
FEDERAL GRANTS-IN-AID

In the present fiscal year the Federal Government 
is providing nearly $21 billion in grants to state and 
local governments, and it is expected that this figure 
may reach the $25 billion mark in 1970. Grants-in- 
aid are generally defined as the payment of Federal 
funds to a lower-level government for a specific 
purpose, usually on a matching basis and in ac
cordance with prescribed standards or requirements. 
The present Federal grant system, which has been 
expanding rapidly in the past few years, has a his
tory predating the Constitution. Grants developed 
as an important tool for carrying out the essential 
partnership of the state and national governments 
in a federal system. These grants coordinate the 
public services of states and localities with Federal 
financial support in programs of national concern. 
The composition of Federal grants has varied 
through time as the areas of concern to the nation 
have changed.

History and Development T h e first Federal 
grants to state and local governments were made in 
1785. In that year Congress provided grants of 
Federal land to support education in the Northwest 
Territory. Land continued to be the primary form 
of Federal aid until 1837. In that year the Federal 
Government realized a $28 million surplus which 
was distributed among the states on the basis of 
Congressional representation. N o restrictions were 
placed on the use of these funds. The first restric
tions on Federal aid came with the Morrill A ct of 
1862, which provided support of higher education. 
These restrictions included a definition of objectives, 
state matching of funds, and reports on the use 
of funds.

The early years of this century saw grants ex 
tended for agriculture, highways, and some social 
welfare programs. During the 1930’s Federal grants 
were greatly expanded to include new programs in 
welfare, housing, and economic security. In the 
years immediately after W orld  W ar II aid for health 
and housing programs grew significantly, while aid 
for highway construction was also expanded. The

1960’s have been characterized by new programs to 
finance health services and medical care to the poor, 
to rebuild urban centers, to broaden educational 
opportunities, to develop economically depressed 
regions, and to combat poverty generally.

Grants-in-aid are a product of our republican form 
of government with its tradition of decentralized 
decision-making. The Federal Government, barred 
by Constitutional reservation from  intervention in 
certain state and local affairs, has used grants-in-aid 
to accomplish its aims. Fiscal realities have rein
forced the development of grant programs. In the 
nineteenth century the Federal Government was land 
rich, and it used these resources to promote its aims 
in education and economic development. In the 
present century the advent of the income tax has 
provided the Federal Government with a supply of 
financial resources far greater than those available 
to state and local governments. A lso income tax 
revenues are more responsive to economic growth 
than are the sales and property taxes traditionally 
used by states and localities. Thus, the “ revenue/ 
responsibility gap,”  or the discrepancy between the 
revenue capabilities of a governmental unit and its 
program responsibilities, has been reinforced by the 
income tax.

Aims and Criticisms Grants-in-aid are used to 
achieve various objectives. Many grants are used 
to encourage or stimulate the development of a 
specific activity, for example, public housing or high
way construction. Other grant programs are in
tended to guarantee a minimum service level to all 
states, as the agricultural extension programs do. 
Some grants are designed to redistribute wealth 
geographically. For example most public assistance 
programs give larger grants to states with lower 
per capita income, thus transferring revenue from 
above-average income states to below-average in
come states. A  few grant-in-aid programs are 
undertaken primarily to promote economic stability 
and development rather than to provide goods and 
services, for example, grants to maintain employ
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ment security or for urban redevelopment. O c
casionally grants are used to alleviate temporary or 
unusual difficulties in a particular state or locality. 
Recently some experimental grants have been made 
to demonstrate the feasibility of a particular ap
proach to a problem.

Federal grants-in-aid are often criticized for having 
a tendency to induce states and localities to spend 
funds to match Federal grants at the expense of 
other needs not funded from  grants-in-aid sources. 
The criticism has also been leveled that states lack 
the necessary revenues because the Federal Govern
ment has preempted the most productive tax sources, 
and the absence of a direct connection between the 
taxing and spending authority leads to financial ex 
travagance and irresponsibility. It is also argued 
that the strings attached to grants-in-aid may lead 
to Federal control of local activities.

F unctions In the fiscal year 1967, Federal grants 
to states and localities totaled $14.8 billion, up about 
376%  from  the $3.9 billion in 1957. A bout two- 
thirds of this total went to social welfare programs. 
Social welfare grants increased 349%  over this ten- 
year period, but the composition of these grants was 
altered somewhat during the decade. Public as
sistance, which includes old-age assistance, medical

assistance to the aged and to families with dependent 
children, and aid to the blind, increased only 268%  
and dropped from 55%  of all social welfare grants 
to 42% . During this same period grants to educa
tion increased 933% , from about 9 %  of all social 
welfare grants to 24% . Grants for health and mis
cellaneous social welfare programs remained rela
tively stable over the period at around 5%  and 27% , 
respectively, of total social welfare grants.

Grants for highways compose the next largest 
component of Federal grants-in-aid. These grants 
increased 421%  during the ten-year period and 
varied in importance from a low of 24%  of all grants 
in 1957 to a high of 41%  in 1959 and then declined 
to 27%  by 1967. The “ all other grant” category 
rose 591% . This category includes grants for urban 
affairs, such as urban renewal and water and sewer 
facilities, mass transportation, and urban planning 
assistance; such agricultural and natural resources 
grants as water shed protection, fish and wildlife 
restoration, and management and basic scientific re
search in agriculture. A lso included are grants for 
civil defense, libraries and community services, law 
enforcement assistance, and the Federal airport 
program.

Increasing attention has been focused recently on 
aid to metropolitan and urban areas. Approximately
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60%  of the $21 billion of total Federal aid scheduled 
for distribution in 1969 will go to urban areas. 
This is an increase of about $8 billion or 205%  
since 1961 and a gain of $3 billion or 25%  since
1967. The m ajor increase in Federal grants for 
urban areas has occurred in housing and community 
development, education, and in programs to improve 
the plight of the poor. The fiscal 1970 budget calls 
for an increase of $2.8 billion or 20%  in grants to 
urban areas.

Fifth District Grants W hile total Federal grants- 
in-aid to all states and localities grew 376%  in the 
period 1957-67, total grants to the Fifth District 
grew slightly more rapidly— by about 392% . Total 
Federal grants to the Fifth District increased slightly 
from around 8 %  of all Federal grants in 1957 to 
about 9 %  in 1967. W ithin the District, North 
Carolina and Virginia have generally received the 
larger shares of total grants; each state’s share has 
generally ranged between 20%  and 30%  of grants 
to the District. Maryland, South Carolina, and 
W est Virginia have each typically received about 
15%  of the grants to the District, while the District 
of Columbia’s share has increased slightly from less 
than 4 %  in 1957 to almost 8 %  in 1967.

Generally, per capita aid is larger in states with 
smaller per capita income. This is due in part to 
some grant programs, such as grants for hospital 
construction, requiring lower matching by the rela
tively poorer states. In addition, certain programs, 
such as those for public assistance and elementary

and secondary education, are designed as aids to the 
disadvantaged and hence tend to go  to states with 
lower per capita incomes. A s shown in the second 
chart, this relationship is generally true in the Fifth 
District. South Carolina and W est Virginia have 
the lowest per capita incomes in the District, and at 
the same time the grants to these states measured 
relative to population, personal income, or state 
and local revenues are among the highest in the Dis
trict. North Carolina, Virginia, and particularly 
Maryland all have larger per capita personal in
comes than the other states, while they receive rela
tively smaller grants-in-aid. The exception to this 
rule is the District of Columbia, which has the 
highest per capita income in the District and at the 
same time receives relatively larger grants-in-aid.

The states in the District tend to take advantage 
of different types of Federal aid. In 1967 Maryland 
received the largest portion of her Federal grants 
for public assistance (2 7 % )  and education (2 6 % ). 
Virginia received over 40%  of her grants for high
ways, with only 10% for public assistance. W est 
Virginia also took the largest portion of her grants 
for highways (3 7 % ) . North and South Carolina 
placed great emphasis on education, receiving, re
spectively, 25%  and 29%  of their aid for that pur
pose. W ashington, D. C. took its largest share, 
33% , for miscellaneous social welfare programs, 
particularly community action, food stamp, and 
Neighborhood Youth Corps programs.

W ynnelle Wilson
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