35,225 40,029 35,013 44401 1515 1,738
OErt o Columbia 24,384 13415 14,584 15,564 17,653 21,772 31,668 43578 37306 48,052 1,880 2,636
Florida 20,883 12,847 14,098 15,690 18,651 21,296 29,395 35,544 29,952 41,758 19,299 17,367
Georgia 20,488 12,005 14,250 16,232 18911 22,484 32,475 35,401 30,243 41541 9,372 7872
Hawaii 22957 14,161 16,398 18,223 20,661 22,023 30,492 35171 29,936 41,048 2,299 2,048
Idaho 20,305 14,086 15,036 17,803 18433 20,957 27,642 27,813 25,985 30,790 2,030 1,246
Illinois 25,293 16,028 18,337 19,760 22562 26,012 37,115 40,706 37314 44524 25,140 22,334
Indiana 22423 16,536 17424 18,735 20,960 24,340 33,204 35419 29,642 41963 9473 8,364
lowa 21,306 15574 16,243 17,952 19554 22824 31,848 33,327 28580 38,657 5,192 4624
Kansas 22,102 15,244 15,253 17,343 19,519 23427 32479 32,723 29,018 36,526 5252 5,122
Kentucky 20,506 13,836 15,653 17,236 19979 23144 32278 36,772 29,805 44,164 4663 4395
Louisiana 22,631 15,256 16,524 18,744 21,356 24679 35,165 35,820 31162 41,023 6,480 5,801
Maine 17,305 12,761 13,408 14,342 16,132 19,360 25,300 27463 22,318 32,927 1,660 1,563
Maryland 25,367 15,293 17,151 18,214 21614 25,761 34,975 40,021 36,780 42832 13,967 16,101
Massachusetts 22,923 13738 15,091 16,709 19229 23005 32491 36,572 33,996 39333 16895 15,765
Michigan 25,796 19,003 19,725 20,953 23,209 27532 36,682 40,148 35334 45,660 19,849 17,334
Minnesota 23,757 15,188 16,388 18,739 20,728 25,641 34,675 36,583 31,356 43167 10,427 8,277
Mississippi 17,989 10,869 12,465 14,590 17,339 19810 28,739 31,112 25,671 36,170 2975 3,200
Missouri 21,654 14,218 16,381 17,570 19,758 22,830 32,085 34,948 30,685 39,464 8,908 8,410
Montana 20,280 16,219 16,782 18,117 19,098 19,757 26,538 27,751 24,859 31,130 1563 1,338
Nebraska 20,368 13,646 14,859 16,616 18,502 21,946 29375 31,912 28,068 35,717 2,848 2,877
Nevada 23,012 16,120 18,686 19953 20,475 24,053 29,161 35w 28712 42321 1590 1513
New Hampshire 20,103 14,050 14,305 15,157 18,306 21411 27802 30,591 27915 33,611 2,042 1810
New Jersey 25,658 15,104 17,105 18,670 21614 26,341 37,014 41,203 37,995 44,572 21873 20,828
New Mexico 20,722 12,300 15,756 17,169 18,800 21,021 28614 31,262 28,230 34,124 2,890 3,061
New York 23611 13,557 15,156 17,049 20,022 24,067 34437 39,729 35,502 43,620 46,235 50,232
North Carolina 18,280 11,229 13,146 14,890 17,212 20,983 29,103 34,136 28,842 39,275 8,289 8,540
North Dakota 19,182 13,955 14,346 16,491 18,670 20,244 27,788 30,744 28436 33338 1155 1,028
Ohio 23,550 16,837 18,093 19,029 21,509 24,560 34,010 38,769 33,642 44,510 21,545 19,238
Oklahoma 21,942 14,261 15,897 16,583 19,865 21,864 31,501 34,507 31,725 37622 6,366 5,684
Oregon 23591 17,002 18,420 20,180 21,564 23029 31,402 32,190 29,726 35,013 6,046 5,277
Pennsylvania 22,245 15,161 16,505 17,572 19,855 23,584 33523 39,000 34133 43325 20497 23,066

Rhode Island 20470 13,225 14,255 15,906 18,308 21592 32386 36,530 33631 39,172 1,668 1,830
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Table C-1 (cont.)
Mean Annual Earnings of Males 45-54 Years Old Who Worked 40 or More Weeks in 1979, by Years of Educational Attainment

Mean Annual Earnings in 1979 — xhibit: College Attainment
Elementary High Schoo College Mean Earnings, 1979 Number of Men, 1980
State Total 0-7 Years 8 Years 1-3 Years 4 Years 1-3Years 4Years 5+ Years 5/6 Years 7+ Years 5-6 Years 7+ Years
1) b)) 3 C)) ) (6) U] @® )] (10) an (12)
South Carolina 18,313 11,516 13,004 15,533 17,466 19,820 29,491 34,310 29,678 38,912 3,753 3,778
South Dakota 17,143 11,859 12,823 14,689 16,337 17,903 25,383 27907 24,956 30483 1,036 1,187
Tennessee 19,572 12,051 14,170 15,800 18917 22,925 30,124 33,884 29,413 38,686 7,298 6,794
Texas 23521 13,348 16,228 18,467 20,833 23,837 35,043 38,638 34,894 43,666 34,452 25,649
Utah 23573 15,659 16,656 19,465 21,546 22,496 20550 30,301 28,018 33,200 4170 3,284
Vermont 18,213 12,621 14,472 14,580 17,006 19,397 26,843 26,001 24,029 28,636 1,138 852
Virginia 22,740 13,612 15,047 16,794 19,981 23,270 32,826 37,438 34,341 41,054 17,303 14,821
Washington 25,270 18,723 20,604 21,391 22814 23822 31,482 34,838 31,904 38,524 11577 9,217
West Virginia 20612 14,983 16,378 18,854 20,313 21,751 28,216 33,798 27,163 40427 2,222 2224
Wisconsin 22,386 16,903 17554 18,488 20,359 23,495 32,194 36,143 32422 40,041 8,381 8,001
Wyoming 23,077 16,720 19,015 19,651 21,343 24,253 29,955 29,442 26,151 34,294 1,247 846

Sources: 1-7,9-12, U.S. totals—U.S. Department of Commerce, Bureau of the Census, 1980 Census of Population, Vol. 1, Characteristics of the Population, Chapter D, Detailed Population Characteristics,
Part 1, United States Summary ,Section A: United States, Tables 253-310 (Washington,DC, 1984), Table 296.
1-7, 9-12, States—2980 Census of Population, Val. 1, Characteristics of the Population, Chapter D, Detailed Population Characteristics, Part 6, [State] (1983), Table 237.
8—Mean of columns 9 and 10, weighted by columns 11and 12, respectively.



Table C-2
Indices of the Mean Annual Earnings of Males 45-55 Years Old Who Worked 40 or More Weeks in 1979,
by Years of Educational Attainment

— Elementary i — College
State Total 0-7 Years 8 Years 1-3 Years 4 Years 1-3Years 4Years 5% Years
) (v3] 3 ) ) 6) a 6))
United States 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Alabama 859 90.7 874 86.1 91.8 89.0 90.7 91.7
Alaska 1445 189.1 179.9 161.8 153.6 140.7 108.3 110.1
Arizona 100.1 98.6 115.0 99.3 101.0 95.3 91.3 93.6
Arkansas 79.1 879 778 80.4 85.7 839 86.8 882
California 112.3 106.2 1148 1117 109.4 1054 100.5 101.2
Colorado 106.8 110.1 109.2 1055 102.6 98.3 98.8 9.2
Connecticut 1149 117.1 96.6 99.6 99.2 107.2 120.2 117.1
Delaware 1013 974 88.6 96.2 96.0 972 105.6 1069
District of Columbia 105.6 95.5 88.9 86.6 85.9 91.1 95.0 1164
Florida 90.5 915 86.0 87.3 90.8 89.1 88.2 95.0
Georgia 88.8 86.1 86.9 90.3 92.0 94.1 974 94.6
Hawaii 99.5 100.8 100.0 1014 100.5 92.1 915 94.0
ldaho 88.0 100.3 91.7 99.0 89.7 87.7 82.9 743
Illinois 109.6 114.1 1118 1099 109.8 108.8 111.3 108.7
Indiana 97.1 117.7 106.3 104.2 102.0 101.8 99.6 94.6
lowa 923 1109 99.0 999 95.1 95.5 955 89.0
Kansas 95.7 1085 93.0 96.5 95.0 98.0 974 87.4
Kentucky 88.8 985 955 95.9 97.2 96.8 96.8 982
Louisiana 93.0 108.6 100.8 104.3 1039 1032 1055 95.7
Maine 75.0 90.9 818 79.8 785 81.0 759 734
Maryland 1099 108.9 104.6 1013 105.2 107.8 104.9 106.9
Massachusetts 99.3 97.8 920 929 93.6 96.2 974 97.7
Michigan 1117 1353 120.3 1165 112.9 115.2 110.0 107.3
Minnesota 1029 108.1 99.9 104.2 100.9 107.3 104.0 97.7
Mississippi 779 774 760 81.2 844 829 86.2 83.1
Missouri 938 101.2 99.9 97.7 9.1 955 9.2 934
Montana 879 1155 102.3 100.8 929 82.7 796 74.1
Nebraska 88.2 97.2 90.6 924 90.0 91.8 8381 85.3
Nevada 9.7 1148 1139 1110 99.6 100.6 875 94.4
New Hampshire 87.1 100.0 87.2 84.3 89.1 89.6 834 8L7
New Jersey 111.2 1075 104.3 1038 105.2 110.2 111.0 110.1
New Mexico 89.8 87.6 96.1 955 915 87.9 858 835
New York 102.3 9.5 924 94.8 974 100.7 103.3 106.1
North Carolina 79.2 80.0 80.2 828 838 87.8 87.3 91.2
North Dakota 83.1 99.4 875 91.7 90.8 84.7 83.3 82.1
Ohio 102.0 1199 1103 1058 104.7 1027 102.0 103.6
Oklahoma 95.1 1015 96.9 922 96.7 915 U5 92.2
Oregon 102.2 1211 112.3 1122 104.9 9.3 94.2 86.0
Pennsylvania 96.4 1079 100.6 97.7 96.6 98.7 1005 104.2
Rhode Island 88.7 U2 86.9 88.5 89.1 90.3 97.1 976
South Carolina 79.3 820 79.3 86.4 85.0 829 88.5 91.7
South Dakota 74.3 84.4 782 817 795 74.9 76.1 74.6
Tennessee 84.8 85.8 86.4 879 920 95.9 90.3 905
Texas 1019 95.0 9.0 102.7 1014 99.7 105.1 1032
Utah 102.1 1115 1016 108.3 104.8 %1 88.6 810
Vermont 789 899 88.2 81.1 828 81.1 80.5 695
Virginia 985 96.9 91.8 934 972 97.4 985 1000
Washington 1095 1333 125.6 119.0 111.0 99.7 944 93.1
West Virginia 89.3 106.7 99.9 104.9 98.8 910 84.6 903
Wisconsin 97.0 120.3 107.0 102.8 99.1 98.3 96.6 96.6
Wyoming 1000 119.0 116.0 1093 1039 1015 89.8 78.7

Source: Table C-1.
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Table C-3

Labor-Input-Cost Index Derived from Mean Annual Earnings of Males 45-54 Years Old

Who Worked 40 or More Weeks in 1979, by Years of Educational Attainment, 1986 Weights

(populations in thousands)

Index
of Unit
— High School _College Labor
State Total 0-7 Years 8 Years 1-3Years 4 Years 1-3Years 4 Years 57T Years Costs
1) )] (3 4 o) (6) ¢ ®) &)
United States $24,166 $508 $653 $1,834  $7,657 $3,981 $4452  $5,589 100.0
Weights, 1979 8,726 685 594 1,343 2,957 1,250 908 988
Percentage Distribution 99.9973%  7.8512% 6.8089%  15.3945% 33.8863% 14.3240% 10.4089% 11.3235%
Weights, 1986 8,291 300 330 846 ,089 1,381 1,107 1,238
Percentage Distribution 100.0000%  3.6184% 3.9802%  10.2038% 37.2573% 16.6566% 13.3518% 14.9319%
Alabama 21,889 461 570 1,580 7,030 3,545 4,039 5,125 90.6
Alaska 32475 961 1174 2,968 11,760 5,601 4819 6,153 1344
Arizona 23,393 501 751 1,821 1,132 3,793 4,063 5,233 96.8
Arkansas 20,675 447 508 1475 6,559 3,339 3,865 4929 85.6
California 25,503 540 749 2,049 8,375 4,196 4476 5, 105.5
Colorado 24,079 559 713 1,936 7,854 3,914 4,397 5,265 99.6
Connecticut 26,217 595 630 1,828 7,595 4,269 5,350 6,545 108.5
Delaware ] 24,244 495 578 1,764 7,352 3,870 4,703 5,977 100.3
District of Columbia 23,106 485 580 1,588 6,577 3,626 4,228 6,507 95.6
Florida 21,890 465 561 1,601 6,949 3547 3,925 5,307 90.6
Georgia 22,636 438 567 1,656 7,046 3,745 4,336 5,286 93.7
Hawalii 23,201 512 653 1,859 7,698 3,668 4,071 5,252 96.0
Idaho 20,618 510 598 1,817 6,868 3,491 3,691 4,153 85.3
Illinois 26,519 580 730 2,016 8,406 4333 4,956 6,078 109.7
Indiana 24,191 598 694 1,912 7,809 4,054 4433 5,289 100.1
lowa 22,794 564 647 1832 7,285 3,802 4,252 4976 94.3
Kansas 22,774 552 607 1,770 1,272 3,902 4,337 4,886 9.2
Kentucky 23,482 501 623 1,759 7,444 3,855 4310 5,491 97.2
Louisiana 24,683 552 658 1,913 7,957 4111 4,695 5,349 102.1
Maine 18,711 462 534 1,463 6,010 3,225 3,378 4,101 774
Maryland 25,532 553 683 1,859 8,053 4,291 4670 5,976 105.7
Massachusetts 23,101 497 601 1,705 7,164 3,832 4338 5,461 95.6
Michigan 27,049 688 785 2,138 8,647 4, 4,898 5,995 1119
Minnesota 24,650 550 652 1,912 7,723 4,271 4,630 5,462 102.0
Mississippi 20,228 393 496 1489 6,460 3,300 3,837 ,646 83.7
Missourl 23111 514 652 1,793 7,361 3,803 4,284 5,218 95.6
Montana 20,610 587 668 1,849 7115 3,291 3,543 4,144 85.3
Nebraska 21521 494 591 1,695 6,393 3,655 3,922 4,765 89.1
Nevada ) 23,586 583 744 2,036 7,628 4,006 3,894 5,278 97.6
New Hampshire 20,782 508 569 1547 6,820 3,566 3,712 4,568 86.0
New Jersey 26,121 547 681 1,905 8,053 4,388 4,942 6,152 108.1
New Mexico 21,372 445 627 1,752 7,004 3,501 3,820 4,668 88.4
New York 24,342 91 603 1,740 7,460 4,009 4,598 5,932 100.7
North Carolina 20,933 406 523 1519 6,413 3,495 3,886 5,097 86.6
North Dakota 20,883 505 571 1,683 6,956 3,372 3,710 4591 86.4
Ohio 25,097 609 720 1,942 8,014 4,091 4541 5,789 103.9
Oklahoma 22,726 516 633 1,692 7,401 3,642 4,206 5,152 94.0
Oregon 23,662 615 733 2,059 8,034 3,836 4,193 4,807 979
Pennsylvania 24,074 549 657 1,793 7,397 3,928 4476 5,823 99.6
Rhode Island 22,386 479 567 1,623 6,821 3,596 4,324 5,455 926
South Carolina 20,972 417 518 1,585 6,507 3,301 3,938 5,123 86.8
South Dakota 18,634 429 510 1,499 6,087 2,982 3,389 4,167 77.1
Tennessee 22124 436 564 1,612 7,048 3,819 4,022 5,059 916
Texas 24,710 483 646 1,884 7,762 3,970 4,679 5,769 102.3
Utah 22,893 567 663 1,986 8,027 3,747 3,945 4525 9.7
Vermont 19,098 457 576 1,488 6,336 3,231 3,584 3,883 790
Virginia 23,606 493 599 1,714 ,444 3,876 4,383 5,590 97.7
Washington 24,876 677 820 2,183 8,500 3,968 4,203 5,202 1029
West Virginia 22,581 542 652 1,924 7,568 3,623 3,767 5,047 934
Wisconsin 23,778 612 699 1,886 7,585 3,913 4,298 5,397 938.4
Wyoming 23,150 605 757 2,005 7,952 , ,000 4,396 95.8

Sources: 1-6—The weights are the U.S. total number of full-time male workers with earnings, age 45-54, with the indicated level of educational
achievement. The 1986 weights are fran U.S_Department of Commerce, Bureau of the Census, Morney Income of Households, Families,
and Persons in the United States: 1986, CurrentPopulationReports (Washington, DC, 1988), Table 36. The 1979weightsarefrom Bureau of
the Census, 1980 Census of Population, \Vol. 1, Characteristics of the Population, Chapter D, Detailed Population Characteristics,Part 1,

United States Summary, Section A: United States, Tables 253-310 (Washington, DC, 1984) Table 296.

1-8 —The entriesare columns 2-8, Table C.2, multiplied by the 1986 percentage weights; column 1 is the sum of the entriesin columns2-8.
9—Column 1indexed to the U.S. average.
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costs for each state. The values of the indexrange froma
low of 77in South Dakota and Maine to 134in Alaska.l?

Alaska’s value is no surprise, but Michigan's position
as the state with the second highest value (112) may be.
Thisresult isprobably more attributable to the strength of
the union movement in the state than to the cost of living.
Whether earningsare high in Michigan because of the in-
fluence of unions or the cost of living is not important for
purposes of the present analysis, however. The index of
unit labor costs indicates that the costs of compensation
forthe publicemployeesof state and local governmentsin
the state are likely to be well above the national average.

Another surprise maybe Haaii, with an index value of
% Conventional wisdom (confirmed by BLS estimatesand
anumber of studies in the 1970s) has long identified Hawaii
as the state with a cost of living second only to that of Alas-
ka.20 Two observations are in order. First, it maybe that the
cost of living Hawaii is not as high as earlier estimatesindi-
cated because the market basket of goods and services used
by the BLS in preparing the estimates for the family budget
seriesfor Honolulufailed toaccountadequatelyfor the spe-
cialcharacteristics of the life stylein the state. The more im-
portant reason for the plausibility of the estimate that
average earningsin Hawaii are only 96 percent of the US.
average, however, is that, asnoted earlier, the nonmonetary
benefits of living and working in the state make people will-
ing to accept lower real cash incomes then they would de-
mand for comparable work elsewhere.

Estimating a Unit-Input Cost Index

As mentioned above, the information necessaryto es-
timate the variability of unit costsamong the statesfor in-
puts other than labor is not available. Nonetheless, the
index of unit labor costscanbe used to calculatean overall
input-costindex on the assumption that all nonlabor costs
are uniform throughout the nation. The key issue in com-
puting this indexis the proportion of direct general expen-
ditures accounted for by employee compensation.21

The foundationfor the effort to determine thispropor-
tion is the estimates of state and local government payrolls
published annually by the Bureau of the Census. The esti-
mates for October 1986 by functionappear in the first col-
umn of Table C-4. As noted earlier, the October numbers
must be annualized to put them on a basis comparablewith

Y In his letter to the author, Brad Pierce observes that thisestimate
overstates the relative level of earnings in Alaska because 1979

.+ »was just after the Trans-Alaska pipeline was com-
pleted and earningsin the entireeconomy were grossly
inflated. The 1990 census will undoubtedly yield more
representative data.

0 See the review of studies by Barro and Grasberger, in Whit-
man. This view impelled the Congressin 1976 10 authorizea
special supplement to the federal Revenue Sharing payments
for which Alaska and Hawaii qualified under the general for-
mulas. The supplement was repealed in 1980.

2 It is, of course, the variability in this proportion from function
1o function that makes this effort necessary. If the proportion
were the same for all functions, the index of unit labor costs
would be identical 1 the overall index calculated in this section.
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the Census estimates of direct general expenditures. This is
accomplished by multiplying the monthly payrolls for in-
structiarel employeesin educationand all employeesin nat-
ual resources by 10. The assumption underlying this
procedure isthat, on average, these employeesare paid on a
ten-month besis and that October is one of the ten months.
The payrolls for all other functions are multiplied by 12.

A minor problem is that the timing of the payroll in-
formation is not as well aligned as it might be with
state-local fiscal years. In particular, the annualized pay-
rolls in column 2 of Table C-4 understate fiscal year out-
lays in a period of rising spending because October is an
early month of the typical fiscal year. Tobring the two sets
of data into better alignment, the annualized October
payrolls are projected to January 1987, which is the ap-
proximate midpoint of the 1986-87 fiscal year for state and
local governments. The rate of growth used for the projec-
tion is the increasein total direct general expendituresfrom
1985-86 to 1986-87: slightlymore than 8.3 percent. The quar-
terly compounding rate implicit in that rise (2.015 percent) is
used for the projections, which appear in column 3,

The resulting ratios of payroll costs to direct general
expenditures are shown in column 6 of Table C-4. The
overallratio isslightlyunder 39 percent. Therange isfrom
zeropercent for interest on general debt to 84 percent for
social insurance administration.

The expenditures of state and local governments for
employee compensationinclude more than the outlaysclas-
sified in the Bureau of the Census accounts as payrolls. As
noted above, payroll outlays are roughly equivalent to the
current money earnings of state-local employees. As such,
they do not include the currentexpenditureshy stateand lo-
cal governments for such labor costs as:

®  workers compensation or disability insurance;

life insurance;

health and hospital insurance;

unemployment insurance;

employee retirement plans;

federal Social Security taxes;

uniform allowances;

bonuses; and

severance pay.

Themost recentavailablereport by the Bureau of the

Census on the costs incurred by the states and localities

faorthese rPur o0ses estimates that they amount to roughly
22 percent of total costsfor employee compensation.22

Thistranslates to roughly 28 percent of payrolls (0.22/0.78
= 0.28). Table C-4 indicates that payrolls account for 39

22 U.S. Department of Commerce, Bureau of the Census, 1982
Census of Governments,VVolume3, Public Employment,No. 28,
Compendium of Public Employment (Supplement) (Washing-
ton, DC, 1985), p. viii. Thisestimate includes only a portion of
the costs of employees' paid vacation and sick leave. The cost
of leave used by employees during the October payroll period
on which the Census estimates is based & included in gross
payroll. Leave accrued but not paid is a liability of a govern-
ment from a balance-sheet perspective, but not a current ex-
penditure. Hence the liability is not acurrently paid labor cost
and Isnot recorded as a direct general expenditure.



Table C-4
Payrolls of State and Local Governments, by Function, October 1986
Related to Direct General Expenditures, by Function, 1986.87
(dollar amounts in millions)

Annual Payroll as

Payrolls Direct Percentage of Direct
October — Annualized =~ General __General Expenditures
Function 1986 October  January 1987 Expenditures October  January 1987
1) v)] 3 Q) 6)) ®)
General Functions, Total 2,06 $248,015  $53,012 $653,608 37 D% B
Education )
Higher Education 31,120 31,747 60,240 5.7 527
Instructional Employees 1,46 14,260
Other Employees 1,45 16,880
Elementary and Secondary Schools 0,316 2,136 156,782 576 3.8
Instructional Employees 6,314 63,140
Other Employees 1,848 2,176
Local Libraries 119 1,428 1,457 3,214 43.6 M5
Other Education 187 2,244 2,20 9,66 B3 B8
Social Servicesand Income Maintenance
Public Welfare 677 8,124 8,288 80,090 0.1 103
Hospitals 1,737 20,844 21,264 40,108 2.0 3.0
Health S 49 5,98 6,100 16,84 b5 .2
Social Insurance Administration 197 2,34 2,412 2,881 821 .7
Transportation
Highways %56 11,472 1,738 2,19 2.0 24
Air Transportation % 672 636 4,876 13.8 “i
Water Transportation 2 38 b 1,74 20.0 20.4
Parking Facilities na. _ - VY - -
Transit Subsidies n.a. - - 244 - -
Public Safety
Police Protection 1,410 16,90 17,261 24,684 8.5 @9
Fire Protection a3 7,236 7,32 10910 6.3 67.7
Correction ) ) 713 8,556 8,728 16,637 51. 525
Protective Inspection and Regulation n.a. - - 4,40 - -
Environment and Housing
Natural Resources K/ 3,220 3,256 9,738 3.1 BT
Parks and Recreation 36 3,672 3,76 10,978 B4 A1
Housing and Community Development 177 2,124 2,167 11,76 8.1 184
Sewerage .05) 2,460 2510 14,82 16.6 16.9
Sanitation Other than Sewerage 10 2,268 2,314 6,462 &1 $8
Governmental Administration 1,44 17,208 17,56 3#4,8% 203 03
Interest on General Debt na - - 41,816 - -
CeppgtExpendiure S .
Al Other and Unallocable® 786 9,431 9,621 - - -
Exhibit:
Local Utilities 90 11,58 1,740 5,50 176 79
State Liqu%_r Stores 2 240 245 Eg% 8.2 84
llnostléﬁgﬁeOtrhg; and Unallocable lé§2 - Z T - -

n.a. —not available.

* A portion of “total all other and unallocable” payrolls ($822 million) proportionate to published payroll amounts shown in column 1is allocated to
general functions. For total direct general expenditures, this category includes amounts for the five functions for which payroll estimates are shownas
not available in column 1.

Sources: 1-U.S. Department of Commerce, Bureau of the Census, Public Employmentin 1986 (Washington, DC, 1988), Table 4. _

2—Column 1 mult%led by 12except for instructional employees in education and employeesn natural resources, in which cases column 1is
multiplied by 10.
3— Assumes one gaﬂen"s growth at the annual rate of increase in the total direct general expenditures of state and local governmenis from
to 1986-87.
4—U.S_Department of Commerce, Bureau of the Census, Government Finances in 1986-87 (Washington, DC, 1988), Table 29,
5—Column 2/column 4.
6—Column 3/column 4.
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Table C-5
Payroll and Total Employee Compensation Costs
as Percentage of All Direct General Expenditures
by State and Local Governments, by Function,

Employee
Function Payrolls Compensation
M @
Education
Primary and secondary 58.8% 75.3%
Higher 52.7 67.5
Public welfare 10.0 128
Health and hospitals 481 61.6
Highways 22.4 28.7
Police and corrections 62.9 80.5
Environment and housing 26.1 334
Interest on general debt - -
General administration 50.3 64.4
All other 20.2 25.9

Sources: Table C-4 and see text.
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percent of the direct general expenditures of the states
and localities. It follows that the total costs of employee
compensation amount to approximately half of all direct
expenditures (0.39 « 1.28 = 0.50). Bble C-5 showsthe
ratios of payroll and employee compensation to total di-
rect general expenditures for each of the 10 functional
categories considered in this report.

The ratio, r, in column 2 of Bble C-5for each func-
tion can be viewed as the weight to be assigned to the val-
ue of a state’s index of labor costs, with the ratio (1-r) the
weight to be assigned to the uniform index (100 for all
states) in the calculation of an overall index of the unit-
input costs of state and local governments.

The resulting indices are shown in Table C-6.



Table C-6
Input-Cost Indices for Major Functions, 1986-87

Inout-Cost Index

Unit Health Police  Environ- Interest Govern- All

Labor Education and and ment on mental Other

Cost  Primary and Public  Hospi- Correc- and General Adminis- Expendi-
State Index Secondary Higher  Welfare tals Highways tions  Housing Debt tration tures

¢Y] )] 3 O] ) (6) Q) (8) 9 (10) (11)

United States 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Alabama 90.6 929 936 98.8 %2 97.3 924 9.9 100.0 939 976
Alaska 1344 125.9 1232 104.4 1212 109.9 127.7 1115 100.0 122.1 108.9
Arizona 96.8 97.6 978 99.6 98.0 99.1 974 939 100.0 979 99.2
Arkansas 85.6 89.1 90.2 98.2 911 95.9 88.4 95.2 100.0 90.7 96.3
California 1055 104.2 1037 100.7 103.4 101.6 1045 1018 100.0 1036 101.4
Colorado 99.6 99.7 9.8 100.0 99.8 99.9 99.7 999 100.0 99.8 99.9
Connecticut 108.5 106.4 105.7 101.1 105.2 1024 106.8 1028 100.0 1055 102.2
Delaware 100.3 100.2 100.2 100.0 100.2 100.1 100.3 100.1 100.0 100.2 100.1
District of Columbia  95.6 96.7 970 994 973 98.7 96.5 985 100.0 97.2 98.9
Florida 90.6 929 936 98.8 %2 97.3 924 96.9 100.0 939 97.6
Georgia 93.7 95.2 95.7 99.2 9.1 98.2 949 979 100.0 95.9 984
Hawaii 96.0 970 973 995 975 989 9%.8 98.7 100.0 974 99.0
Idaho 85.3 88.9 90.1 98.1 910 95.8 88.2 95.1 100.0 905 96.2
Illinois 109.7 107.3 106.6 101.2 106.0 102.8 107.8 103.3 100.0 106.3 1025
Indiana 100.1 100.1 100.1 100.0 100.1 100.0 100.1 100.0 100.0 100.1 100.0
lowa %3 95.7 9.2 99.3 96.5 984 95.4 98.1 100.0 9.3 985
Kansas 94.2 95.7 96.1 9.3 96.5 98.3 95.4 98.1 100.0 9.3 985
Kentucky 97.2 97.9 98.1 99.6 98.3 99.2 97.7 99.1 100.0 98.2 99.3
Louisiana 1021 101.6 101.4 100.3 101.3 100.6 101.7 100.7 100.0 1014 100.6
Maine 774 83.0 84.8 97.1 86.1 935 81.8 925 100.0 855 94.2
Maryland 105.7 104.3 103.8 100.7 1035 1016 104.6 1019 100.0 103.6 1015
Massachusetts 95.6 9.7 97.0 994 97.3 98.7 9.5 985 100.0 97.2 98.9
Michigan 1119 109.0 108.1 1015 107.3 1034 109.6 104.0 100.0 107.7 103.1
Minnesota 102.0 1015 1014 100.3 101.2 1006 101.6 100.7 100.0 101.3 1005
Mississippi 83.7 87.7 89.0 979 90.0 9%5.3 86.9 94.6 100.0 89.5 958
Missouri 95.6 9.7 97.1 994 97.3 98.7 96.5 985 100.0 97.2 98.9
Montana 85.3 889 90.1 9.1 90.9 958 88.2 95.1 100.0 90.5 96.2
Nebraska 89.1 918 926 98.6 93.3 9.9 912 96.3 100.0 93.0 97.2
Nevada 97.6 98.2 98.4 99.7 985 %93 98.1 99.2 100.0 98.5 994
New Hampshire 86.0 895 90.5 98.2 914 9.0 88.7 95.3 100.0 91.0 9%.4
New Jersey 1081 106.1 1055 1010 105.0 102.3 106.5 1027 100.0 105.2 102.1
New Mexico 88.4 913 922 985 929 9.7 90.7 96.1 100.0 92.6 970
New York 100.7 1005 1005 100.1 1004 100.2 100.6 100.2 100.0 100.5 100.2
North Carolina 86.6 89.9 910 98.3 91.8 9.2 89.2 9.5 100.0 914 96.5
North Dakota 86.4 89.8 90.8 98.3 91.6 96.1 89.1 95.5 100.0 91.3 96.5
Ohio 103.9 1029 102.6 1005 102.4 101.1 103.1 101.3 100.0 1025 1010
Oklahoma 940 955 9%.0 99.2 96.3 98.3 95.2 930 100.0 96.2 98.5
Oregon 979 98.4 98.6 99.7 98.7 994 983 99.3 100.0 98.7 95
Pennsylvania 99.6 99.7 99.7 100.0 998 99.9 99.7 999 100.0 99.8 99.9
Rhode Island 926 945 95.0 99.1 %5 979 94.1 975 100.0 95.3 98.1
South Carolina 86.8 900 91.1 98.3 91.9 96.2 89.4 95.6 100.0 915 96.6
South Dakota 77.1 82.8 845 97.1 85.9 934 81.6 924 100.0 85.3 %1
Tennessee 916 936 94.3 989 94.8 976 93.2 97.2 1000 94.6 978
Texas 102.3 1017 1015 100.3 1014 100.6 101.8 100.8 100.0 1014 100.6
Utah 94.7 9.0 96.4 %93 96.8 985 95.8 98.2 100.0 9.6 98.6
Vermont 790 84.2 858 973 87.1 %0 83.1 93.0 100.0 865 94.6
Virginia 97.7 98.3 984 99.7 98.6 99.3 98.1 99.2 100.0 985 994
Washington 1029 102.2 102.0 100.4 101.8 100.8 1024 101.0 100.0 1019 100.8
West Virginia 934 95.1 95.6 99.2 96.0 98.1 94.7 97.8 100.0 95.8 98.3
Wisconsin 984 98.8 989 99.8 90 995 9.7 995 100.0 99.0 996
Wyoming 958 96.8 97.2 995 974 98.8 96.6 98.6 100.0 97.3 98.9

Note:  Thevalue of a state’sinputcost indexfor a given function is the value of the state’sunit-laborcost index multiplied by the U-S . average ratioof
employment costs to total direct general expenditures for the function (r) plus the quantity (1 = r) multiplied by 100. The ratior for each
function appearsin column 2 of %ble C-5.

Sources: Tables C-3 and C-5.
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Appendix D

Technical Discussion of the Representative Approaches
to the Measurement of Fiscal Capacity and Comparison
with Export-Adjusted Income and Regression Approaches

The fiscal s?/stem of a state is horizontally balanced
when the fiscal capacity of each local government is
adequate to enable it to provide some specified levels of
the services for which it is responsible without excessive
tax rates.] Another way of saying the same thing is that
horizontal balance exists when disparities in the fiscal
capacities of local governments do not exceed some
reasonably acceptable levels. For ﬂurposes of this discus-
sion, fiscal capacity is defined as the potential ability of a
local government to raise revenue from its own sources
relative to the costs of its service responsibilities (fiscal
needs), with appropriate allowance for revenue the
locality receives from other governments.

Thelevelsof servicesthat are the reference standard,
or the criterion of fiscal need, are a matter of value
judgment within a state. In one state, they may be
minimally acceptable levels. In another, the specified
levels may be the average for all localities in the state, or
some fraction or multiple (say, 1.25) of the average.

The definitionof “excessive”tax rates is also a matter
that policymakers in a state must decide. As with service
levels, the criteria for tax rates canbe expressedin relative
orabsolute terms—for example, in relationto the average
of rates for all localities in the state, or by reference tothe
tax rates prevailing in neighboring states.

The constitutionsor statutesof two of the great federal
nations of the world include definitions of standards that
bear a strong resemblance to the concept of horizontal
balance outlined here. The constitution of Canada
provides that horizontal balance (as the condition is
referred above) exists when

. . . provincial governments have sufficient
revenues to provide reasonably comparable
levels of public services at reasonably compara-
ble levels of taxation.?

! For convenience of exposition, the discussion in this appendix
relates to the finances of local governments in a state. With a few
exceptions, the points made apply with equal validity in analytical
comparisons of state-local fiscal systems among the states.

*Subsection (2), Section 36 of Part III of the Constitution Act,
1982,quoted by ThomasJ. Courchene,EqualizationPayments:
Past, Present and Future, Federal Provincial Relations Series,
Special Research Report (Ottawa: Ontario Economic Coun-
cil, 1984), p. 3.

In the case of Australia, Section 13(3) of the States
(Personal Income Tax Sharing) Amendment Act, 1978,
defines horizontal balance as a situation in which each
state in the Commonwealth would be able

... to provide, without imposing taxes and charges
at levels appreciably different from the levels of
taxes and charges Imposed by the other States,
government services at standards not appreciably

different from the standards of the 3government
services provided by the other States.

The finances of a particular local government can be
said to be in balance when:
EN; = ORRA; T FA; T SA; 1)
where

EN; (expenditureneed) isthe total cost to the ith local
government of providing a specified level of
public services,

ORRA; (own revenue-raising ability) is the total
revenue local government i could raise from its
own sources if it implemented a specified
revenue system,

FA; isthe total amount of federal aid actuallyreceived
by the ith local government, and

SA; is the total amount of fiscal assistance actually

received by the ith locality from its state
government.

Thisconcept of balance canbe distinguished fromthe
actual status of a local government’sbudget, which is bal-
anced when

AE; = AOR; T FA; + SA; I9))
where

AE; is the total of the actual expenditures by local
governmenti, and

AOR,; is the total revenue the local government
actually raises from its own sources.

3Commonwealth Grants Commission, Report on State Tax
Sharing Entitlements, 1981:Main Report (Canberra:Australian
Government Publishing Services, 1981), p. 18,
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For all local governments in the state as a group,
ZEN; = ZAE; (©))
and
ZORRA; = ZAF; - IFA; - ISA; @
To focusattention on the issue of horizontal balance,

local governments collectivelyare assumed to be operat-
ing with balanced budgets, that is:

ZAE; = SAOR; + ZFA; T 3SA; )
It follows that, for all local governmentsas a group,
TEN; = TORRA; T ZFA; T ISA; ©®

This appendix compares the representative ap-
proaches to the measurement of own revenue-raising
ability and public service costs with the export-adjusted
income approach to revenue-raising ability and with
various methods that rely on regression analysisto amve
at estimates of relative expenditure needs.

The Representative Approaches

The “representative”approaches to expenditure need
and own revenue-raising eility offer operational definitions
of “specified” levels of need and own revenue.4

The representative expenditure approach yields
estimates of what it would cost each local government to
provide the statewide average (representative) level of
each public servicefor which local authorities in the state
are responsible. That is, the total expenditureneed of the
ith local government is defined as

EN; = W,WL,; + Wy, WLy,; +... + §,WL; (7

where W, is the statewide average (representative) cost per
unit of workload of providing service a and WLy is the
workload of lacal government i for service a.

In an analogous manner, the representative revenue
approach defines the total own-revenue-raisingability of
the ith local government as

ORRA; = 3B, + tByi + ... + T, Byj (8)

where {, is the statewide average (representative) rate
for tax (or other revenue source) a and By; is the base of
tax a that is accessible to taxation by local government i.

The Export-Adjusted Income Approach
to the Measurement
of Own-Revenue-Raising Ability

The representative approach is not the only method
available for estimating revenue-raising potential.> The

“ In addition to the present report, see Advisory Commissionon
Intergovernmental Relations, 1988 State Fiscal Capacityand
Effort (Washington, DC, 1989).

5 For a general discussion of the options for measurement of
revenue-raising ability, see U.S Department of the Treasury,
Office of State and Local Finance, Federal-State-Local Fiscal
Relations: Report to thePresidentand the Congress(Washington,
DC, 1985), Chapter VI11. The most useful recent discussionof
anexport-adjustedincome approach appearsinHelen F. Ladd
and John Y inger,America’sAiling Cities: Fiscal Healthand the
Design of Urban Policy (Baltimore: Johns Hopkins University
Press, 1989), pp. 45-77.
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chief alternative to the representative method, the export-
adjusted income approach, defines the specified level of
own revenue as the yield of a revenue system with two
basic characteristics: (1) it imposes a standard burden on
the residents of each local government, defined as a
uniform percentage of their total income; and (2) it
maximizes the taxes collected from nonresidents, that is,
the tax yields that are “exported.”

Under this approach, the own-revenue-raisingability
of the ith local government can be written as

ORRA; = K*Y; (1 T ¢) )]
where

K* is a standard tax burden on the income of the
residents of each local government,

Y; is the total income of the residents of local
government i, and

¢; is amount of taxes collected by the ith local
government from nonresidents per dollar of
taxes paid by the government’s residents.

Equation 9 can be shown to be equivalentto the rep-
resentative definition of own-revenue-raising capacity in
the simple case in which local governmentshave only one
revenue source (a) at their disposal. In this case, the defi-
nition of representative revenue-raising capacity can be
written as a special case of equation 8:

ORRA; = 3B, (10)

Thebase of tax a accessibleto local governmenti, Bg;, can
be segmented between the base attributable to residents
(R) and the base attributable to nonresidents (E):

Substitutingfor By; in equation 10,
ORRA; = {,BR + {,BE (11)

The total own-revenue-raising capacity of local govern-
ment i is the sum of the yield of its tax at the
representative rate, t,, that would be paid by residents
and the yield that would be exported to nonresidents.

In the export-adjusted income approach, K* is
defined as the amount of tax paid by residents as a
proportion of their total income, that is,

. ©BR
K =22 12
Y. (12)
This expression can be rewritten as
&BR = K'Y; (13)
and as
. K'Y,
a B}l{l

Substitutingfor taBX: in equation 11 from equation 13,

ORRA; = KYi, T t_an{ (15)



Substitutingfor t, in equation 15from equation 14yields

ORRA; = K'Y; T (I;z hyBE (16)
ai
Rewriting:
- L] BE'
ORRA; =K Y;+ K Yi(—B—aRL 17
ai
Factoring,
. BE
ORRA; = K Y;(1+ ]—3%) (18)
ai

In the export-adjusted income approach, BE /B = e, .
Therefore,

ORRA; = K'Y;(1 T e,) (19)

which is equivalent to equation 9.

When local governmentsare allowed to raise revenues
from more then one source, however, the representative
and the export-adjusted-income approachesare no longer
equivalent. This can be seen by considering a system in
which localitieshave access to two revenue sources,aand
b. From equation 8, the representative approach defines
the own revenue-raising potential of the ith local
government as

ORRA; = 1B, + thByi (20)

In the export-adjusted-income approach, the expres-
sionfor the own revenue-raising potential of government
i is considerably more complicated:

. = t..BR BQEi BR(1 _BbEi
ORRA; = t,;B;(1+ BR)+ tvi Bp; (1 + BR) (02))
ai bi

Subject to the constraint that
t?iBai + tlrjiBbi = K‘Yi

that is, that the total taxes paid p_% residents of the locality
equal the standard burden (K'Y;) .

Unfortunately, the tax rates of the local government
cannotbe identified by observation—asin the representa-
tive approach, where the statewide average effectiverate
is used. Rather, the rate for each tax must be identified
that maximizes the revenue collected from nonresidents,
subject to the burden-on-residents constraint. The rates
that satisfy this requirement are likely to differ from
government to government because the export ratios for
the taxes depend on the nature and mix of activity in a
local economy. Export ratios will not be the same, for
example, for acommunitywith aregional shoppingmall, a
community with a major factory, and a bedroom suburb.

An important consideration in identifying the reve-
nue-maximizing rates is that the sizes of the bases
themselvescan be expected to be influenced by the txrates
selected. Thisis, of course, a problemwith the representa-
tive approach as well.

Theoretically, with enough reliable information, the

identification of the revenue-maximizing rates and the
yields they would generate would be a straightforward
maximizationexercise. In fact, the necessary estimates of
the responsivenessof bases to tax rates are not available,
so the approach cannot be implemented without major
simplifyingassumptions.6 These assumptionsmay, in fact,
make the export-adjusted-income approach essentially
equivalent to the representative approach.

The method actually used by Ladd and Yinger
focuses on the estimation of an overall export ratio for
each dty. Given that ratio, the own-revenue-raisingability of
a government can be calculated directly from the total
income of the jurisdiction’s residents, using equation 9.

The overall export ratio for a city is calculated as the
weighted average of separate estimates for three “stan-
dard*‘taxes: a real property tax, a general salestax, and an
earnings &< The respective weights are 50 percent, 25
percent, and 25 percent.

The authors offer no explanation for their choice of
these weights. As Table D-1 shows, the weights are
substantially at variance with the actual reliance of local
governments on the major sources of own revenue. The
magnitude of the variance raises seriousquestionsabout the
results. Of course, Ladd and Yinger do not purport to be
using a “representative” approach, so the discrepancy
between actual practice and their weights cannot be faulted
on the ground that the weights are not representative. The
alternative, however, is a normative perspective, and the
authors do not indicate that this is their approach. Hence,
why those weights?

Setting aside the issue of the rationale for the
weights, the methods used to derive the individual export
ratios deserve brief consideration.

Property Tax. From the literature, Ladd and Yinger
postulate assumptions about the incidence among eco-
nomicgroupsof a txon each of eight classes of property.

m  Owner-occupied housing: 100 percent on owners.

Table D-1
Sources of the Own General Revenues
of Local Governments,
Fiscal Year 1981-82

Weights
Used All
by Ladd Local Cities
and Govern- Over
Revenue Source Yinger ments 200,000
@ 2) 3
Total Own General Revenue 100.0% 100.0%  100.0%
Property Tax 50.0 48.3 30.1
Individual Income T&x 25.0 3.1 14.0
General Sales Tax 25.0 6.3 11.7
All Other 423 44.2

Sources: U.S.Department of Commerce, Bureau of the Census, Gov-
ernmental Finances in 1981-82 (Washington, DC, 1983), Table
4, and City Government Finances in 1981-82 (1983). Table 2;
and Ladd and Yinger, America‘s Ailing Cities, p. 48.

6See Ladd and Yinger, America’sAiling Cities, pp. 70 and 71.
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B Rental housing, single family: not identified.
Rantal housing, 2-4 Unit structures: not identified.

Rental housing, 5 ar more unit structures: 80 percent
on renters, 20 percent on landowners.

®  Commercial, real and personal: 42 percent to
consumers, 38 percent to workers, and 20 percent
to landowners.

®m  Industrial, real and personal: 14 percent to
consumers, 75percent toworkers, and 11percent
to landowners.

®  Vacant, acreage, and other: not identified.
m  State-assessed: not identified.

Given these assumptions, the authors develop esti-
mates separately for each city of the proportion of the in-
dividuals in each group that lives outside of the city.
Owner-occupiersand renters obviouslylive in the city, for
example. Consumersand workersare apportioned on the
basis of such factors as the size of a city relative to its met-
ropolitan area and the share of wages and salaries paid to
commuters.

The incidence assumptions and location estimates
arethen combined to calculatethe proportion exported
of each city’s actual property tax base in each of the
eight classes. The ratio of the sum of the bases exported
for all eight classes to the aggregate “resident” base is
the city’s export ratio for the standard property tax.
Ladd and Yinger estimate that the average export ratio
for 78 major cities in 1982was 0.52. In other words, a
standard property tax would collect 52 cents from
nonresidents for every $1.00 paid by city residents.

Sales Tax. Ladd and Yinger assume that local sales
taxes are shifted entirely to consumers in higher prices.
Therefore, all that is necessary to calculate the export ra-
tio isan estimate of the proportion of total retail salesina
city made to purchasers other than residents.

The proportion is derived by estimating total retail
spending by residents as the sum of three, separately
derived components. The components are goods bought
in food and drug stores, food and drink consumed in
restaurants, and all other taxable items. The estimatesare
calculated by multiplying the total money income of a
city’s residents by estimates of their average propensities
to consume each of the three categories of goods and
services. The propensities are ratios of total retail salesin
each SMSA to total income in the SMSA, adjusted in
undisclosed ways

« + . (using coefficients estimated from a multi-
variate regression equation) for differences
between cityand SMSA incomeand purchasesby
tourists.’

The undisclosed adjustments are the key to the
analysisbecause observed retail sales in the numerator
of the propensity ratio presumably include purchases by
nonresidents. This being the case, the undisclosed adjust-
ments are the key to the estimating process. It seems a bit
strange to suggest that the propensities are used to estimate

7Ibid., p. 74.
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the splitbetween residentand nonresident retail sales,when
the process of estimating the propensities themselves
apparently embodies the method used to partition resident
from nonresident purchases.

In view of this,Ladd’s and Yinger’s concern that the
estimates of export ratios for the standard sales tax may be
oo low the “approach ignores the possibility that
city residents might shop outside the city” seems genuinely
curious. If the approach in fact assumes that city residents
shop only in the city, the export ratio would indeed be
underestimated, seriously. Unfortunately, in the absence of
information on the procedures actually used by the authors
to estimate resident propensitiesto consume, it is impossible
to evaluate the problem.

Ladd and Yinger estimate an average export ratio for
the standard sales tax in their 78 citiesin 19820f 0.21, less
than half that for the property tax.

Earnings Tax. Thebase of the standard earnings tax is
all employeeearningsin a city—by nonresidents aswell as
residents—and the full burden of the tax isassumed to be
borne by the worker. As estimates of earnings in central
cities by nonresidents are available from the decennial
census, the ratio of these estimates to total earnings in a
city is the desired export ratio for the earnings tax.

Theaverage exportratio for the standard earningstax
in the 78 cities studied by Ladd and Yinger is 1.27—well
over $1.00 would be collected from nonresidents for each
$1.00 of this tax collected from residents.

Regression-Based Approaches
to the Estimation of Public Service Costs

State and local government spending varies from
state to state and among localities for a wide range of
reasons extending from differences in voter preferences
to differences in the incidence of poverty. A substantial
technical literature has developed since World War 11
ap‘plying regression analysis in an attempt to identify the
relative importance of the many “determinants” of the
variation in state-local spending.

The early studies tended to be naive, correlation-
hunting exercises motivatedby little more than a desire to
identify the variablesthat “explain”relative levelsof state
and local expenditures. By the 1970s, the focus had
narrowed toan effort to estimate the “stimulative”effects
of grants-in-aid on the spending of recipient govern-
ments. The usual method of analysis was a multiple
regression with one of the independent variablesthe level
of funding for the grant program whose impact was to be
estimated. As for the quality of this work; it is interesting
to note that, as recently as 1977, Gramlich was con-
strained to point up the

. . . various conceptual and technical problems
with the studies—lack of an underlying theory of
the behavior of state and local governments, lack
of any attempt to distinguish the different effects
of different types of grants, lack of any attempt to
deal with the possible simultaneous causation of
grants and expenditures.*

& Edward M. Gramlich, “Intergovernmental Grants: A Review
of the Empirical Literature,” in Wallace E. Oates (ed.). The
Political Economy of Fiscal Federalism (Lexington, Massachu-
setts: D.C. Heath Co., Lexington Books, 1977), p. 219.



Auten’s Estimates of Local Expenditure Needs
In New York

In an article published in 1974 but not included in
Gramlich’s review, however, Auten ushered in a genera-
tion of more sonhisticated analvsisthat has responded to

(LY T T8 PN AUTNED L O Cnatitlel 2w

on consumer utility maximization theory, Auten postu-
lates a model in which local public expenditures are a
function of three classes of factors: (1) revenue-raising
ability (including individual income, wealth, ability to ex-
port taxes, and intergovernmental payments); (2) cost
factors (the concentration of poverty, population density,
and other socio-demographicvariables); and (3) commu-
nity preferences for public services. The resulting expen-
diture function has this general form:

e =f(ac,d) (22)

where:
e is per capita local expenditures,

a is a vector of variables relating to revenue-raising
ability,

c is a vector of socioeconomic (need) factors, and

d is tastes and preferences for public services.

Auten estimates this expenditure function separately
for nine major functional categories of local government
spending using multiple regression.1? The coefficients of
the a variables indicate the average response of expendi-
tures to differences in revenue-raising ability.1! The a
variables are the equivalent of an individual’s income in
the standard theory of consumer demand—that is, the
quantity of a good or servicedemanded is hypothesized to
increase, other things equal, as income rises.

The coefficients of the c variables show the way per
capita spendingby the sample governments responds, on
average, to differences in socioeconomic and demographic
conditions. The d variable is assumed to be subsumed in the
standard error-term of the regression. That is, Auten’s
model assumes that differencesin expenditures not directly
associated with the aand cvariablesareattributable to voter

®Gerald E. Auten, “The Distribution of Revenue Sharing
Funds and Local Public Expenditure Needs,” Public Finance
Quarterly 2 (July 1974). 35275,

YThe dependent variables in the regressions are the total
outlays by all local governments providing services to a
representative sample of 104 school district areas in New York
State. The independent variables are fiscal/economic/demo-
graphic attributes of the geographic areas of the districts.

1 Auten actually uses what might be characterized as a prepack-
aged vector Of variables measuring revenue-raisingability, that is,
he uses ameasure developed for another study. The meesuress a

weiig]\rged average of median familyincomeand the marketvalues
o e classes of real property —residential, commercial, indus-
trial, seasonal, and other. The weights are derived from
regression analysis in which the income and property values are
the independentvariablesand the dependentvariable is the total
per capita revenues franown sources of all local governments
serving each school district area

tastes and preferences. Hence the model does not include
explicit variables reflecting public preferences.

The coefficient of each independent variable in a
regressionof this type isan estimate of the response of the
dependent variable (local expenditures per capita) to a
unit change in the independent variable if there were no

cftange i any of dde odlder varioes. 7#s means wac
estimates of the expenditure “needs” of each community
can be calculated by using the regression equation to
predict per capita expenditures with the actual values of
the c variablesand the mean values of the avariables. Use
of the mean values of the a variables controls for
differences in revenue-raising ability (as a factor influencing
the quantity of public services demanded, not as a factor
affecting need).

Auten retains in his regressionsall ¢ variables that are
significantly different from zero at the 10percent level.
Unfortunately, he does not display the t-values, soa more
rigorous criterion cannot be applied in the following
listing of the c variables in each of his regressions:

m  General government: population growth rate,
proportion of the total market value of real
property accounted for by seasonal and resort
property.

m  Public safety: ﬁopulation per square mile in the
county in which the district is located, population
per square mile in the district, proportion of the
total market value of real property accounted forby
commercial property, crime rate, old housing as
proportion of the total, population growth rate.

m  Highways: square miles of district area, area of
the county in which the district is located,
population per square mile in the district,
population density of the district squared, pro-
portions of the total market value of real
property accounted forby (a) commercial and (b)
seasonal and resort property.

m  Sanitation: proportion of the total market value
of real property accounted for by industrial and
commercial property, population per square mile
in the district, population density of the district
squared, proportion of the total market value of
real property accounted for by residential property.

m  Health: AFDC children as percentage of total
population, square miles of district area, propor-
tion of the population of the county in which the
district is located that lives in urban areas.

= Recreation: population per square mile in the
county inwhich the districtis located, population
growthrate, proportion of the total market value
of real property accounted for by seasonal and
resort property.

m  Welfare: proportion of the population of the
county in which the districtis located that livesin
urban areas, low-income families as percentage
of total, proportion of adult residents not having
completed high school.

m  Schools: number of low-achievement pupils as
percentage of total, public school enroliment as
proportion of total population.
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m  Other: population growth rate, population per
square mile in the district, population density of
the district squared.

The incompleteness of Auten’s conceptual frame-
work is exemplified by his failure even to mention differ-
encesin the unit prices of inputs asfactorsin the variationin
spending needs among localities. Another problem is his
treatment of tastes and preferences. As Fastrup observes:

By modelling [theseconsiderations] .. .aspart of
the error term, this approach biases the coeffici-
ents of the socio-demographicvariables to the

extent they are correlatedwith the excludedtaste
variables.12

Bradbury, Ladd, Perrault, Reschovsky, and Yinger
on Local Government Needs in Massachusetts

These problems with Auten’s approach are signifi-
cantly clarified in a 1984 article by Bradbury and
associates.13 They begin by observing that the literature
on the determinants of state and local expenditures
assumes that voters are concerned about budgetary
outlays. In fact, they remind us that—as Bradford, Malt,
and Oates had pointed out a decade and a half earli-
erl4—voters’ primary concerns relate to levels of services,
or “final” outputs: the safety of the streets, for example, and
the quality of the air.

The levels of public servicesactually delivered depend,
in part, on what public employees actually do—that is, on
the number of police patrolsand the number of smokestack
emission inspections. These activities can be characterized
as “intermediate” outputs.!> The cost Of these intermediate
outputs depends, in turn, on the amounts spent for the
inputs used, the sophistication of the available technology,
and the efficiencywith which the outputsare produced. The
inputsinclude police officersand air-quality inspectors,
communications systems, squad cars, and equipment
for monitoring smokestack emissions. For a given
standard of technology and operating efficiency, the

2Jerry C. Fastrup, “Estimating the Cost of Local Public
Services,” February 25, 1990, processed, p. 5.

13Katherine L. Bradbury, Helen E Ladd, Mark Perrault,
Andrew Reschovsky, and John Yinger, “State Aid to Offset
Fiscal Disparities Across Communities,” National Tax Journal
37 (June 1984): 151-70.

Y David E Bradford, R. A. Malt, and Wallace E. Oates, “The
Rising Cost of Local Public Services: Some Evidence and
Reflections,” National Tar Journal 22 (June 1969): 185-202.

”Bradford et al. refer to these as “direct produced” outputs
(p. 186).

18 The relevant prices in this context are the opportunity costsof
the inputs, that is, their value in the best alternative
employment (see Appendix C). The relevant prices are not
necessarily those actually paid by local officials, for they may
pay more than the minimum necessary to purchase inputs of
given quality, perhaps as a result of collective bargaining
agreementswith public employee unions. For studies finding
significanteffects of unionizationon the wages of local public
employees,see Roger W. Schmenner, “The Determination of
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relationship between amounts spentand the intermediate
outputsdepends on the prices paid per unit for the inputs, 16

The final output resulting from a given number of
police patrols or emissions inspections depends on the
environment in which the intermediate outputs are
produced —in which the publicemployeesare working. In
the cases of public safety and air quality, the important
aspects of the environment include the proportion of a
community’spopulation inage groupswith high propensi-
ties to commit crimes, the nature of the community’s
economy, and climatic conditions.

A givenlevel of publicsafety requiresmore-frequent-
than-average police patrols, for example, in a community
with an unusually high proportion of 18-25 year-old
residents. Achievement of a given standard of air quality
requires more emissions inspections than average in a
community with a lot of heavy industry, or that frequently
experiencessuch climatological phenomena as tempera-
ture inversions.

These two types of variables—the prices of inputs,
which can be designated as P,and environmental factors
(C)—can be thought of as the major influences on the
supply of public services. The next question is what
variables determine demand.

The demand for a public service, like that for a
private good, depends on the price of the service to the
voter aswell ashis or her income and preferences. The
tax price of a public service depends, unlike the
situation inthe marketforaprivate good, on the overall
revenue-raising ability of the community. The reason is
that it is the total amount of revenue raised by a given
taxrate (notjust theamount of tax paid by theindividual
voter-purchaser)that determineshow much of aservice
the community can purchase at that tax rate. If the
serviceisapure public good (safe streetsand air quality,
for example), the amount produced is by definition the
amount available to be consumed by every resident of
(or visitor to) the community.l7

Overall revenue-raising ability can be character-
ized as the sum of potential revenue from own sources

Municipal Employee Wages,” Review of Economics and
Statistics55 (February 1973): 83-90; Ronald G. Ehrenberg and
Gerald S. Goldstein, “A° Model of Public Sector Wage
Determination,” Journal of Urben Economics 2 (July 1975):
222-45; and Orley C. Ashenfelter, “The Effects of Unioniza-
tion on Wagesin the Public Sector: The Case of Firefighters,”
Industrial and Labor Relations Review 24 (January 1971):
191-202; all discussed by Robert P. Inman, “The Fiscal
Performance of Local Governments: An Interpretative
Review,” in Peter Mieszkowski and Mahlon Straszheim (eds.),
Current Issues in Urban Economics (Baltimore: Johns Hopkins
University Press, 1979), pp. 302-4.

'7If the service is not a pure public good, an additional resident or
visitor reduces the quantity (or quality) of the final service
available to each consumer. Streets and roads, for example, are
not pure public goods because as the number of persons using
them increases they become congested, travel times increase, an
the quality of the final service they provide diminishes. The
analyses of public services discussed in this appendix essentially
assume that all the services under consideration are pure public
goods. Some efforts have been made to deal explicitly with the
congestion problem; see Fastrup, “Estimating the Cost of Local
Public Services,” pp. 8-14.



(V) and actual state and federal aid (A). The income and
preferencesof the voter canbe designatedas D, fordemand.

Taken together, the five categories of variables
identified in the preceding paragraphs constitute the
simple model estimated for Massachusetts cities and
towns by Bradbury and her associates:

e —f(V,A,BC,D) (23)
Thedependent variable (e) istotal operating expenditures
per capita, including spending for schools.18

The model is estimated as a simple Irearrelationship
between e and each of 19independentvariables.1? (Because
of the unavailability of the necessary data, no variable
representing P is included.) For purposes of discussion, the
nine environmental-costvariables are especially interesting:

= Population density: resident population divided
by square miles of area;

= Full-time-equivalent pupils (weighted by values
specifiedin the major state aid program) per capita;
Number of crimes reported per 1,000 inhabitants;

Fraction of year-round housing units built before
1940;

m  Number of state and federal government em-
ployees per capita by place of work;

m  Number of employees in trade and services per
capita;

m  Number of employees in manufacturing per
capita;

¥ Note that the dependent variable is outlays per capita, not
some composite measure of service levels. The authors
concede that their approach

...Isapractical compromisenot an ideal solution.In
particular, it provides better estimates of the impact
of environmental cost factors on spending than on
local publicservices.(Bradburyet al., State Aid .. . ,
p. 155)

The approach can hardly be faulted for this compromise. Re-
spectable measures of final outputs are available for very few
governmentservices. There is, therefore, no practicable alter-
native to the authors’ assumptionthat expenditures are a rea-
sonable proxy for service levels.

¥Tn addition to 9 C (environmental) variables, the model
includes 2 variables designed to measure V (own-revenue-
raising ability): total equalized property tax valuation per
capita and total actual collectionsof nonpropertytax revenues
per capita. (Actual collections are a questionable measure of
revenue raising potential.) Both these variables are signifi-
cantly different from zero at the 1percent level. The model
includes O variables each for federal and state aid. The
coefficients for both state aid variables and for federal
Revenue Sharing are significantat the 1percent level; that for
all other federal aid is not significantat the 5 percent level.
The model includes two variables intended to reflet voted
resourees and preferences: the proportion of the resident
population age 65 and older and resident personal income per
capita The income variable is significant at the 1percent level;
the elderly variable has the expected sign (negative) but is not
statistically significant. The last two variables in the model are
included to reflect the influence of the rate of change in resident
population; neither variable is significant at the 5 percent level.

m  Percentage of resident population with income
below the poverty line; and

® | ocal road mileage per registered vehicle.

Of the nine variables, only the first five turn out to be signifi-
cantly different from zero at the 5 percent level or better.

Ladd and Yinger on Measurement of the Fiscal
Health of the Nation’s Cities

At the time the articleby Bradbury and associateswas
published, three of the authors—Bradbury, Ladd, and
Yinger—were engaged in a project funded bya grantfrom
the U.S. Department of Housing and Urban Develop-
ment that involved considerable refinement of the
analytical methods used in the Massachusetts analysis.
Ladd and Yinger continued this work and eventually
published the results in an important volume discussed
earlier.20 The Ladd-Yinger study develops estimates of
“standardized expenditure need” for a sample of 86
central cities located throughout the nation. These
estimates are then used in conjunctionwith estimates of
revenue-raising ability, discussed earlier in this appendix,
to arriveat a measure of the “standardized fiscal health” of
each of the cities. The estimatesare also used, dong with
data on actual flows of intergovernmentalaid, to calculatea
measure of the “actual” fiscal health of each city.

In Ladd’s and Yinger’s analysis,

A city’s standardized fiscal health is the differ-
ence between its [own] revenue-raising capacity
and itsstandardizedexpenditure need, expressed
as a percentage of its capacity.2!

For purposes of the calculation, standardized need is
set “so that, on average, cities exactly use up their
revenue-raising capacity.”22 The gaps between own
revenue-raising ability and need calculated by Ladd and
Yingerare very similarto those displayed in Table 9 of the
present report—that is, the estimates of gaps between
representative expenditures and revenue-raising ability
abstracting from federal grants-in-aid. Expressed as a
percentage of revenue-raisingability (with no account taken
of federal grants), the gap indicator of fiscal capacity
presented in Chapter 4 would be roughly equivalent to
Ladd’s and Yinger’s measure of standardized fiscal health.

The authors” measure of actual fiscal health extends
the analysisto allowfor (1)actual amounts of intergovern-
mental aid received, (2) differences in city service
responsibilities and revenue-raising authority, and (3)
differencesin the tax burdens imposed by overlying local
governmentsand the states. The estimatesare scaledand
calibrated in complex ways that need no discussion here:
their effect is to ensure that the difference between total
receiptsand expenditure need is zero for the average city.

For purposes of comparisons among the states—the
object of the present report—differences in service re-

2 America’s Airing Cities.
2 |bid., p. 103.
2 hid, p. 104
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responsibilitiesand revenue-raising authority are immateri-
al, as discussed in Chapter 2. Moreover, the taxes imposed
by the only government that overlies the states are
necessarily uniform throughout the nation. Hence Ladd’s
and Yinger’s measure of actual fiscal health is quite similar
to the concept of fisal capacity used in the present report,
and the calculation parallels that reported in Table 14.

Reversing the sign of the gap as it is calculated in
Chapter 4 and expressing the result as a percentage of
revenue-raising capacity (measured by the RTS) produces
an index of the actual health of state-local fiscal systems
that ranges from -57 for Mississippi to +44 for the District.
of Columbia. The range of values for the index of actual
fiscal health estimated by Ladd and Yinger for 1982 is
from -80 for Los Angeles to +56 for Hollywood,
Florida.23 The significantly wider range of the estimates
for cities than for the states is consistent with expecta-
tions, given the more diversified nature of the economies
and homogeneity of the socioeconomic characteristics of
the states as compared with central cities.

The results of the present report are restated as
indices of fiscal health in Table D-2 on page 114. The
comparisonsof the indiceswithoutand with federal grants
in columns 7-9 provide some interesting insights into the
distributive impacts of the federal grant system. The
health indices of the dozen least healthy state-local fiscal
systems is improved by federal grants, but there is very
little apparent pattern in the effect of federal grantson
the fiscal health of the other states.

The estimates of standardized expenditure need are
derived by Ladd and Yinger by estimating by multiple
regression a model of the determinants of per capita city
expenditures using data for 1967,1972,1977, and 1982for
the 86 cities.2* The analysis produces cost indices for
three categories of services: fire, police, and general (all
other). Each index measures a city’s relative cost of
providing the indicated category of service given its input
prices and environmental factors, and controlling for dif-
ferences in service responsibilities, institutional charac-
teristics, and variablesof the typesV, A, and D, discussed
above.2>

The value of a city’s cost index for each of the
categories, weighted by national-average per capitaspending
for the category in 1972 (net of average user fees collected

B71bid., pp. 210-11.

 Again, as in the analysis by Bradbury et al., the dependent
variable is per capita spending rather than a measure of final
output or service levels. As the authors observe:

The final outputs of city services, such as
learning and protection from crime and fire, are
difficult if not impossible to measure. Therefore we
cannot directly measure the impact of environmental
factorson the level of final outputs. Nevertheless, we
can indirectly measure these impacts by analyzingcity
expenditure. (Tbid,, p. 82.)

3 The authors refer to this aspect of the analysis as “carefully
controlling for service responsibilities and service quality”(ibid.).
Sarvice responsibilities are handled explicitly in the analysis. It is
difficult to see,however, how the other variablesin the model can
be characterized as controlling for “service quality.”
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for the servicesin the category), is the estimate of the city’s
standardized expenditure need, that is

. . . the amount it must spend to dotain a
standardized service quality for a standardized
package of service responsibilities.26

A city’s cost index is derived from a cost function of
this general form:

G = (I)°- Xy)r - (Xgy)2... (XK %))

where:
m  C;isthe cost per unit of service quality in cityj,
m I;isan input cost index for cityj,
®  Xj is the value of the ith environmental cost
factor in city j, and
m cand the a;’s are estimated parameters.

The input cost measure for general and police
services is the average wage in manufacturing in the state
inwhich cityj is located. For fireservices, I; isa consumer
price index excluding taxes and housing. T'he coefficients
of the input-cost variable in the general and police
regressionsare not significantly different from zero, but
the coefficient of the price-index variable in the fire
regression is significant at the 1percent level.

The statisticallysignificant environmental variables and
the values of their coefficients are different for the three
categories of services, as the following summary indicates.

General Services??

Resident population;

Population density;

Percentage of housing units over 20 years old:
City’spopulation as percentage of its SMSA's; and
Private employment in the city as percentage of
its resident population.

Police28

®  Resident population;

% Ibid., p. 79.

¥ The environmental cost variables not significantly different
from zero in the regression for general services are: poverty
population; government employment as a proportion of
private employment; and the ratios to the assessed value of
owner-occupied housing of the assessed values of the following
classes of property: rental housing, property used in retail and
wholesale trade, property used in the production of services,
industrial property, and vacant land and state-assessed property.

BThe environmental cost variables not significantly different
from zero in the regression for police servicesare: population
density, percentage of housing units over 20 years old,
percentage of housing units in single-unit buildings, the
unemployment rate, government employment as a proportion
of private employment; and the ratios to the assessed value of
owner-occupied housing of the assessed values of the
following classes of property: rental housing, property used in
retail and wholesale trade, property used in the production of
services, industrial property, and vacant land and state-
assessed property.




®  Percentage of population below the poverty line; m  Assessed value of industrial property as proportion
City's population as percentage of its SMSAs; and of assessed value of owner-occupied housing.

Private employment in the city as percentage of
its resident population.

#The environmental cost variables not significantly different

Fire2® from zero in the regression for fire services are: the log of
. . ) resident population, population density, percentage of hous-

Percentage of housing units over 20 years old; ing units in single-unitbuildings, the poverty population, the

Private employment in the city as percentage of city's population as percentage of its SMSA's, government

employment as a proportion of private employment; and the

its resident population; ratios to the assessed value of owner-occupiedhousing of the

m  Assessed value of property used in production of assessed values of the following classes of property: rental
services as proportion of assessed value of housing, property used in retail and wholesale trade, and
owner-occupled housing; and vacant land and state-assessed property.
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Table D-2
Calculation of Ladd-Yinger-Equivalent Overall Indices of Standardized and Actual Fiscal Health, 1987

(dollar amounts in millions)

Standardized Fiscal Health Actual Fiscal Health

Ranked by Index 0f Eiscal Health

—Abstracting from Federal Grants — Considering Federal Grants —Stapdardized Actual

State RTS RRA RTSGap Health RTSRRA RTSGap Health state Health State Health Change

) ©) ©) 4 ®) ® 0] ® O
United States $653,608 SO - $653,608 $0 - United States - United States - -
Alabama 8,253 3,673 (445) 8,544 3,383 (39.6) Connecticut 34.1 District of Columbia  44.1 283
Alaska 2376 (666) 28.0 2,518 (808) 321 Nevada 318 Alaska 321 4.1
Arizona 9,048 277 (3.1) 8,632 693 (8.0) Massachusetts 312 Wyoming 307 55
Arkansas 4,730 2,066 (43.7) 4,915 1,881 (38.3) New Hampshire 305 Massachusetts 298 @4
California 86,966  (11,725) 135 86,056  (10,814) 12.6 Alaska 280 Connecticut 298  (4.3)
Colorado 9,825 1,143 11.6 9,526 (844) 8.9 Wyoming 252 Nevada 265 (5.3
Connecticut 11,998 241092; 34.1 11,260 (3354) 29.8 New Jersey 239 New Hampshire %57 (49
Delaware 2135 (472) 221 2,077 (414) 20.0 Delaware 22.1 New Jersey 20.7 3.2)
District of Columbia 2,040 (322) 15.8 3,074 (1,356) 44.1 Hawaii 20.8 Delaware 20.0 22
Florida 33,760 (3.877) 115 31,489 (1,606) 51 District of Columbia ~ 15.8 Hawaii 196 (1.2
Georgia 15,732 2,407 (15.3) 15,720 2,418 (15.4) California 135 Vermont 184 52
Hawaii 3,291 (684) 20.8 3,241 (634) 19.6 Vermont 13.2 New York 17.2 54
Idaho 2,061 621 (30 1:2 2,121 561 (26.4) New York 118 Rhode Island 14.0 36
Ilinois 30,266 1,589 5.3) 30,088 1,767 (59 Colorado 116 California 126 (.9)
Indiana 12,937 1,811 (14.0) 12,871 1877 (14.6) Florida 115 Maine 121 40
lowa 6,356 938 (14.8) 6,465 829 (12.8) Maryland 10.8 Maryland 10.0 (.8)
Kansas 6,208 332 5.4 6,016 525 @7 Rhode Island 105 Colorado 89 (2.8)
Kentucky 7,904 2,937 (37.2 8,101 2,740 (33.8) Maine 8.1 Minnesota 71 15
Louisiana 10,320 2,904 (28.1) 11,239 1,985 17.7) Minnesota 56 Florida 51 6.4)
Maine 3,089 (251) 81 3,229 (391) 12.1 Virginia 41 Pennsylvania 34 15
Maryland 13,248 (1,431) 10.8 13,127 (1,310) 100 Pennsylvania 20 Washington 26 27
Massachusetts 19,944 (6,218) 31.2 19,553 (5,827) 298 Washington (1) Virginia 4 (37)
Michigan 23,536 3228 (137) 24,116 2,648 (11.0) Arizona 31) Oregon (15)
Minnesota 11,842 (668) 56 12,033 (859) 71 Illinois (5.3) Wisconsin B3 38
Mississippi 4,581 3,406 (74.3) 5,089 2,898 (57.0) Kansas (5.4) Montana 48) 130
Missouri 12, 1, 12,134 1,600 132 Oregon 59 IIlinois (359  (6)
Montana %356 3% &9 éf 2,114 101 (é 8); Nebgraska (6.2) Nebraska 64 (1
Nebraska 3,876 242 62) 3871 247 6.4 Wisconsin 57.23 North Dakota 79 92
Nevada 33803 (1,209) 318 3,530 (937) 265 Ohio (9.8) Arizona 80 (50
New Hampshire 3490 (1,065) 305 3,264 (840) 25.7 Missouri (10.1) Kansas 87 (34
New Jersey 25,202 (6,029) 239 24191 (5,019) 20.7 North Carolina (101 Ohio (202 (4)
New Mexico 3,488 967 @77 3571 884 (248) Texas (10.6) Michigan (1100 27
New York 51,712 (6,092) 11.8 55,085 (9,466) 17.2 Oklahoma (11.4) North Carolina (125) (2 4)
North Carolina 15,414 1,562 (10.2) 15,085 1,892 (12.5) Michigan (13.7) lowa (128)
North Dakota 1,622 276 (17(3 1,759 138 1.9 Indiana (14.0) Missouri (13.2) (3.1)
Ohio 26,346 2575 26.251 2,669 (10.2) lowa (14.8) Oklahoma (137 (23
Oklahoma 8,187 936 1143 8,023 1,100 (13.75} Georgia (15.3) Indiana (14.6) (.6)
Oregon 6,760 401 ) 7,053 108 North Dakota (17.0) Georgia (15.4) (.1)
Pennsylvania 29,575 (586) 30,020 (1,03 3 34 Montana (17.8) Texas (16.5) (59
Rhode Island 2,536 (263) 105 2,641 (370) 14.0 Tennessee (23.5) Louisiana @77 105
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] Table D-2 (cont.) ] ]
Calculation of Ladd-Yinger-Equivalent Overall Indices of Standardized and Actual Fiscal Health, 1987
(dollar amounts in millions)

Standardized Fiscal Health Actual Fiscal Health Ranked bv Index of Fiscal Health
Abstractine from Fedrral Grants Considering Eederal Grants Standardized Actual

State RTSRRA RTSGap Health RTS RRA RTS Gap Health State Health State Health Change

O @ 3 ) ) (6) M 8 ®
South Carolina 7,249 2,253 (31.1) 7,326 2,176 (29.7) New Mexico (27.7) Tennessee (21.2) 23
South Dakota 1,490 502 (33.7) 1,633 359 (22.0) Louisiana (28.1) South Dakota (220) 117
Tennessee 10,928 2,567 (23.5) 11,137 2,359 (21.2) Idaho (30.1) Utah (23.6) 9.3
Texas 44,687 4,749 (10.6) 42,425 7,011 (16.5) South Carolina (3L1)  West Virginia (238) 9.3
Utah 3,563 1,171 (32.9) 3,830 903 (23.6) Utah (32.9) New Mexico (24.8) 30
Vermont 1,512 (200) 13.2 1,608 (296) 18.4 West Virginia (33.2) Idaho (26.4) 37
Virginia 16,291 (664) 4.1 15,689 61) 4 South Dakota (33.7) South Carolina (29.7) 1.4
Washington 12,006 9 (1) 12,338 (323) 26 Kentucky (37.2) Kentucky (338 33
West Virginia 3,930 1,304 (33.2) 4,226 1,008 (23.8) Arkansas (43.7)  Arkansas (383) 54
Wisconsin 11,346 §13 (1.2) 11,767 398, (3.3) Alabama (445 Alabama (39.6) 49
Wyoming 1,797 (453) 252 1,940 ( 307 Mississippi (74.3) Mississippi (57.0) 174

Note: The index of fiscal health is the RTS gap, With the sign reversed, divided by RTS revenue-raisingability (RRA) ,multiplied by 100.

Sources: 1& 2—Thble 12.
4 & 5—Thble 14.
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What is ACIR?
“

The U.S. Advisory Commission on Intergovernmental Relations
(ACIR)was created by the Congress in 1959 to monitor the operation of the
American federal system and to recommend improvements. ACIR is an in-
dependent, bipartisan commission composed of 26 members—nine repre-
senting the federal government, 14 representing state and local government,
and three representing the general public.

The President appoints 20 members—three private citizens and three
federal executive officials directly, and four governors, three state legisla-
tors, four mayors, and three elected county officials from slates nominated
by the National Governors’ Association, the National Conference of State
Legislatures, the National League of Cities, U.S. Conference of Mayors, and
the National Association of Counties. The three Senators are chosen by the
President of the Senate and the three Representatives by the Speaker of the
House of Representatives.

Each Commission member serves a two-year term and may be reap-
pointed.

As a continuing body, the Commission addresses specitic issues and prob-
lems the resolution of which would produce improved cooperation among fed-
eral, state, and local governments and more effcetive functioning of the federal
system. In addition to examining important functional and policy relationships
among the various governments, the Commission extensively studies critical
governmental finance issues. One of the long-range efforts of the Commission
has been to seek ways to improve federal, state, and local governmental prac-
tices and policies to achieve equitable allocation of resources, increased effi-
ciency and equity, and better coordination and cooperation.

In selecting items for research, the Commission considers the relative im-
portance and urgency of the problem, its manageability from the point of view
of finances and staff available to ACIR, and the extent to which the Commis-
sion can make a fruitful contribution toward the solution of the problem.

Adter selecting intergovernmental issues for investigation, ACIR follows
a multistep procedure that assures review and comment by representatives
of all points of view, all affected governments, technical experts, and inter-
ested groups. The Commission then debates each issue and formulates its
policy position. Commission findings and recommendations are published
and draft bills and executive orders developed to assist in implementing
ACIR policy recommendations.

ISSN 1042-6027



	Cover
	Title Page
	Untitled Summary
	Preface & Acknowledgments
	Contents
	Introduction
	The Variability of the Costs of Public Services
	The Representative Expenditure Approach
	Estimates of Representative Expenditures
	Graphic Presentation of the Results by State
	Concluding Observations
	Appendix A- Data Used for Estimation of Represntative Expenditures
	Appendix B- Background Data and Detail
	Appendix C- Variation in the Cost of the Goods and Services Used by State and Local Governments to produce Public Services
	Appendix D- Techinical Discussion of the Representative Approaches to the Measurement of Fiscal Capacity and  Comparison with Export-Adjusted Income and Regression Approaches



