
SPECIAL ANALYSIS H 

FEDERAL AID TO STATE AND LOCAL GOVERNMENTS 1 

State and local governments have a vital constitutional role in 
providing government services. The Federal Government contrib-
utes directly to that role by providing grants-in-aid, loans, and tax 
expenditures to States and localities and indirectly through policies 
designed to improve the economy. 

Federal grants are used to assist State and local governments 
with a wide variety of public programs and services, ranging from 
income support for individuals to grants for the construction of 
highway and mass transit systems. Federal grant-in-aid outlays, 
which were $93.0 billion in 1983, are estimated to increase to $98.8 
billion in 1984 and $102.2 billion in 1985. 

The proposed increases in grant outlays between 1983 and 1985 
follow two years of substantial restraint in Federal spending for 
grant programs. Between 1981 and 1983, grant-in-aid outlays de-
clined by almost by 2 percent. This decrease occurred during a 
period of general budgetary restraint and reflected the success of 
this administration's efforts to limit Federal spending to those 
areas and responsibilities that are truly Federal in nature. 

The 1985 budget is again characterized by restraint in Federal 
spending. However, increases are planned for grant programs in 
areas where Federal support is both appropriate and necessary. 

—Outlays for highway programs will increase by $4.2 billion 
between 1983 and 1985 due to the enactment of the Surface 
Transportation Assistance Act of 1982. This legislation sub-
stantially increased funds available to State and local commu-
nities to complete and repair the aging interstate highway 
system, to rehabilitate principal rural and urban highways and 
bridges, and to improve mass transit systems. The infrastruc-
ture improvements that this Act provides are critical not only 
to States and localities but to the economic well-being of the 
Nation as well. 

—Between 1983 and 1985, State and local governments will ad-
minister an estimated $3.5 billion from the Emergency Jobs 
and Humanitarian Aid Act of 1983. The Emergency Jobs bill 
was enacted in 1983 to provide employment opportunities and 

1 Federal aid to State and local governments is defined as the provision of resources by the Federal Govern-
ment to support a State or local program of governmental service to the public. The three primary forms of aid 
are grants-in-aid (including shared revenues), loans, and tax expenditures. 
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food assistance until the full effect of the economic recovery is 
underway. Most of the increased spending will occur under 
existing grant programs and is due to accelerated spending for 
construction and related activities. 

—The Budget includes 50% more than the Congress appropri-
ated in 1984 for the State education block grant. These funds 
will help States and localities plan and carry out programs to 
improve the quality of education and reflect this administra-
tion's commitment to strengthening the American educational 
system. 

—Specific measures are included in the 1985 budget to control 
the growth of medicaid, assistance payments, and other grant 
programs that finance State or local payments for individuals. 
Over the past five years, spending for this category of grants 
has increased by more than 50 percent. Despite initiatives to 
slow cost increases for these programs, grants for payments for 
individuals are expected to increase by $3.3 billion over the 
next three years. These increases are primarily the result of a 
rise in the number of beneficiaries and in the average benefit 
levels for these programs. 

The chart below shows trends in outlays in major grant catego-
ries from 1975 to 1987. 
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SPECIAL ANALYSIS A A-ll 

The administration will also continue to improve the manage-
ment of intergovernment assistance through new block grants, the 
consolidation of restrictive categorical programs, and the elimina-
tion of unnecessary regulatory constraints. Consolidation or block 
grant proposals in this budget include: 

Science and mathematics education.—This block grant would pro-
vide $50 million each year to States for scholarships to train 
science and mathematics teachers. 

Older Americans program.—This proposal consolidates State cate-
gorical programs for home delivered meals, group meals, serv-
ices for the elderly, and State administrative costs into one 
grant. Budget authority proposed for 1985 is $773 million. 

Non-school program grants.—This proposal combines the child 
care feeding and summer food service programs into one grant 
for States. Proposed budget authority is $444 million in 1985. 

Primary care services.—This health block grant, enacted in 1981, 
would be expanded to include three categorical grants: black 
lung clinics, migrant health, and family planning programs. 
Budget authority for the proposal would be $534 million in 
1985, an increase of $196 million over 1984. The increase in-
cludes funds to cover the three new programs and an addition-
al $7 million for the existing block grant. 

In addition to grants-in-aid, Federal direct lending and loan guar-
antees to State and local governments are a significant source of 
Federal aid. Federal loans are used by States and localities for 
many purposes, including housing construction and rehabilitation, 
land and water resource development, and educational loans. In 
1985, the Federal Government is expected to disburse $0.9 billion 
in loans to State and local governments. New guaranteed loans, net 
of repayments, are estimated to be $0.5 billion in 1983. 

The two major State and local tax expenditures are the deduct-
ibility of most State and local taxes and the exclusion of interest on 
State and local securities from Federal taxation. Federal aid to 
State and local governments through tax expenditures is expected 
to be $39.7 billion in 1985. 

HIGHLIGHTS OF THE FEDERAL AID PROGRAM 

This section provides an overview of the Federal aid program 
proposed for 1985. Shown first are changes between 1983 and 1985 
for grant programs that finance State or local payments for indi-
viduals and for all other grants. This summary is followed by a 
description of proposals for major grant programs and a discussion 
of proposed levels of Federal assistance to State and local govern-
ments through loans and tax expenditures. 

Table H - l shows changes in grant outlays from 1983 and 1984 
and from 1984 to 1985. In total, grants that are subsequently paid 
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as income support for individuals—such as medicaid, nutrition as-
sistance and housing programs—are estimated to increase by $1.1 
billion from 1983 to 1984 and by $2.2 billion from 1984 to 1985. By 
far the largest increase is for the medicaid program. The largest 
decrease is for assistance payments (aid to families with dependent 
children), which declines by $0.7 billion between 1983 and 1985. 

All other grants are expected to increase by $4.6 billion in 1984, 
and by $1.2 billion in 1985. The major increase in both years is a 
result of the Surface Transportation Assistance Act of 1982. Feder-
al assistance to States and localities for highway programs is ex-
pected to increase by $2.3 billion in 1984 and by $1.9 billion in 
1985. Outlays for elementary and secondary education programs 
increase by $0.8 billion between 1983 and 1985. 

Table H - l . FEDERAL GRANT-IN-AID CHANGES, 1983-85 
(Outlays in billions of dollars) 

Total grants, 1983 actual 
Changes 

Payments for individuals: 
Medicaid 
Nutrition assistance 
Assistance payments (AFDC) 
Low income home energy assistance-
Other 

Subtotal, payments for individuals 
Other programs: 

Highway programs 
Elementary and secondary education 
Social service programs 
Sewage treatment system construction.. 
Airport grants 
Community development 
Food donations (CCC) 
Other 

Subtotal, other programs.... 

Total grants, 1984 estimate 
Changes 

Payments for individuals: 
Medicaid 
Housing programs 
Assistance payments (AFDC).. 
Nutrition assistance 
Refugee assistance 
Other 

Subtotal, payments for individuals. 
Other programs: 

Highway programs 
Social service activities 
Food donations (CCC) 
Other 

Subtotal, other programs.. 

Total grants, 1985 estimate 
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Energy, environment and natural resources.—State and local 
energy conservation grants are used to provide conservation meas-
ures at public and non-profit schools and hospitals, and to weather-
ize the homes of low-income persons who live in older, less energy 
efficient housing. In 1985, legislation is being proposed to finance 
this program with funds recovered by the Government from petro-
leum pricing violations under the Emergency Petroleum Allocation 
Act of 1973. Funds recovered from the pricing violations will be 
used only when the overcharged parties cannot be identified. 
Budget authority of $252 million is requested for the program in 
1985, assuming enactment of the legislation. 

The budget authority request for grants from the abandoned 
mine reclamation fund in 1985 is $263 million, $27 million above 
the 1984 budget level. This reflects States' increased ability to 
utilize the unappropriated balances in the fund. Grants will be 
made to 23 coal mining States. 

Budget authority of $8 million is requested for a new grant 
program to the States for wetlands conservation. Additional funds 
are requested for two other environmental programs: anadromous 
fish grants ($4 million) and endangered species grants ($4 million). 

Outlays for the Environmental Protection Agency's construction 
grants program are estimated to be $2.5 billion in 1985, the same as 
in 1984. This program provides grants to both State and local 
governments for the construction of sewage treatment systems. 

Budget authority of $235 million is requested in 1985 for grants 
to support State regulatory, enforcement, and pollution control ac-
tivities. These grants are used to implement and enforce Federal 
and State pollution control laws in the following areas: air and 
water quality, public water supply, underground injection control, 
hazardous wastes, pesticide certification, training, and enforce-
ment. 

Outlays for site specific cooperative agreements with States 
under the hazardous substance response fund—also known as Su-
perfund—are estimated to be $70 million in 1985, $25 million above 
the amount estimated for 1984. The increase reflects the fact that 
more projects will reach the construction stage in 1985 than did in 
1984. 

Agriculture.—The Commodity Credit Corporation (CCC) donates 
surplus food, such as cheese, butter and nonfat dry milk, to needy 
families, charitable institutions, and schools. CCC commodities 
valued at $1.2 billion are expected to be distributed through State 
and local governments in 1985. 

Transportation.—Outlays for the Federal-aid highway program 
are estimated to be $12.7 billion in 1985, $2.1 billion above the 1984 
level. These funds will be used to help complete the remaining 
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segments of the interstate system and rehabilitate existing inter-
state roadways and bridges. The Budget also contains small in-
creases above the 1984 level for other urban and rural roads. 

Budget authority requested for highway traffic safety grants is 
$148 million in 1985. State incentive grants for stronger drunk 
driving laws have been increased by 16 percent. 

The motor carrier safety grant program provides grants to States 
to enforce Federal truck safety standards. Budget authority pro-
posed for 1985 is $16 million, double the 1984 appropriation. 

Budget authority requested for urban mass transit grant pro-
grams is $4.0 billion in 1985, $0.2 billion below the 1984 amount. 
The majority of funds are used for capital projects; grants are also 
provided for operating assistance, planning activities, demonstra-
tion projects, research, and training. 

Outlays for grants-in-aid for airports are expected to be $0.8 
billion in 1985. Projects that improve airport safety, increase air-
port capacity, or reduce noise will receive the highest priority for 
funding in 1985. The administration is requesting obligations of 
$987 million in 1985, the amount newly authorized for 1985. This 
represents a 23% increase over the enacted obligation limitation 
for 1984. 

Community and regional development—The community develop-
ment block grant program (CDBG) will continue to provide flexible 
community and economic development assistance to local govern-
ments, Indian tribes, and U.S. territories. Budget authority pro-
posed for 1985 is $3.5 billion, the same as the 1984 appropriation. 
Included in the request is $1.0 billion for the State-administered 
small cities block grant programs. 

The urban development action grant program provides discretion-
ary grants to severely distressed cities and urban counties. These 
grants supplement local government and private sector financing 
for major economic development projects that would not occur 
without Federal assistance. Budget authority of $440 million is 
requested for the program in 1985, the same as the 1984 level. 

In 1983, Congress enacted the rental rehabilitation grant pro-
gram to help States and localities rehabilitate properties for low-
income renters. Under this program, the Federal government will 
subsidize up to half the costs of rehabilitating 30,000 rental housing 
units each year. The administration is proposing to transfer $300 
million in unobligated budget authority from the assisted housing 
programs account to fund this program at $150 million in 1984 and 
in 1985. Housing vouchers will also be used to enable eligible low-
income tenants to afford the higher rents of these rehabilitated 
units. 

Congress enacted a second new grant program in 1983 to subsi-
dize the construction or rehabilitation of rental housing in low- and 
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moderate-income neighborhoods. The rental development grant pro-
gram will be funded on a demonstration basis for two years, with 
$200 million in budget authority available in 1984 and $115 million 
in 1985. 

The administration has requested no funds in 1985 for the eco-
nomic development assistance programs administered by the Eco-
nomic Development Administration. Funds for State and local com-
munity and economic development programs are available in 1985 
through the community development block grant and urban devel-
opment action grant programs. Specialized assistance for rural 
areas will continue to be available through the Farmers Home 
Administration. 

Education.—Budget authority requested for State education block 
grants is $686 million in 1985, $235 million above the 1984 appro-
priation. In 1985, States and localities will have 50% more re-
sources than in 1984 to plan and implement programs to improve 
the quality of education. 

Education grants for persons with special needs include: compen-
satory education, education of the handicapped, vocational and 
adult education, and Indian education. The 1985 request maintains 
these programs at their current funding levels. The administration 
will continue to support legislation to give States and local educa-
tional agencies the option of providing compensatory education 
services through locally designed voucher systems. 

The administration continues to support legislation proposed in 
the 1984 Budget for block grants to States for science and math-
ematics education. The $50 million in budget authority proposed for 
each year beginning in 1984, will be used to train new science and 
mathematics teachers. 

The impact aid program compensates local school districts ad-
versely affected by Federal activity. Budget authority of $507 mil-
lion is requested for 1985, $78 million below the 1984 level. This 
reduction is due to a congressional decision to terminate payments 
made on behalf of Federally-connected children whose presence im-
poses little or no burden on school districts and to the advanced 
funding of construction activities in the Jobs Bill. 

Training and employment—The Job Training Partnership Act of 
1983 fundamentally restructured employment and training pro-
grams to give States more flexibility in the use of the funds and to 
emphasize training instead of subsidized jobs. Basic State grants 
are made for training programs planned and executed in conjunc-
tion with private industry; summer jobs for youth; and aid to 
dislocated workers. Training for Indians, migrants, and seasonal 
farm workers is available through National emphasis program 
grants. Budget authority appropriated for 1984 covers a 21 month 
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period beginning October 1, 1983. The 1985 request of $2.9 billion is 
for the July 1, 1985 to June 30, 1986 program year. 

The work incentive program was started in 1978 to provide job 
services, training, and public service employment to recipients of 
aid to families with dependent children (AFDC). The program has 
not been successful, and no budget authority is requested for 1985. 
Applicants can receive training under the Job Training Partner-
ship Act programs. In addition, the AFDC program has been re-
formed to create new opportunities for employment and further 
reforms are proposed. 

Outlays for the Federal-State employment service are estimated at 
$912 million in 1985. Basic grants for the employment service are 
made to States under a formula based on each State's share of the 
civilian labor force and of unemployed individuals. These grants 
support 100 percent of the cost of job search and placement serv-
ices to job seekers and, for employers, recruitment and special 
technical services. Additional grants are made to assure accom-
plishment of national objectives, such as employment services to 
veterans. 

Social services.—Budget authority of $2.7 billion is proposed for 
the social services block grant in 1985. No budget authority is 
requested for the community services block grant program in 1985. 
States now have the flexibility to fund community services activi-
ties under the social services block grant. 

In 1985, budget authority of $642 million is requested for foster 
care, adoption assistance, and a consolidated child welfare services 
program that combines funding for child welfare services and train-
ing. These programs support States activities designed to reunite 
children with their families or to place them in adoptive homes. 
The administration will propose modifications in the foster care 
system that will encourage States to reduce the duration and inci-
dence of foster care placements. 

Grants for human development services are designed to improve 
the quality of life for low income, neglected, abused, or homeless 
children, and for elderly people and other special groups. Budget 
authority of $1.9 billion is requested for 1985, which is nearly $0.2 
billion above the 1984 level. The administration is proposing to 
expand the range of services to the elderly offered through the 
Administration on Aging to include subsidized part-time employ-
ment for low-income persons. 

Grants for vocational rehabilitation services help physically and 
mentally disabled persons become gainfully employed and live 
more independently. Budget authority of $1.0 billion is requested 
for 1985, the same as the 1984 level. 
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Health.—The medicaid program continues to be the largest 
grant-in-aid. This program supports State efforts to provide health 
services to low-income residents. Since 1981, the administration has 
successfully advanced a number of medicaid reforms. The 1985 
Budget proposes additional measures to achieve cost savings, most 
of which were proposed in the 1984 Budget. Outlays for the pro-
gram are estimated to increase from $19.0 billion in 1983 to $22.1 
billion in 1985, despite estimated savings of $1.1 billion in 1985. 
States contribute about the same amount of funds from their own 
sources. 

Budget authority of $1.5 billion is requested in 1985 for the four 
health block grants: maternal and child health; preventive health 
and health services; alcohol, drug abuse, and mental health; and 
primary care. The administration will propose legislation to con-
solidate the black lung clinics, migrant health, and family planning 
categorical programs into the primary care block grant. 

Housing assistance.—At the end of 1983, an estimated 3.7 million 
families were receiving housing subsidies through programs admin-
istered by the Department of Housing and Urban Development 
(HUD). Outlays for the grant portion of the subsidized housing 
program are estimated to be $5.0 billion in 1985. The 1985 Budget 
includes funds for the construction of 10,000 new units for the 
elderly or handicapped, 2,500 new public housing units on Indian 
reservations, and 87,500 housing vouchers. 

Budget authority of $1.1 billion is requested for payments for low 
income housing. These payments are used to subsidize operating 
costs for low rent public housing units. 

Food and nutrition.—Outlays for the Federal share of State ad-
ministrative expenses for the food stamp program are estimated to 
be $823 million in 1985. The Budget includes proposals aimed at 
improving program administration. In addition, the administration 
is proposing that all States adopt a program that would require 
employable recipients to participate in work-related activities. 

The special supplemental food program for women, infants, and 
children (WIC) provides nutritious food supplements to lessen 
health problems associated with inadequate diets during critical 
stages of child development. WIC outlays are estimated at $1.2 
billion in 1985, slightly above the 1984 level. 

The child nutrition program will provide subsidized meals for 
approximately 25 million children in 1985. Outlays for the program 
are estimated to be $3.7 billion. The Budget includes a proposal to 
consolidate the child care and summer feeding programs into a 
non-school program grant for the States. This consolidation would 
reduce costly and complicated Federal regulations and maximize 
State flexibility in providing nutrition assistance for meals con-
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sumed by children outside a school setting. Other proposals would 
tie the reimbursement rate for all lunches to the cost-of-living and 
have eligibility verified at State and local offices that have the 
ability to independently verify income information. 

Other income security.—Outlays for assistance payments (aid to 
families with dependent children) and child support enforcement 
programs are expected to be $7.6 billion in 1985. Reforms proposed 
in the 1985 Budget would establish work-related programs for em-
ployable AFDC applicants and recipients; redefine the AFDC 
family unit to include all related adults and children; and change 
Federal financing rules to improve State and local performance in 
collecting child support payments. These reforms would save an 
estimated $0.6 billion in Federal outlays in 1985, and a comparable 
amount in State and local costs. 

The Federal Government reimburses States for all of the initial 
costs of welfare, health, employment, English language training, 
and other services for refugees and entrants. Budget authority of 
$340 million is requested in 1985 for refugee assistance. In 1985, the 
administration proposes to initiate refugee welfare eligibility 90 
days after arrival in the United States rather than immediately. 
This policy would encourage resettlement organizations to help 
refugees find employment before they become dependent on wel-
fare. 

To moderate the impact of rising energy costs on low-income 
families, $1.9 billion in budget authority is proposed for low-income 
home energy assistance in 1985. This program is a block grant that 
allows States to make payments to individuals, fuel vendors, or 
public housing operators. The Budget proposes to use recoveries 
from petroleum price overcharges to partially or fully fund this 
program beginning in 1985. 

General purpose fiscal assistance.—One of the largest grants is 
general revenue sharing, which provides assistance to local govern-
ments with virtually no restrictions on the use of the funds. Out-
lays for the program, which was reauthorized in 1983, will remain 
at the 1983 level of $4.6 billion in both 1984 and 1985. 

Revenues are shared with State and local governments from 
receipts received from timber and mineral sales on Federal lands. 
These payments are proposed to be $1.1 million in 1985. 

Additional information on these and other grant programs is in 
Part 5 of the Budget. For a detailed list of these programs, see 
table H - l l . 

Loans.—Another form of Federal aid to State and local govern-
ments is assistance in obtaining credit, either directly through 
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loans and advances, or indirectly through loan guarantees. The 
Federal government provides credit assistance to States, localities, 
and Indian tribes on more favorable terms than private lenders. 
Direct loans and loan guarantees are used to finance housing con-
struction, land acquisition, land and water development projects, 
and a variety of other activities. 

Direct loan disbursements (excluding repayments) are estimated 
to be $0.9 billion in 1985, a decline of $0.2 billion from 1983. The 
agricultural credit insurance fund is the largest provider of direct 
loans to States and localities. This program helps finance projects 
for irrigation and flood control, and soil and water conservation. 
Loans are also made to help Indian tribes acquire land within their 
reservations. Loan disbursements for this program are estimated to 
be $0.3 billion in 1985. 

A Federal loan guarantee occurs when a government agency 
enters into a formal commitment to use government funds to repay 
a lender upon default by the borrower. Net loan guarantees to 
State and local governments are expected to decrease from $1.0 
billion in 1983 to $0.5 billion in 1985. 

More information on Federal credit activities is available in table 
H-12 and in Special Analysis F. 

Tax Expenditures.—Federal aid to State and local governments is 
also provided through tax expenditures. Tax expenditures are a 
means by which the Federal Government carries out public policy 
objectives; in many cases they can be considered alternatives to 
direct spending programs. To compare direct Federal spending and 
assistance provided through tax expenditures, estimates for tax 
expenditures are generally shown as outlay equivalents; that is, the 
level of budget outlays required to provide the same amount of 
after-tax benefits is the tax expenditure. A detailed discussion of 
the measurement and definition of tax expenditures and a com-
plete list of revenue loss and outlay equivalent estimates for specif-
ic tax expenditure items is contained in Special Analysis G. 

The two major categories of tax expenditures that provide aid to 
State and local governments are the deductibility of most State and 
local taxes and the exclusion of interest on State and local securi-
ties from Federal taxation. Individuals can claim nonbusiness sales, 
income, and property tax payments to State and local governments 
(other than payments already taken as business deductions) as 
itemized deductions on their Federal tax returns. This permits 
States and localities to raise a dollar of revenue with less than a 
dollar of net cost to their citizens. 

Interest on virtually all State and local government securities is 
tax exempt. As a result, State and local governments can sell their 
debt at lower interest rates than would be possible if such interest 
were taxable. The exclusion of interest on public purpose State and 
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Table H-2. TAX EXPENDITURES AIDING STATE AND LOCAL GOVERNMENT 
(Outlay equivalents; in millions of dollars) 

Fiscal year Fiscal year 

1983 1984 1985 

Deductibility of: 
Property taxes on owner-occupied homes 8,050 8,880 9,725 
Nonbusiness State and local taxes other than on owner-occupied 

homes 18,140 19,885 21,610 
Exclusion of interest on: 

18,140 19,885 21,610 

Public purpose State and Local debt 11,800 11,645 13,295 
IDBs for certain energy facilities 190 185 175 
IDBs for pollution control and sewage and waste disposal facilities 1,345 1,330 1,335 
Small-issue IDBs 2,195 2,155 2,105 
Owner-occupied mortgage subsidy bonds 1,735 1,885 1,645 
State and local debt for rental housing 715 895 1,080 
Mass commuting vehicle IDBs 50 90 100 
IDBs for airports, docks and sports and convention facilities 485 470 450 
State and local student loan bonds 230 340 470 
State and local debt for private nonprofit educational facilities 140 175 200 
State and local debt for private nonprofit health facilities 1,285 1,565 1,790 
State and local debt for veterans housing 265 280 325 

Total (after interactions)1 33,665 36,985 39,680 
1 The estimate of total tax expenditures reflects interactive effects among the individual items. Therefore the individual items cannot be added 

to obtain a total. 

local debt subsidizes the financing of traditional public projects, 
such as toll roads, sewer systems, and schools. However, as shown 
in table H-2, State and local jurisdictions also provide the benefits of 
tax-exempt financing to a wide variety of private and quasi-public 
activities, such as pollution control, housing and small businesses. 
The growth of private purpose tax-exempt bonds and other issues 
pertaining to tax-exempt credit are discussed in more detail in 
Special Analysis F. 

Concerned by the rapid growth of private purpose tax-exempt 
bonds, Congress recently placed restrictions on their use. The Om-
nibus Reconciliation Act of 1980 imposed a number of restrictions 
on tax-exempt mortgage subsidy bonds (MSBs) for owner-occupied 
housing, including limitations on the volume issued in each State, 
and denied tax-exempt status for MSBs issued after December 31, 
1983. The Tax Equity and Fiscal Responsibility Act of 1982 re-
quired that industrial development bonds (IDB's) be approved by an 
elected public official after a public hearing, and that assets of 
certain IDB-financed projects placed in service after 1982 be depre-
ciated using the straight-line method rather than accelerated de-
preciation. The 1982 tax act also eliminated the tax exemption for 
small issue IDBs issued after 1986. 

The administration proposes a number of changes that will limit 
the growth in private purpose tax-exempt bonds, including IDB's. 
Enactment of these proposed changes would reduce tax expendi-
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tures from private purpose tax-exempt bonds by $265 million in 
1985. 

The administration will also repropose an enterprise zone pro-
gram that would provide tax incentives for the redevelopment of 
economically distressed areas. Up to 25 small areas per year would 
be designated "enterprise zones." Businesses in the zones would be 
entitled to exemption from tax for certain gains, and to tax credits 
for capital investment, for increases in employment, and for hiring 
disadvantaged employees. A tax credit would also be provided to 
employees in the zones. The tax expenditure from this proposal is 
estimated to be $305 million in 1985. 

FEDERAL GRANTS-IN-AID BY FUNCTION, AGENCY, AND REGION 

Distribution of grants by function.—Under the Congressional 
Budget Act of 1974, the Congress reviews the budget and sets 
targets by function. Consequently, the functional classification of 
the budget has become important not only for analysis but also for 
congressional control. 

Table H-3. FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION 
(In millions of dollars) 

Function Actual 
1983 

Estimate 

1984 1985 1986 1987 

National defense 
Energy 
Natural resources and environment 
Agriculture 
Commerce and housing credit 
Transportation 
Community and regional development 
Education, training, employment, and social services 
Health 
Income security 
Veterans benefits and services 
Administration of justice 
General government 
General purpose fiscal assistance 

Total outlays 

86 
482 

4,018 
1,822 

62 
13,248 
4,962 

16,125 
20,742 
24,758 

66 
101 
211 

6,330 

122 
513 

3,625 
2,080 

3 
15,931 

5,398 
17,404 
21,980 
24,635 

79 
139 
207 

6,650 

144 
418 

3,522 
1,705 

3 
17,893 

5,397 
17,261 
23,900 
24,871 

90 
154 
177 

6,682 

189 
535 

3,281 
1,307 

2 
18,905 

5,024 
17,213 
25,661 
25,304 

99 
125 
124 

6,816 

227 
447 

3,168 
1,015 

2 
19,408 
4,832 

17,335 
28,018 
26,197 

101 
98 

105 
6,986 

93,013 98,765 102,218 104,584 107,939 

Table H-3 shows a functional distribution of Federal grant-in-aid 
outlays.2 (Consistent with the emphasis now being placed on 
longer-range budget planning, Table H-3 and other tables in this 
special analysis show estimates through 1987.) The functional com-
position of grant outlays has changed significantly over the years, 
as shown in table H-4. The most dramatic growth has occurred in 
the health function, which increased from 3% of Federal aid in 

2 Table H - l l contains functional data and programmatic detail within each function for both budget authority 
and outlays. 
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1960 to an estimated 23% in 1985. Other changes occurred between 
1960 and 1985 in education, training, employment, and social serv-
ices programs which increased from 7% in 1960 to an estimated 
17% in 1985. General purpose fiscal assistance also increased with 
the addition of revenue sharing, from 2% in 1960 to an estimated 
7% in 1985. 

Distribution of grants by agency.—Table H-5 shows grant outlays 
by agency. The Department of Health and Human Services will 
provide 38% of total estimated grant-in-aid outlays in 1985, far 
more than any other agency. 

Distribution of grants by region.—Table H-6 shows that Federal 
aid on a per capita basis varies widely among regions. The thinly 
populated Western States ranked highest in 1973 because of high-
way construction grants and shared revenues from Federal land 
holdings. For example, the Rocky Mountain and Northwestern 
States had the lowest regional population density, extensive Feder-
al land holdings and, until recently, the highest per capita aid. 

Table H-4. PERCENTAGE DISTRIBUTION OF FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION 

Actual Estimate 

1960 1970 1980 1983 1984 1985 1986 1987 

Energy * * 1 1 1 * 1 * 

Natural resources and environment 2 2 6 4 4 3 3 3 
Agriculture 3 4 1 2 2 2 1 1 
Transportation 43 19 14 14 16 18 18 18 
Community and regional development 2 5 7 5 5 5 5 4 
Education, training, employment, and social services 7 27 24 17 18 17 16 16 
Health 3 16 17 22 22 23 25 26 
Income security 38 24 20 27 25 24 24 24 
General purpose fiscal assistance 2 2 9 7 7 7 7 6 
Other * 1 1 1 1 1 1 1 

Total 100 100 100 100 100 100 100 100 

*0.5% or less. 

This effect has diminished in recent years as human resource 
programs have grown relative to physical resource programs. 
Region X, which had per capita grants 28% above the national 
average in 1973, now has grants only 10% above the average, while 
Region VII has risen from 18% below the average to only 14% 
below. Grants to Region II have grown the most during the period, 
averaging 8.2% per year from 1973 to 1983. 

HISTORICAL PERSPECTIVES 

In recent decades, Federal aid to State and local governments 
has become a major factor in the financing of certain government 
functions. The rudiments of the present system date back more 
than 100 years to the Civil War. The Morrill Act, passed in 1862, 
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Table H-5. FEDERAL GRANT-IN-AID OUTLAYS BY AGENCY 
(In millions of dollars) 

Agency Actual 1983 
Estimate 

Agency Actual 1983 
1984 1985 

Funds Appropriated to the President 444 389 349 
Department of Agriculture 8,764 9,567 9,520 
Department of Commerce 418 464 365 
Department of Education 6,724 7,630 7,708 
Department of Energy 318 317 207 
Department of Health and Human Services 36,729 38,165 39,226 
Department of Housing and Urban Development 9,748 10,184 10,773 
Department of the Interior 1,418 1,665 1,490 
Department of Justice 78 109 127 
Department of Labor 5,775 5,426 5,591 
Department of Transportation 13,197 15,865 17,826 
Department of the Treasury 5,007 5,009 5,045 
Environmental Protection Agency 3,266 2,773 2,792 
Other 1,127 1,202 1,199 

Total outlays 93,013 98,765 102,218 

Table H-6. DISTRIBUTION OF GRANTS BY REGION, SELECTED FISCAL YEARS 

Federal Region 19831 total 
grants 

Dollars per capita 

1973 

Maine, Vermont, New Hampshire, Massachusetts, Con-
necticut, Rhode Island 

New York, New Jersey, Puerto Rico, Virgin Islands 
Virginia, Pennsylvania, Delaware, Maryland, West Virgin-

ia, District of Columbia 
Kentucky, Tennessee, North Carolina, South Carolina, 

Georgia, Alabama, Mississippi, Florida 
Illinois, Indiana, Michigan, Ohio, Wisconsin, Minnesota 
Arkansas, Louisiana, Oklahoma, New Mexico, Texas 
Iowa, Kansas, Missouri, Nebraska 
Colorado, Montana, North Dakota, South Dakota, Utah, 

Wyoming 
Arizona, California, Nevada, Hawaii, other territories 
Idaho, Oregon, Washington, Alaska 

5.9 
15.1 

10.7 

13.8 
16.9 
8.3 
4.0 

3.3 
11.3 
3.6 

212 
236 

219 

192 
173 
204 
168 

243 
228 
263 

United States.. 90.0 206 
1 Preliminary estimate, in billions of dollars. 
2 See "Federal Expenditures by State," Bureau of the Census, for additional information concerning State distribution of Federal grants and 

other Federal spending. 

established the land grant colleges and instituted certain federally 
required standards, as is characteristic of the present grant-in-aid 
system. Federal aid was later initiated for agriculture, highways, 
vocational education and rehabilitation, forestry, and public health. 
In the depression years, Federal aid was extended to meet income 
security and other social welfare needs. 

However, Federal grants did not become a significant factor in 
Government expenditures until after World War II. In 1950, Feder-
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al grants to State and local governments were $2 billion, and by 
1965 they had risen to $11 billion. In 1978 they increased to nearly 
$78 billion, an average annual increase of 16% since 1965. In 1985 
Federal grants are expected to be 11.0% of total Federal outlays 
and 16.1% of domestic Federal outlays. Table H-7 shows historical 
data for grant outlays for selected years since 1950. 

Table H-7 also shows grants-in-aid as a percent of State and 
local expenditures and as a percent of gross national product 
(GNP). Grants as a percent of State and local expenditures in-
creased from 15.3% in 1965 to 26.8% in 1978, declining to 21.8% in 
1983. Grants increased as a percent of GNP from 0.9% in 1950 to a 
peak of 3.7% in 1978, declining to an estimated 2.4% in 1987. 

Table H - 7 . HISTORICAL TREND OF FEDERAL GRANT-IN-AID OUTLAYS 

(Fiscal years; dollar amounts in millions) 

Total 
grants-in-

aid 

Federal grants i as a percent of 
Total 

grants-in-
aid 

Budget outlays State and 
local 

expendi-
tures 2 

Gross 
National 
Product 

Total 
grants-in-

aid 
Total Domestic1 

State and 
local 

expendi-
tures 2 

Gross 
National 
Product 

Five-year intervals: 
1950 $2,253 5.3% 8.8% 10.4% 0.9% 
1955 3,207 4.7 12.1 10.1 0.8 
1960 7,020 7.6 15.9 14.7 1.4 
1965 10,904 9.2 16.5 15.3 1.7 
1970 24,014 12.3 21.3 19.2 2.3 
1975 49,834 15.4 21.5 23.0 3.3 

Annually: 
1976 59,093 16.2 21.9 24.2 3.5 
1977 68,414 17.1 22.9 25.9 3.7 
1978 77,889 17.4 23.1 26.8 3.7 
1979 82,858 16.9 22.5 26.3 3.5 
1980 91,472 15.9 21.2 26.3 3.6 
1981 94,762 14.4 19.5 25.1 3.3 
1982 88,194 12.1 16.6 22.0 2.9 
1983 93,013 11.7 16.1 21.8 2.9 
1984 estimate 98,765 11.6 16.4 NA 2.8 
1985 estimate 102,218 11.0 16.1 NA 2.6 
1986 estimate 104,584 10.5 15.8 NA 2.5 
1987 estimate 107,939 10.1 15.4 NA 2.4 

1 Excludes outlays for the national defense and international affairs functions. 
2 As defined in the national income and product accounts. 
NA=Not available. 

Table H-8 shows the composition of grant-in-aid outlays since 
1950 according to the categories of payments for individuals, capi-
tal investment, and other purposes. Almost half of estimated 1985 
grants are to States and localities as payments for individuals.3 

Most such grants are accompanied by State or local matching 
payments. Among the larger of these programs are medicaid, as-

3 Payments for individuals are defined as Federal budget outlays providing benefits in cash or in-kind that 
constitute income transfers to individuals or families. 
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sistance payments (AFDC), housing assistance, and nutrition pro-
grams. 

Table H-8. COMPOSITION OF GRANT-IN-AID OUTLAYS 
(Fiscal years; dollar amounts in millions) 

Total 
grants-in-

aid 

Composition of grants-in-aid Share of State and local 
capital expenditures financed 

by-Total 
grants-in-

aid 
Grants for 
payments 

for 
individ-
uals 1 

Grants for 
capital 
invest-
ment 2 

Other 

Share of State and local 
capital expenditures financed 

by-Total 
grants-in-

aid 
Grants for 
payments 

for 
individ-
uals 1 

Grants for 
capital 
invest-
ment 2 

Other 
Grants-in-aid Own source 

revenues 

Five year intervals: 
1950 2,253 1,257 484 512 8.4% 91.6% 
1955 3,207 1,623 820 764 8.3 91.7 
1960 7,020 2,479 3,321 1,220 23.9 76.1 
1965 10,904 3,931 4,985 1,988 24.8 75.2 
1970 24,014 9,023 7,053 7,938 24.6 75.4 
1975 49,834 17,441 10,867 21,526 25.8 74.2 

Annually: 
1976 59,093 21,023 13,475 24,595 31.1 68.9 
1977 68,414 23,860 16,109 28,445 41.1 58.9 
1978 : 77,889 25,981 18,316 33,592 41.1 58.9 
1979 82,858 28,765 20,043 34,050 40.0 60.0 
1980 91,472 34,174 22,464 34,834 39.5 60.5 
1981 94,762 39,934 22,132 32,696 38.8 61.2 
1982 88,194 40,676 20,480 27,038 37.1 62.9 
1983 93,013 44,793 20,473 27,747 36.9 63.1 
1984 estimate 98,765 45,918 23,597 29,250 NA NA 
1985 estimate 102,218 48,130 25,580 28,509 NA NA 

1 For an identification of accounts in this category, see Table H-ll and footnotes. 
2 Excludes capital grants that are included as payments for individuals. 
NA=Not available. 

Table H-8 also shows the share of State and local capital expend-
itures financed by Federal grants or by revenues from State and 
local own sources. The Federal share increased from 8.3% in 1955 
to 23.9% in 1960 largely because of the initiation of Federal trust 
fund financing for the interstate highway system. The share in-
creased from 24.6% in 1970 to 39.5% in 1980, increasing by more 
than half in ten years. The major programs are for highways, mass 
transit, community development block grants, and sewage treat-
ment systems. 

Grants for capital investment are estimated to be $25.6 billion in 
1985, 25% of total grants-in-aid. In constant 1972 dollars, Federal 
aid is expected to increase fromn $8.8 billion in 1983 to $10.1 billion 
in 1985. 

GRANTS MANAGEMENT 

The increase in grant expenditures since World War II was 
accompanied by an increase in the number of grants designated for 
specific purposes. This increase took place especially in the 1960's 
and early 1970's. These grants usually contained Federal legislative 
and regulatory mandates, required matching funds from the recipi-
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ent governments, and gave little discretion in their use to State 
and local officials. They came to be known as categorical grants, 
with complex administrative requirements to ensure that their 
purposes were met. 

To reverse this trend and to devolve authority, general purpose 
and broad-based grants have been emphasized in recent years. In 
addition, many mandatory administrative or procedural require-
ments associated with grant programs have been simplified or 
eliminated. Regulatory reforms and management improvements 
have increased the efficiency of the intergovernmental grant-in-aid 
system, and have strengthened the authority of State and local 
elected officials over Federal financing and development activities 
in their jurisdictions. 

General purpose and broad-based grants.—General-purpose aid 
gives State and local governments almost complete discretion in 
determining their use. The general revenue sharing program is the 
largest general-purpose grant. Broad-based aid, which includes the 
block grants, gives State and local governments considerable discre-
tion within a broadly defined program area. Table H-9 shows the 
much greater importance of general-purpose and broad-based 
grants since 1972. In 1972, there were virtually no general purpose 
or block grants. For 1983 through 1987, these grants are estimated 
to be one-fifth of total grants-in-aid. 

Under the current administration, broad-based aid has increased 
as a percent of total Federal aid. Based on proposals in the 1982 
Budget, Congress enacted nine new block grants. These block 
grants consolidated 57 grant programs contained in the Catalog of 
Federal Domestic Assistance. In 1982 Congress enacted the Job 
Training Partnership Act, which replaced expiring Comprehensive 
Employment and Training Act programs with a block grant to the 
States. One new block grant and three smaller consolidations are 
proposed in the 1985 Budget. 

The chart shows a significant decline in the number of grant 
programs as a result of the new block grants and the elimination 
or consolidation of many small categorical programs. In 1981 there 
were 361 grant programs compared to an estimated 259 in 1984, a 
reduction of 102 or 28%. Approximately 88% of estimated obliga-
tions in 1984 are concentrated in only 25 programs. 

In view of the rapid growth of the number of categorical grant 
programs since the mid-1960's, the reduction over the past three 
years is a major improvement. The simplification of Federal aid— 
through block grants and grant consolidations—has saved a signifi-
cant number of hours for State and local governments. For exam-
ple, the nine block grants enacted in 1981 decreased paperwork by 
an estimated 5.9 million hours annually. Federal agencies have 
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Table H-9. OUTLAYS FOR GENERAL-PURPOSE, BROAD-BASED, AND OTHER GRANTS 
(Dollar amounts in millions) 

Actual Estimate 

1972 1975 1980 1983 1984 1985 1986 1987 

General-purpose grants: 
General revenue sharing 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Community development 
Health 
State education block grants 

$516 

$6,243 

907 

$6,829 

1,765 

$4,614 

1,881 

$4,567 

2,248 

$4,567 

2,296 

$4,567 

2,436 

$4,567 

2,605 

General-purpose grants: 
General revenue sharing 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Community development 
Health 
State education block grants 

516 7,150 8,594 6,495 6,815 6,863 7,003 7,172 

General-purpose grants: 
General revenue sharing 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Community development 
Health 
State education block grants 

90 
983 
128 

3,902 
83 

3,554 
1,273 

490 
2,083 
2,508 

1,991 
1,025 

12,924 
73,594 

3,900 
1,313 

431 
1,670 
2,772 

1,884 
1,140 

13,110 
78,840 

3,900 
1,422 

466 
1,886 
2,796 

1,873 
891 

13,234 
82,121 

3,525 
1,549 

634 
1,886 
2,703 

1,873 
721 

12,891 
84,690 

3,477 
1,594 

681 
1,886 
2,700 

1,873 
632 

12,843 
87,924 

Employment and training 
Social services 
Low-income home energy 

assistance 

1,930 
1,698 
2,251 

2,144 
2,763 

3,554 
1,273 

490 
2,083 
2,508 

1,991 
1,025 

12,924 
73,594 

3,900 
1,313 

431 
1,670 
2,772 

1,884 
1,140 

13,110 
78,840 

3,900 
1,422 

466 
1,886 
2,796 

1,873 
891 

13,234 
82,121 

3,525 
1,549 

634 
1,886 
2,703 

1,873 
721 

12,891 
84,690 

3,477 
1,594 

681 
1,886 
2,700 

1,873 
632 

12,843 
87,924 

Other 
Subtotal, broad-based 

grants 
Other grants 

835 

2,855 
31,001 

1,112 

6,172 
45,771 

1,440 

10,332 
72,546 

3,554 
1,273 

490 
2,083 
2,508 

1,991 
1,025 

12,924 
73,594 

3,900 
1,313 

431 
1,670 
2,772 

1,884 
1,140 

13,110 
78,840 

3,900 
1,422 

466 
1,886 
2,796 

1,873 
891 

13,234 
82,121 

3,525 
1,549 

634 
1,886 
2,703 

1,873 
721 

12,891 
84,690 

3,477 
1,594 

681 
1,886 
2,700 

1,873 
632 

12,843 
87,924 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

34,372 59,093 91,472 93,013 98,765 102,218 104,584 107,939 Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

1.5% 
8.3% 

90.2% 

12.1% 
10.4% 
77.5% 

9.4% 
11.3% 
79.3% 

7.0% 
13.9% 
79.1% 

6.9% 
13.3% 
79.8% 

6.7% 
12.9% 
80.3% 

6.7% 
12.3% 
81.0% 

6.6% 
11.9% 
81.5% 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
1 For detail, see grants in the general purpose fiscal assistance function, Table, H-ll. Amounts in Table H-8 above include shared revenues 

from the Tennessee Valley Authority, shown in the energy function. 

reduced the number of staff associated with the predecessor cate-
gorical programs by over 80%. 

Evaluations of the implementation of the block grants indicate 
that the shift in responsibility from the Federal Government to the 
States has occurred smoothly and the programs are being adminis-
tered effectively. The objective of obtaining greater participation 
from the public and from all elements of State and local govern-
ments is being met. States are exercising effective programmatic 
and administrative control over the programs and are beginning to 
reallocate funds to reflect their own program priorities. For exam-
ple, State governments have chosen to increase considerably funds 
to create jobs under the small cities community development block 
grant program. 

Most general-purpose and broad-based grants reduce or eliminate 
the requirement that recipients match Federal funds with their 
own. Despite the increase in these grants, matching requirements 
for all grants as a whole have not changed significantly. In 1972, 
State and local governments were estimated to provide approxi-
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Most Grants Are Concentrated in a Few Programs 
Percent of Estimated Obligations 

336 Programs 234 Programs 

1981 1984 

Most Grants are Concentrated in a Few Programs 

mately $1 of matching funds for $2.39 of Federal aid; the Federal 
share in 1983 was $2.33 for each State and local dollar. The de-
crease in matching requirements for general-purpose and broad-
based aid has been partially offset by the significant growth in 
programs such as medicaid that require a larger than average 
matching share. 

Regulatory reform.—In 1981, President Reagan established a 
Presidential Task Force on Regulatory Relief. Many of the regula-
tions reviewed by the Task Force affect State and local govern-
ments. Federal agencies also initiated reviews of regulatory re-
quirements associated with grant programs. During 1983, signifi-
cant changes in existing regulations resulted from these reviews. 

—The Department of Agriculture simplified cost accounting pro-
cedures in the national school lunch program and revised rules 
for the collection of data to examine State agency compliance 
with matching requirements. These reforms reduced the infor-
mation collection burden for States by approximately 21 mil-
lion hours each year. 

—The Department of Education prepared non-binding guidance 
to States for implementing the State education block grant. 
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The guidelines responded to requests from States for additional 
guidance and into account their concerns and suggestions 
about limiting administrative requirements. 

—The Department of Energy simplified the financial assistance 
procedures for grants to small jurisdictions. 

—The Environmental Protection Agency (EPA) streamlined its 
grants appeals process to allow EPA regional administrators 
greater discretion in resolving appeals formerly referrred to 
EPA headquarters in Washington. The agency also revised its 
construction grant regulations to give States more authority 
over the operation of their programs. 

—The Department of Health and Human Services proposed rules 
to improve the early and periodic screening, diagnostic, and 
treatment child health activities under the medicaid program. 
The new rules should significantly reduce administrative time 
and costs so that more resources can be used to provide health 
care. The Department also proposed regulations that simplify 
requirements associated with the developmental disabilities 
and aging assistance programs, and issued simplified rules for 
child welfare services. 

—The Department of Housing and Urban Development revised 
the rules affecting the entitlement portion of the community 
development block grant program. The new rules reduce and 
simplify housing assistance plan requirements and substitute a 
simplified statement of purpose for the previously required 
application. 

—The Department of Labor issued minimum and non-prescrip-
tive regulations under the new Job Training Partnership Act. 

—The Department of Transportation simplified rules governing 
the urban transportation planning program for local jurisdic-
tions. In addition, the Federal Aviation Administration (FAA) 
proposed rules eliminating approvals that are now required 
when a local government makes minor changes to an FAA 
approved airport layout plan. 

The administration will continue to simplify policy requirements 
and administrative management standards that apply to some or 
all assistance programs. For example, in 1983, the Department of 
Transportation issued a proposed rule on providing assistance 
under the Uniform Relocation Assistance and Real Property Acqui-
sition Policies Act of 1970. After a final rule is published, the Office 
of Management and Budget will ask other Federal agencies to use 
the rule as a model in revising their regulations. 

Management improvements.—The administration has improved 
the management of intergovernmental assistance by providing 
more opportunity for consultation with State and local govern-
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ments, and by streamlining the financial management system for 
Federal aid. 

—Executive Order 12372, Intergovernmental Review of Federal 
Programs, became effective on September 30, 1983. The new 
Order, which replaced the OMB Circular A-95 review process, 
gives State and local officials more access to and influence over 
Federal activities in their jurisdictions. All twenty-three Feder-
al agencies issued virtually identical regulations for obtaining 
the views of State and local officials. 

—The Office of Management and Budget will soon publish final 
amendments to Attachment P "Audit Requirements," of Circu-
lar A-102. The changes will eliminate the audit requirements 
imposed on recipients of small amounts of Federal assistance 
and clarify requirements for organizationwide audits of recipi-
ents receiving Federal grants. 

—A joint State and Federal task force agreed on a set of cash 
management principles for Federal assistance programs that 
will minimize excess Federal cash balances held by grant recip-
ients and assure prompt transfer of grant funds from Federal 
to State governments. A group of States have begun to test 
those principles. 

—The Office of Management and Budget conducted regional 
workshops with State and local officials to begin sharing prac-
tices most effective in reducing waste and fraud in jointly 
administered programs. Several Federal agencies and States 
have adopted some of these practices. 

OTHER SOURCES OF FEDERAL AID INFORMATION 

The grant-in-aid series in the budget provides a comprehensive 
picture of Federal grants-in-aid, which are programs financed but 
not directly administered by the Federal Government. The Census 
series (published in Governmental Finances) and the national 
income and product accounts (NIPA) series (published in Special 
Analysis B and in the Survey of Current Business) are parts of a 
broader statistical concept encompassing the entire economy, and 
as a consequence grants-in-aid are defined somewhat differently 
than in the budget. Both series omit the following items that the 
budget includes: 

—Federal aid to the Governments of Puerto Rico and U.S. terri-
tories; 

—certain payments in-kind, primarily commodities purchased by 
the Department of Agriculture and donated to the school lunch 
and other nutrition programs; and 

—payments to private, nonprofit entities (such as nonprofit hos-
pitals) that operate under State auspices or within a State 
plan. 
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One major group of payments excluded in the budget definition 
of grants but included in the Census and NIPA series is payments 
for research conducted by public universities. The budget series 
excludes these payments because they are considered to be a pur-
chase of services for the Federal Government rather than aid for 
State or local programs. Because both Census and the NIPA series 
focus on total cash payments to State and local governments, they 
count these as grants. A major item included only in the Census 
definition is unemployment compensation for Federal employees, 
ex-servicemen, and temporary extended benefits. One major kind of 
outlay included in the budget and Census definitions but excluded 
from the NIPA series is grants to subsidize the operation of public 
enterprises, mainly housing and transportation facilities. These are 
counted as subsidies by the Federal Government in the NIPA 
rather than as grants. Table H-10 shows these and other minor 
differences among the three series, but the differences are largely 
offsetting and the three series exhibit similar patterns. 

Table H-10 THREE MEASURES OF FEDERAL GRANTS-IN-AID TO STATE AND LOCAL GOVERNMENTS, 
1979-82 

(In billions of dollars) 

1979 1980 1981 1982 

Budget (Special Analysis H) 82.9 91.5 94.8 88.2 
Less principal exclusions: 

Agricultural commodities - 0 . 7 - 1 . 1 - 1 . 1 - 1 . 1 
Geographical exclusions - 1 . 8 - 2 . 0 - 1 . 8 - 1 . 8 

Plus payments for research 2.4 2.9 3.2 3.4 
Federal unemployment benefits and related 0.8 1.3 2.6 0.4 
All other (net) - 0 . 6 - 1 . 8 - 3 . 1 - 3 . 1 

Federal payments (Census) 85.2 90.8 94.6 86.0 
Less: 

Low-rent public housing - 2 . 8 - 3 . 3 - 3 . 9 - 4 . 8 
Federal unemployment benefits and related - 0 . 8 - 1 . 3 - 2 . 6 - 0 . 4 
All other (net) - 2 . 5 0.5 2.0 2.6 

Grants-in-aid (national income and product ac-
counts) 79.1 86.7 90.1 83.4 

In addition to these data sources, information on the distribution 
of Federal funds to State and local governments can be found in 
several other documents. 

—Budget Information for the States (BIS) provides estimates of 
State funding allocations for 55 of the largest formula grant 
programs for the past, present and budget year. The document 
is prepared by the Office of Management and Budget soon 
after the Budget is released. 

—Federal Expenditures by State is a report prepared by the 
Bureau of the Census that shows Federal spending by State for 
the most recently completed fiscal year. This document in-
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B-24 THE BUDGET FOR FISCAL YEAR 1985 

eludes the outlay data on Federal grants to State and local 
governments that previously appeared in the Department of 
the Treasury publication, Federal Aid to States. 

—The Consolidated Federal Funds Report (CFFR) will be two 
new documents that show the distribution of Federal spending 
by county areas and by local governmental jurisdictions. It is 
expected to be released by the Bureau of the Census in the 
Spring of 1984. 

—The Catalog of Federal Domestic Assistance is prepared by The 
Government Services Administration with data collected by 
the Office of Management and Budget and available from the 
Government Printing Office. It contains a detailed listing of 
grant-in-aid and other assistance programs; discussions of eligi-
bility criteria, application procedures, and estimated obliga-
tions; and related information. This is a primary reference 
source for communities wishing to apply for grants-in-aid. 

—The Federal Register is published daily by the Government 
Printing Office and has current information on agencies that 
are accepting applications for specific programs. These notices 
also provide information on eligibility criteria and application 
procedures. 

—The Federal Assistance Awards Data System (FAADS) provides 
information about current grant funding. Data on all direct 
assistance awards is provided quarterly to the States and to 
the Congress. 

THE STATE AND LOCAL GOVERNMENT SECTOR OF THE NATIONAL 
INCOME AND PRODUCT ACCOUNTS 4 

The national income and product accounts (NIPA) provide a 
comprehensive statistical description of the U.S. economy that in-
cludes State and local government receipts and expenditures. These 
data measure the relationship between the State and local govern-
ments as a sector of the economy and other sectors. 

There are three major differences between NIPA data and a 
government's own budgetary accounting for receipts and expendi-
tures. First, financial transactions and the purchase and sale of 
land and other existing assets are excluded from NIPA data but 
are generally included in budgetary data. Second, a large number 
of transactions in the NIPA accounts are recorded on an accrual 
basis, while many governments show transactions on a cash basis. 
Third, NIPA data aggregate total State and local transactions, 
whereas many governments separate their general fund from spe-
cial funds. As a result of these differences, NIPA totals are not the 
same as an aggregate of these governments' financial budgets. 

4 Special Analysis B provides general information on the Federal sector of the national income and product 
accounts. 
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However, the NIPA data do provide timely estimates of total State 
and local fiscal transactions not otherwise available and if used 
with care can provide helpful financial indicators. 

NIPA State and local sector.—The following chart shows State 
and local operating account surpluses and deficits as a percent of 
receipts, excluding the social insurance funds (primarily pensions). 
The social insurance funds have been excluded because their sur-
pluses are for future pension obligations and are not available for 
carrying out the general responsibilities of these governments. It is 
reasonable for the operating account to be in deficit because it 
includes capital expenditures, often financed through borrowing. 

The peaks and troughs in the operating account are largely the 
result of: 

—changes in economic activity, which affect primarily receipts; 
—decisions regarding debt-financed capital spending; and 
—changes in Federal aid. 
The operating account was in deficit every year from 1955 to 

1971. Unlike this earlier period, during the 1970's it was generally 
in surplus. In part, this change reflected the growth of Federal 
grants (rather than State and local borrowing) to finance new 
infrastructure. 

—The surpluses in the early 1970's were largely the result of the 
initiation of general revenue sharing and strong economic 
growth. 

—The low point in 1975 was largely the result of the recession. 
—The surpluses in the latter 1970's are largely the result of the 

economic recovery, increases in anti-recession Federal grants, 
reductions in debt-financed capital spending, and general re-
straints in government spending exemplified by the passage of 
Proposition 13 in California in 1978. 

The recent recession brought the account into deficit in 1982, 
albeit a quite small one relative to the 1955-1971 period. As a 
result of the recession, States and localities reduced expenditures 
and increased taxes. These actions, along with the strong economic 
recovery in 1983, are returning the account to surplus. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1985



B-24 THE BUDGET FOR FISCAL YEAR 1985 

State and Local Surpluses and Deficits 
as a Percent of Receipts 
Percent 

1955 60 
Calendar Year 
Note: Excludes Social insurance Funds 

80 83 
Estimate 
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DETAILED FEDERAL AID TABLES 

The following two tables present detailed Federal aid data for 
1983, 1984, and 1985. Table H - l l , "Federal Grants to State and 
Local Governments—Budget Authority," and Outlays provides de-
tailed budget authority and outlay data for grants-in-aid. Table H -
12, "Credit Assistance to State and Local Governments," provides 
information on direct and guaranteed loans to State and local 
governments. 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS 

(In millions of dollars) 

BUDGET AUTHORITY OUTLAYS 
Function, agency and program 1983 1984 1985 1983 1984 1985 

actual estimate estimate actual estimate estimate 

National defense: 
Department of Defense—Military 

National Guard centers construction 41 42 42 41 42 42 
Federal Emergency Management Agency 77 94 121 45 80 102 

Total, national defense 118 136 163 86 122 144 

Energy: 
Department of Energy: Energy conservation 

grants 296 280 252 317 317 206 
Department of Housing and Urban Devel-

opment: Assistance for solar and con-
servation improvements 20 25 * 30 30 

Tennessee Valley Authority Fund 
20 25 

165 165 181 

Total, energy 315 305 252 482 513 418 

Natural resources and environment: 
Department of Agriculture: 

Watershed and flood prevention oper-
ations 198 109 49 134 199 211 

Resource conservation and development.. 14 10 14 22 5 
State and private forestry 30 30 3 32 30 3 
Forest research 9 8 8 9 8 8 

Department of Commerce: 
Coastal zone management 4 9 43 9 18 
Operations research and facilities 80 93 36 80 93 36 

Department of the Interior: 
Abandoned mine reclamation fund 184 236 263 40 62 101 
Regulation and technology 33 38 39 40 37 39 
Land acquisition 115 79 8 144 160 102 
Urban park and recreation fund 40 9 28 50 31 
Historic preservation fund 51 26 31 45 20 
Resource management 3 2 4 3 2 4 
Construction and anadromous fish 3 4 4 3 3 3 
Miscellaneous permanent appropriations... 147 128 139 149 132 148 
Other 2 

Environmental Protection Agency.-
2 

Sewage treatment system construction 
grants 2,430 2,430 2,400 2,983 2,481 2,483 

Abatement, control, and compliance 229 235 235 270 248 240 

4 2 0 - 7 0 0 O - 8 4 - 2 0 Q L : 3 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1983 
actual 

1984 
estimate 

1985 
estimate 

OUTLAYS 

1983 
actual 

1984 
estimate 

Hazardous substance response trust 
fund 41 69 103 13 45 

Total, natural resources and envi-
ronment 3,611 3,515 3,290 4,018 3,625 

Agriculture: 
Department of Agriculture: 

Food donations (CCC)1 

Extension service 
Cooperative State research service.. 
Other 

1,415 
329 
144 

1 

1,580 
334 
146 

4 

1,250 
299 
138 

1,373 
323 
126 

1 

1,603 
333 
139 

5 

Total, agriculture.. 1,889 2,064 1,688 1,822 2,080 

Commerce and housing credit: 
Department of Commerce: 

Minority business development-
Miscellaneous appropriations 

Small Business Administration 59 

Total, commerce and housing 
credit 61 62 

Transportation: 
Department of Transportation: 

Federal aid highways (trust fund) 
Interstate transfer grants—highways 
Access highways 
Highway beautification 
Railroad-highway crossings 
Trust fund share of other highway pro-

grams 
Appalachian highway system 
Highway traffic safety grants 
Highway-related safety grants 
Motor carrier safety 
Other highway aid 
Urban mass transportation fund 
Mass transportation capital fund 
Interstate transfer grants—transit 
Formula grants 
Research, training, and human re-

sources 
Washington metro 
Federal Railroad Administration 
Grants-in-aid for airports 
National recreational boating safety 
Research and special programs 
Washington Metropolitan Area Transit 

Authority: interest payments 

12,444 
518 

7 

13,777 14,508 J,529 
172 

4 
5 
5 

10,641 
313 

10 
13 

7 

15 

141 

36 
1,692 

779 
412 

1,268 

18 
240 

23 
800 

50 
4 

52 

148 
10 

8 
7 

79 
148 

10 
16 

1,250 
295 

2,389 

17 
250 

17 
994 

45 
4 

52 

1,100 
250 

2,390 

14 
250 

106 
13 
2 

52 
1,060 

3 
219 

2,361 

15 

987 
45 

4 

46 

182 
453 

5 
3 

50 

125 
11 

8 
49 

1,265 
203 
402 

1,832 

23 
63 
69 

800 
12 

3 

67 

Total, transportation. 18,484 19,280 19,846 13,248 15,931 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1983 
actual 

1984 
estimate 

1985 
estimate 

OUTLAYS 

1983 
actual 

1984 
estimate 

Community and regional development: 
Funds appropriated to the President: 

Appalachian regional development pro-
grams 

Disaster relief 
Other 

Department of Agriculture: 
Rural water and waste disposal grants... 
Rural development planning grants 
Rural development grants 
Rural community fire protection grants-

Department of Commerce: 
Economic development assistance pro-

grams 
Regional development programs 
Regional development commissions 
Coastal energy impact fund 
Miscellaneous appropriations 

Department of Housing and Urban Devel-
opment: 

Community development grants 
Urban development action grants 
Rental rehabilitation grants 
Rental development grants 
Urban renewal programs 
Other 

Department of the Interior-. Bureau of 
Indian Affairs 

Federal Emergency Management Agency 
Neighborhood Reinvestment Corporation 

165 
13 

154 

Total, community and regional 
development 

Education, training, employment, and 
social services: 

Department of Commerce: 
Public telecommunications facilities, 

planning and construction 
Miscellaneous appropriations 

Department of Education: 
Compensatory education for the disad-

vantaged 
Impact aid 
Special programs 
Bilingual education 
Indian education 
Education for the handicapped 
Vocational and adult education 
Special institutions 
Student financial assistance2 

Higher education 
Libraries 

300 90 

3 

268 

3 

240 

4,456 
440 

3,468 
440 
300 
315 

3,468 
440 

262 
182 

1 

157 
1 
4 
2 

248 
5 
3 

- 2 

17 

3,554 
451 

5,691 5,053 4,126 4,962 

15 12 

3,196 
540 
487 

91 
65 

1,083 
809 

5 
60 

3 
130 

3,475 
585 
532 
124 

64 
1,095 

824 
5 

76 

3,474 
507 
736 
105 

65 
1,095 

824 
5 

87 

2,629 
548 
509 
108 

65 
1,125 

705 
5 

51 
3 

124 

201 
187 

1 

209 * 

2 
3 

314 
6 
3 

- 4 
15 

3,900 
480 

5,398 

3,363 
613 
494 
104 
68 

975 
771 

5 
70 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

BUDGET AUTHORITY OUTLAYS 
Function, agency and program 1983 1984 1985 1983 1984 1985 

actual estimate estimate actual estimate estimate 

Rehabilitation services and handicapped 
research 944 1,004 1,004 852 1,079 997 

Department of Health and Human Serv-
ices: 

Work incentives 257 257 281 259 56 
Social services block grant 2,675 2,675 2,700 2,508 2,772 2,796 
Community services 373 348 338 362 120 
Human development services 1,676 1,771 1,948 1,685 1,751 1,884 
Family social services 562 659 642 408 654 645 

Department of the Interior: Operation of 
Indian programs 5 5 5 5 5 5 

Department of Labor: 
Basic State grants (JTPA) 3,140 4,919 2,747 3,067 2,659 2,748 
National emphasis programs (JTPA) 139 249 131 98 159 134 
Community service employment for 

older Americans 60 70 70 51 70 70 
Temporary employment assistance 45 45 
Federal-State employment service 820 1,445 911 741 881 912 

Community Services Administration - 1 8 12 
Corporation for Public Broadcasting 137 130 130 137 130 130 
National Foundation on the Arts and the 

Humanities 29 37 31 30 34 34 

Total, education, training, em-
ployment, and social services. 17,301 20,447 17,131 16,125 17,404 17,261 

Health: 
Department of Agriculture: Food Safety 

and Inspection Service 30 35 36 29 35 36 
Department of Health and Human Serv-

ices: 
Medicaid2 14,795 20,674 21,213 18,985 20,237 22,129 
Health resources and services2 408 464 2 1,002 1,016 610 
Disease control (health care services).... 153 153 80 165 153 111 
Alcohol, drug abuse, and mental 

health2 468 462 506 472 116 
Grants to States for health2 

468 462 
1,502 

506 472 
837 

Department of Labor: 
1,502 837 

Occupational Safety and Health Admin-
istration 51 53 55 50 59 55 

Mine Safety and Health Administration.... 5 6 6 4 9 6 

Total, health 15,910 21,846 22,894 20,742 21,980 23,900 

Income security: 
Department of Agriculture-. 

Rural housing for domestic farm labor2 . 4 16 16 16 
8 Mutual and self-help housing 2 12 6 7 7 

16 
8 

Agricultural Marketing Service (food 
12 7 7 

donations)2 467 347 481 541 431 351 
Food donations program 2 172 185 24 147 162 86 
Food stamp program administration2 , 622 801 832 629 686 823 
Nutrition assistance for Puerto Rico2 825 825 825 814 825 825 
Child nutrition programs2 3,123 3,396 3,673 3,101 3,379 3,663 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

BUDGET AUTHORITY OUTLAYS 
Function, agency and program 1983 1984 1985 1983 1984 1985 

actual estimate estimate actual estimate estimate 

Special supplemental food programs 
(WIC and SFP)2 1,190 1,264 1,274 1,147 1,250 1,283 

Special milk program 2 19 11 18 14 18 19 
Department of Health and Human Serv-

ices: 
Low income home energy assistance2.... l;973 1,873 1,873 1,991 1,884 1,873 
Refugee and entrant assistance2 569 500 340 504 581 399 
Assistance payments program 

(AFDC)2 7,846 7,686 6,909 7,844 7,480 7,109 
Child support enforcement 503 537 546 497 539 540 
Payments to States from receipts for 

child support 1 (*) (*) 1 1 (*) 
Supplemental security income pro-

gram 2 13 5 13 5 
Department of Housing and Urban Devel-

13 13 5 

opment: 
Subsidized housing programs2 8,651 9,913 6,243 4,151 4,536 5,030 
Payments for operation of low income 

housing projects2 1,547 1,031 1,124 1,542 1,180 1,175 
Congregate services program 2 4 3 7 8 7 

Department of Labor: 
Unemployment trust fund2 1,953 1,889 1,664 1,702 1,584 1,664 
State unemployment insurance and em-

ployment service operations 15 4 
Federal Emergency Management Agency: 

15 

Emergency food and shelter2 100 40 79 61 

Total, income security 29,591 30,313 25,825 24,758 24,635 24,871 

Veterans benefits and services: 
Veterans Administration: 

Medical care2 44 53 65 44 53 65 
Medical administration and miscella-

neous operating expenses 1 4 4 4 6 5 
Grants for the construction of State 

extended care facilities2 18 18 34 14 15 18 
Assistance for health manpower training 

institutions 3 (*) 
Grants for the construction of State 

3 (*) 

veterans cemeteries 2 3 5 2 5 3 

Total, veterans benefits and serv-
ices 65 78 108 66 79 90 

Administration of justice: 
Department of Housing and Urban Devel-

opment: Fair housing assistance 6 5 7 5 11 8 
Department of Justice: 

National Institute of Corrections 4 6 5 9 11 9 
Justice assistance 68 134 67 69 98 118 

Equal Employment Opportunity Commission.. 18 19 19 18 19 19 

Total, administration of justice 96 163 98 101 139 154 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

BUDGET AUTHORITY OUTLAYS 
Function, agency and program 1983 1984 1985 1983 1984 1985 

actual estimate estimate actual estimate estimate 

General government: 
Department of the Interior.-

Administration of territories 80 77 49 65 77 59 
Trust Territory of the Pacific Islands 96 112 96 131 130 118 
Payments to Papago trust and coopera-

tive 15 15 

Total, general government 191 189 145 211 207 177 

General purpose fiscal assistance: 
Department of Agriculture-. Forest Service 

permanent appropriations 144 204 284 144 204 284 
Department of Defense—Civil-. Water re-

sources permanent appropriations 6 6 6 6 6 6 
Department of Energy: Payments to States 

under the Federal Power Act (*) 1 1 1 (*) 1 
Department of the Interior: 

Payments in lieu of taxes 96 105 105 96 105 105 
Bureau of Land Management permanent 

appropriations 582 52 63 578 52 63 
Payments to States from receipts under 

the Mineral Leasing Act 715 599 715 599 
National wildlife refuge fund i i 13 12 12 13 13 
Payments to U.S. territories 56 60 63 59 60 63 

Department of the Treasury-. 
General revenue sharing 4,567 4,567 4,567 4,614 4,567 4,567 
Internal revenue collections for Puerto 

Rico 326 366 400 316 366 400 
Miscellaneous permanent appropriations... 72 76 78 76 76 78 

Federal payment to the District of Colum-
bia 427 486 503 427 486 503 

Total, general purpose fiscal as-
sistance 6,287 6,650 6,682 6,330 6,650 6,682 

Total, grants-in-aid 99,610 110,042 102,249 93,013 98,765 102,218 

*$500 thousand or less. 
1 Commodity Credit Corporation. 
2 Programs included in the "Grants for payments to individuals" category shown in Table H-8. 
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Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS ] 

(In millions of dollars) 

Function, agency and program 1983 
actual 

1984 
estimate 

Direct Loans 
Energy, natural resources and environment: 

Department of the Interior: 
Bureau of Reclamation loan program. 

Drought emergency loan fund 

Environmental Protection Agency: 
Construction grants 

Other Independent Agencies: 
TVA fund (energy supply) 

Total, energy natural resources and environ-
ment. 

Agriculture and commerce and housing credit: 
Department of Agriculture: 

Agriculture credit insurance fund 

Rural housing insurance fund.. 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Total, agriculture and commerce and hous-
ing credit. 

Transportation: 
Department of Transportation.-

Federal aid highways (trust fund) 

Right-of-way revolving fund 

Urban mass transportation fund 

Total, transportation 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 
Loan disbursements.. 
Net loans 
Outstandings 

30 
23 

354 

-2 
17 

41 
-4 
259 

72 
16 

629 

309 
181 

2,880 

37 
23 

357 

346 
204 

3,237 

27 
27 
63 

41 
— 47 

148 

41 

-21 
253 

58 
49 

403 

-i7 
15 

19 
19 
19 

85 
34 

293 

162 
101 
730 

372 
235 

3,115 

45 
28 

386 

417 
263 

3,500 

8 
71 

30 

148 

41 

38 
8 

260 
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Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS Continued 
(In millions of dollars) 

Function, agency and program 1983 
actual 

1984 
estimate 

Community and regional development: 
Department of Agriculture: 

Rural development insurance fund 

Department of Commerce: 
Miscellaneous appropriations 

Coastal energy impact fund 

Department of Interior: 
BIA revolving funds for loans 

Department of Housing and Urban Development: 
Urban renewal programs 

FHA revolving fund (liquidating programs) 

Total, community and regional development. 

Education, training, employment and social services: 
Department of Education: 

College housing loansl03College housing loans 

Higher education facilities loan fund. 

Student loan insurance fund and other. 

Total education, training, employment, and 
social services. 

Health: 
Department of Health and Human Services: 

Medical facilities guarantee and loan fund., 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net bans 
Outstandings 

34 
26 

418 

- 2 

93 

10 
* 

95 

1 
* 

14 

-16 
426 

71 
8 

1,046 

28 
- 8 

1,210 

- 6 

156 

16 
6 

96 

44 
-9 

1,462 

-1 
20 

44 
35 

454 

-1 
91 

3 
z7 

97 

14 

10 
-1 

-16 
410 

58 
19 

1,066 

27 
-13 
1,198 

- 7 
149 

10 
— 75 

21 

37 
-95 
1,367 

-1 
20 
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Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS Continued 
(In millions of dollars) 

Function, agency and program 1983 
actual 

1984 
estimate 

Income security: 
Department of Housing and Urban Development: 

Low-rent public housing 

General purpose fiscal assistance: 
Other independent agencies: 

Loans to the District of Columbia-

Repayable advances to the District of Columbia 
general fund 

Total, general purpose fiscal assistance.. 

Grand total, direct loans.. 

Guaranteed Loans 

Agriculture and commerce and housing credit: 
Department of Agriculture: 

Agricultural credit insurance fund 

Transportation: 
Department of Transportation: 

Urban mass transit fund 

Community and regional development: 
Department of Agriculture: 

Rural development insurance fund.. 

Department of Housing and Urban Development: 
Community development grants 

Urban renewal programs.. 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New loans 
Net loans 
Outstandings.. 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

Total, community and regional development... New guaranteed loans.. 
Net loans 
Outstandings 

247 
41 

203 

145 
116 

1,799 

150 

295 
116 

1,799 

1,143 
354 

8,650 

11 
7 

104 

997 

117 
60 

177 

-55 
61 

117 
6 

241 

250 

203 

115 

1,883 

115 
84 

1,883 

1,077 
380 

9,029 

13 
9 

113 

997 

182 
134 
311 

-42 
19 

182 
92 

333 
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Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS Continued 
(In millions of dollars) 

Function, agency and program 1983 
actual 

1984 
estimate 

Health: 
Department of Health and Human Services: 

Medical facilities guarantee and loan fund 

Income security: 
Department of Housing and Urban Development: 

Low-rent public housing 

General purpose fiscal assistance: 
Department of the Treasury: 

New York City loan guarantees 

Grand total, guaranteed loans 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

-10 
144 

22,632 
1,233 

22,002 

-243 
1,201 

22,760 
992 

24,690 

- 7 
137 

23,417 
1,035 

23,037 

-273 
928 

23,613 
856 

25,545 

* $500 thousand or less. 
1 Only direct loans are included in budget outlays. New direct loan disbursements less loan repayments, sales, etc., are net loans, which are 

counted in the budget as outlays. Guaranteed loans are non-Federal loans guaranteed by the Federal Government. For a discussion of credit in the 
budget, see Special Analysis, F, "Federal Credit Programs" 
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SPECIAL ANALYSIS H 

FEDERAL AID TO STATE AND LOCAL GOVERNMENTS 1 

State and local governments have a vital constitutional role in 
providing government services. The Federal Government contrib-
utes directly toward that role by providing grants, loans, and tax 
subsidies to States and localities. Federal policies designed to im-
prove the economy also contribute significantly to the fiscal health 
of the State and local sector. 

Federal grants are used to help State and local governments 
provide a wide variety of public programs and services ranging 
from income support for individuals to the construction of high-
ways. Federal grant-in-aid outlays, which are estimated to be 
$107.0 billion in 1985, are projected to decline to $100.7 billion in 
1986 and $99.2 billion in 1987. These reductions reflect the adminis-
tration's efforts to restrain Federal spending in all areas of the 
budget and to reduce Federal involvement in activities that are 
primarily State and local responsibilities. 

The curb on Federal spending is essential for sustained, long 
term economic growth. State and local governments have benefited 
significantly from the national economic recovery over the past 2 
years and will continue to benefit from a strong, expanding econo-
my. The budget proposes a 1-year freeze on funding for selected 
discretionary grants, program reforms for better targeting of Fed-
eral aid, and reductions in low priority grant programs. 

—Medicaid cost increases would be reduced by $1.1 billion from 
projected levels in 1986. In subsequent years, the program 
would be allowed to grow at the rate of increase in prices in 
the medical sector. 

—The administration is proposing changes in the Federal pay-
ment for State administrative expenses associated with the 
medicaid, food stamp, and aid to families with dependent chil-
dren (AFDC) programs. The current open-ended matching pay-
ments would be replaced in 1986 by a Federal grant funded at 
1985 levels; payments in subsequent years would be indexed to 
the GNP deflator. Complicated matching requirements would 
be eliminated and cost allocation plans would be simplified. 
States would also be permitted to transfer up to 10% of the 

1 Federal aid to State and local governments is defined as the provision of resources by the Federal Govern-
ment to support a State or local program of governmental service to the public. The three primary forms of aid 
are grants-in-aid (including shared revenues), loans, and tax expenditures. 

H - 1 
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funds for each program to other State-administered public as-
sistance programs. 

—A 2-year moratorium is proposed for new subsidized housing 
commitments and for rental rehabilitation grants. 

—The obligation limit for the Federal-aid highway program 
would be frozen at the 1985 level for the next 2 years. Avail-
able funds would be used to complete and preserve the inter-
state highway system and to rehabilitate Federal highways 
and bridges. 

—Block grants for health, social services, energy assistance, edu-
cation, and training and employment would generally be 
frozen at 1985 levels in 1986 with one exception. The primary 
care block grant would be expanded to include narrow categor-
ical programs for black lung clinics, migrant health, and 
family planning. 

In addition to these proposals, the administration has not re-
quested funds for grant programs that are unnecessary, ineffective, 
or an inappropriate use of Federal funds. These proposed termina-
tions are motivated both by the need to reduce the deficit and by a 
fundamental conviction about the proper relationship between Fed-
eral, State and local governments. 

—The administration is proposing legislation to end the general 
revenue sharing program in 1986. Local governments have 
decreased their reliance on inelastic and regressive revenue 
sources and most are able to finance their own public services. 
In the current fiscal environment, Federal revenues must be 
used to support national needs and priorities. 

—Large reductions are proposed for mass transit programs. 
These proposals reflect the administration's belief that it is 
inappropriate to spend Federal tax dollars on activities that 
provide mainly local benefits. 

—The urban development action grants program would be termi-
nated in an effort to reduce direct Federal intervention in the 
economic decisions of firms and individuals. 

—The work incentive program is proposed to be eliminated be-
cause it is ineffective and better programs are available to 
train welfare recipients. 

The chart on the following page shows trends in outlays in major 
grant categories from 1976 to 1988. 

In addition to grants-in-aid, Federal direct lending and loan guar-
antees to State and local governments are a significant source of 
Federal aid. Federal loans are used by States and localities for 
many purposes, including housing construction and rehabilitation, 
land and water resource development, and education. In 1986, the 
Federal Government is expected to disburse $2.6 billion in loans to 
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State and local governments. New guaranteed loans are estimated 
to be $0.5 billion in 1986. 

The two major State and local tax expenditures are the deduct-
ibility of most State and local taxes and the exclusion of interest on 
State and local securities from Federal taxation. Federal aid to 
State and local governments through tax expenditures is expected 
to be $44.4 billion in 1986. 

Federal Grants to State and Local Governments 
$ Billions $ Billions 

120 

1 0 0 -

Total 

1976 77 78 79 80 81 82 83 84 85 86 87 88 
Rscal Years Estimate 

HIGHLIGHTS OF THE FEDERAL AID PROGRAM 

This section provides an overview of the Federal aid program 
proposed for 1986. Shown first are major differences between 
actual grant outlays in 1984 and estimated levels for 1985 and 
1986. This presentation is followed by a more detailed description 
of proposals for specific grant programs and a discussion of pro-
posed levels of Federal aid through loans and tax expenditures. 

Table H - l shows changes in grant outlays between 1984 and 
1985 and between 1985 and 1986. These changes are divided into 
two categories: those that affect grants that finance State or local 
payments for individuals and all other changes. 

Grants that are subsequently paid as income support for individ-
uals—such as medicaid, nutrition assistance, and housing subsi-
dies—are estimated to increase by $3.6 billion between 1984 and 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1986



B-18 THE BUDGET FOR FISCAL YEAR 1986 

1985 and decrease by $0.9 billion between 1985 and 1986. The 
largest increase in 1985 is for medicaid benefits, which are expect-
ed to grow by $2.8 billion. Outlays for the food stamp and child 
nutrition programs are also expected to increase in 1985. The de-
crease between 1985 and 1986 due primarily to administration 
proposals to impose a 2-year moratorium on new subsidized hous-
ing commitments, and reforms in the food stamp, child nutrition, 
and assistance payments (AFDC) programs. 

All other grants are expected to increase by $5.9 billion in 1985 
and decrease by a somewhat lesser amount—$5.4 billion—in 1986. 
Outlays for highway programs are estimated to increase by $2.5 
billion in 1985 as a result of the Surface Transportation Assistance 
Act of 1982. Other increases are expected for education, training and 
employment, and mass transit programs. The outlay reduction pro-
jected for 1986 reflects the proposed termination of general revenue 
sharing, a 1-year spending freeze for most discretionary programs, 
and other measures to restrain Federal spending. 

Energy, natural resources, and environment—State and local 
energy conservation grants administered by the Department of 
Energy are used to insulate school buildings, hospitals, and the 
homes of low income families living in less energy efficient hous-
ing. Grants are also available to help States develop energy conser-
vation programs. The budget proposes to phase out support for 
these activities over the next 5 years. The significant energy and 
dollar savings from conservation projects in schools and hospitals 
should provide sufficient incentive for these institutions to finance 
these programs. In addition, legislation is proposed to finance 
these projects with funds recovered by the Government from past 
petroleum pricing violations. Budget authority of $35 million is 
requested for the program in 1986. An additional $191 million will 
become available in 1986 if Congress enacts proposed legislation 
allowing the use of funds from petroleum pricing violations for a 
total program level of $226 million. 

The coastal zone management State grant program was created in 
1972 to help States develop the capability to manage their coastal 
resources. No budget authority is proposed for the program in 1986 
and a rescission of $37 million is proposed for 1985. The program 
has achieved its objectives and Federal funding is no longer re-
quired. Twenty-eight States have developed management plans en-
compassing 90% of the U.S. coastline. 

The budget authority request in 1986 for grants from the aban-
doned mine reclamation fund is $211 million, $44 million below the 
1985 level. The decrease reflects the administration's belief that 
States have primary responsibility for coal mining regulatory and 
reclamation programs. Approximately 450 projects in 29 States 
would be financed by the 1986 request. 
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Table H-1. FEDERAL GRANT-IN-AID CHANGES, 1984-86 
(Outlays in billions of dollars) 

Outlays 

Total grants, 1984 actual . 97.6 
Changes: 

Payments for individuals-. 
Medicaid 2.8 
Food and nutrition assistance . 0.6 
Housing programs 0.3 
Other - 0 . 1 

Subtotal, payments for individuals 3.6 
Other programs: 

Highway programs 2.5 
Elementary, secondary, and vocational education programs 0.9 
Training and employment programs 0.6 
Urban mass transit assistance 0.4 
Food donations (CCC) 0.4 
Other U 

Subtotal, other programs i 9 

Total grants, 1985 estimate 107.0 
Changes: 

Payments for individuals: 
Housing programs - 0 . 9 
Medicaid 0.7 
Food and nutrition assistance - 0 . 3 
Other - 0 . 4 

Subtotal, payments for individuals —0.9 
Other programs: 

General revenue sharing - 3 . 4 
Highway programs 0.6 
Social services - 0 . 4 
Urban mass transit assistance —0.9 
Food donations (CCC) - 0 . 4 
Community development block grants - 0 . 4 
Other - 0 . 5 

Subtotal, other programs —5.4 

Total grants, 1986 estimate 100.7 

The Environmental Protection Agency's construction grants pro-
gram was created to help State and local governments build munic-
ipal wastewater treatment systems. Although the 1986 request of 
$2.4 billion continues funding levels established in 1982, legislation 
to phase out the program will be submitted by the end of the year. 
Funds in 1986 will be limited to ongoing projects. This proposal 
recognizes that by 1990 the original objective of the program—to 
reduce the pollution from municipal waste—will largely be 
achieved. In the future, communities will be expected to finance 
waste treatment facilities through market sources and assistance 
from their State governments. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1986



B-18 THE BUDGET FOR FISCAL YEAR 1986 

The hazardous substance response trust fund pays for the clean-
up of abandoned hazardous waste sites and chemical spills. Budget 
authority of $235 million has been requested in 1986 for site specif-
ic cooperative agreements with States. This funding level, which is 
$105 million above 1985, should finance the cleanup of 28 sites in 
1986. Cooperative agreements with States are one component of a 
total Federal-State superfund program that will be funded at ap-
proximately $1.0 billion per year over the next 5 years. 

Budget authority of $278 million is requested in 1986 for grants 
to support State regulatory, enforcement and pollution control ac-
tivities. These grants are used to implement and enforce Federal 
and State pollution control laws in the following areas: air and 
water quality; public water supply; underground injection control; 
hazardous wastes; pesticide certification; training; and enforce-
ment. The budget includes increases to implement the Hazardous 
and Solid Waste Act Amendments of 1984. 

Transportation.—The obligation limitation for the Federal-aid 
highway program is proposed to remain frozen at the 1985 level of 
$13.2 billion for the next 2 years. The freeze is intended to slow the 
decline in the highway trust fund balance. Most funds will be used 
to complete and preserve the interstate highway system and to 
rehabilitate primary highways and bridges. These highway systems 
are a primary Federal concern because of their role in interstate 
commerce and national defense. The budget does not propose 
changes in the authorization levels in the 1982 Surface Transporta-
tion Assistance Act except for the $100 million parkways and park 
highway program. No funding is proposed for this program because 
the $1.0 billion park restoration improvement initiative has been 
completed and because the National Park Service has no road 
projects on its near term list of priority programs. 

The budget proposes a freeze on highway traffic safety grants to 
States in 1986 at their 1985 obligation level of $155 million. These 
grants support Federal truck safety standards, highway safety and 
alcohol education programs. 

The budget proposes significant changes for mass transportation 
assistance. Discretionary grants are proposed to be discontinued 
and their funding sources—one penny of the nine-cent gasoline 
tax—will be used to fund a new formula grant program for capital 
investments. Operating assistance will also be discontinued. The 
local matching share is proposed to be increased from 20% to 30%. 
The $1.1 billion requested for the new program for 1986 is $0.5 
billion less than funds provided in 1985 for formula-based capital 
assistance. 

These changes reflect the administration's belief that mass trans-
portation is a local responsibility since these activities provide 
mainly local benefits. Localities should not be allowed to pass on a 
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portion of their capital and operating costs to taxpayers who do not 
use the services or have any influence on their cost. However, as 
long as the Federal Government continues to collect the one cent 
gas tax for transit, there remains a legitimate Federal role in 
managing and allocating the revenue. 

Obligations for grants-in-aid for airports are expected to be $1.0 
billion in 1986, the amount newly authorized for 1986 under the 
Airport and Airway Improvement Act of 1982. Projects that im-
prove airport safety, increase airport capacity, or reduce noise will 
receive the highest priority for funding in 1986. 

Community and regional development—The community develop-
ment block grant program (CDBG) provides flexible community and 
economic development support to cities, counties, Indian tribes, and 
U.S. territories. Budget authority proposed for 1986 is $3.1 billion, 
10% below the 1985 level. This reduction is consistent with the 
administration's effort to freeze program levels and reduce admin-
istrative costs. The administration also proposes to change the 
statutory distribution of these funds between urban and rural 
areas from 70/30 to 60/40. This change will increase the resources 
available to rural areas currently served by the Farmer's Home 
Administration's rural development programs that are proposed for 
termination in 1986. 

The administration proposes to terminate the urban development 
action grants program in 1986. This proposal is consistent with the 
government-wide effort to reduce local economic development sub-
sidies and reduce excessive Federal intervention in the economic 
decisions of firms and individuals. Cities may use CDBG resources 
for economic development projects. 

In 1983, the administration proposed and Congress enacted, the 
rental rehabilitation grant program to help States and localities 
rehabilitate properties for low-income renters. This program was 
intended for communities that do not have enough standard qual-
ity low- and moderate-income housing to support a rental voucher 
program. The $300 million authorized for this program in 1984 will 
allow the Federal Government to subsidize up to half the cost of 
rehabilitating an estimated 60,000 rental housing units by the end 
of 1986. As part of the administration's spending freeze plan, this 
budget proposes a 2-year moratorium on new funding for the rental 
rehabilitation program, in conjunction with a 2-year moratorium 
on housing vouchers. 

Congress enacted a second grant program in 1983 to subsidize the 
construction or substantial rehabilitation of rental housing in low-
and moderate-income neighborhoods with shortages of rental hous-
ing. The rental development grant program, which was funded on a 
demonstration basis through 1985, is not proposed to be extended 
in this budget. New housing construction is an expensive means of 
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housing the poor compared to approaches that utilize existing hous-
ing stock. 

The administration does not request funds in 1986 for the eco-
nomic development assistance programs administered by the Eco-
nomic Development Administration (EDA). The budget also pro-
poses to rescind all unobligated funds. There is no evidence that 
categorical EDA project grants create net employment gains for 
the Nation. Instead, they lock resources into unproductive areas 
and industries. Funds for State and local community and economic 
development are available in 1986 through the community develop-
ment block grant program. 

Programs administered by the Appalachian Regional Commis-
sion (ARC) are intended to promote economic development of the 
13-State Appalachia region. Both the Commission and its programs 
are proposed to be terminated at the end of 1985. The budget also 
proposes to rescind uncommitted funds. This proposal reflects the 
administration's policy to rely on the private sector to provide the 
major stimulus for economic development. In anticipation of the 
eventual termination of the ARC, the Commission has been work-
ing with recipients to help them become more self-reliant. 

Education.— Budget authority requested for the State education 
block grant for 1986 is frozen at the 1985 budget authority level of 
$500 million. This block grant provides States and localities with 
resources that can be used for a wide variety of educational pur-
poses. 

Major education grants for persons with special needs include: 
compensatory education, education for the handicapped, vocational 
and adult education, and Indian education. The 1986 request for 
these activities is frozen at the 1985 budget authority level except 
for the State agency migrant grant program. Reforms proposed for 
the migrant program reduce budget authority by targeting aid to 
children of migratory agricultural workers or fishermen whose 
education has been recently interrupted by moves. Legislation will 
also be proposed to give States and local educational agencies the 
option of providing compensatory education services through 
voucher systems. Budget authority for several other small elemen-
tary and secondary programs is proposed to be frozen in 1986 at 
1985 levels. No funds will be provided for a number of low priority 
elementary and secondary programs. 

Impact aid programs compensate school districts for educating 
children whose parents live and/or work on Federal land or for 
facilities damaged in natural disasters. Budget authority of $543 
million is requested for 1986, $143 million below the 1985 level. Aid 
for districts with children who live and whose parents work on 
Federal property is frozen at the 1985 program level. No funds are 
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proposed for new construction or for compensation where the chil-
dren impose little or no burden on school districts. 

Training and employment—Budget authority proposed for basic 
State grants under the Job Training and Partnership Act of 1983 
(JTPA) is frozen in 1986 at the 1985 level of $1.9 billion. For both 
the summer youth employment and training and the dislocated 
workers programs rescissions are proposed in 1985 because of large 
unspent balances at the end of 1984. In addition, the budget pro-
poses revisions in the formula for distributing summer youth funds 
to target them to the neediest communities. 

No budget authority is requested in 1986 for the work incentive 
(WIN) program. The program has not proven to be cost effective 
and is no longer necessary since JTPA block grant funds can be 
used to train welfare recipients for jobs. In addition, changes are 
proposed in the AFDC program to create new opportunities for 
employment. 

Grants for the State employment service will remain the same in 
1986 as in 1985. This program is financed almost completely by 
receipts collected from the Federal unemployment payroll tax. The 
administration is working with the States to develop legislation 
that will be proposed to transfer responsibility to the States for 
designing, operating, and financing their own job matching and 
unemployment insurance services beginning in 1988. The Federal 
unemployment tax would be reduced accordingly, freeing tax re-
sources for the States. 

Social services.—Budget authority requested for the social service 
block grant is at the 1986 authorized level of $2.7 billion. Block 
grant funds may be used for social services and for State and local 
administrative costs. In addition, States may transfer up to 10 
percent of their social services allotment to block grants that sup-
port health services, health promotion, or low-income housing as-
sistance. 

Budget authority is not requested in 1986 to continue the com-
munity services block grant program. States have the discretion to 
fund community services activities under the social services block 
grant. 

Grants for vocational rehabilitation services help physically and 
mentally disabled persons become gainfully employed and live 
more independently. The major State grant for vocational rehabili-
tation services is frozen at the 1985 budget authority level of $1.1 
billion. Reductions are proposed for several small project grants. 

In 1986, budget authority of $733 million is requested for the 
non-research portions of the foster care, adoption assistance, child 
welfare services, and child welfare training programs. These family 
social services support State efforts to reunite children with their 
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families or to place them promptly in adoptive homes. The admin-
istration will propose modifications in the foster care system to 
encourage States to reduce the duration and incidence of foster 
care placements. 

Grants for human development services supplement State, local, 
and nonprofit efforts to improve the quality of life for low-income, 
neglected, abused, or homeless children, and for elderly people and 
other special groups. The largest program for children is Head 
Start, which helps local community groups provide child develop-
ment programs for low-income preschool children. The 1986 budget 
authority request for these programs is $1.9 billion. The Head Start 
program will maintain its current enrollment of 448,000 children 
in 1986. 

Health.—The medicaid program continues to be the largest 
grant-in-aid. This program supports State and local efforts to pro-
vide health services to low-income residents. For 1986, the adminis-
tration proposes to reduce the costs of medicaid benefits by $1.0 
billion below the current services level. In subsequent years, medic-
aid cost increases would be limited to increases in the consumer 
price index for medical costs. The administration also proposes 
limits on Federal funding for administrative costs that save an 
estimated $112 million in 1986. The current open-ended matching 
payment would be replaced in 1986 by a Federal grant funded at 
projected 1985 levels. Payments in subsequent years would be in-
dexed to the GNP deflator. Complicated matching requirements 
would be eliminated and cost allocation plans would be simplified. 
States would be permitted to transfer up to 10% of the funds to 
other State-administered public assistance programs. 

Budget authority of $1.6 billion is requested in 1986 for the four 
health block grants: maternal and child health; preventive health 
and health services; alcohol, drug abuse, and mental health; and 
primary care. The $189 million increase over the 1985 level reflects 
an administration proposal to expand the primary care block grant 
to include narrow categorical programs for black lung clinics, mi-
grant health, and family planning. 

Housing Assistance.—Outlays for the grant portion of the subsi-
dized housing program are estimated to be $4.0 billion in 1986. The 
budget includes a proposal for a 2-year moratorium on new subsi-
dized housing commitments as part of the President's spending 
freeze proposal. 

Budget authority of $1.0 billion is requested for payments for low-
income housing. These payments are used to subsidize operating 
costs for low-rent public housing units. The 1986 request freezes 
personnel and related expenses in the operating subsidy formula. 
Reductions are also proposed for Federal subsidies for public hous-
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ing units that are vacant because they are uninhabitable or be-
cause there is insufficient demand for those units. The budget also 
proposes to rescind $253 million in excess operating subsidy funds 
appropriated for 1985. 

Food and nutrition assistance.—Outlays for the Federal share of 
State administrative expenses for the food stamp program are esti-
mated to be $840 million in 1986. The budget proposes replacing 
the current open-ended matching payment with a grant equal to 
the payment projected for 1985. In subsequent years, the Federal 
grant would be indexed to the GNP deflator. Complicated matching 
requirements would be eliminated and cost allocation plans would 
be simplified. States would be allowed to allocate the grant in the 
most efficient manner, including the transfer of up to 10% of the 
funds to other State-administered public assistance programs. 

Child nutrition programs subsidize meals for children in schools, 
child care facilities, and other institutional settings. Approximately 
14.1 million children will receive federally subsidized meals in 
1986. As part of the administration's spending freeze proposal, the 
1986 cost-of-living adjustment would be eliminated for child nutri-
tion meal reimbursement rates. In addition, legislation will be 
proposed to discontinue meal subsidies for upper income students. 
Budget authority proposed for the program in 1986 is $3.4 billion, 
$0.2 billion below the 1985 level. 

Women, infants, and children programs provide nutritious food 
supplements to lessen health problems associated with inadequate 
diets during critical stages of child development. These programs 
will serve an average of 3.1 million low-income women and chil-
dren each month in 1986. The budget authority request is $1.5 
billion in 1986, $0.1 billion above the 1985 level. 

The Commodity Credit Corporation (CCC) donates surplus food, 
such as cheese, butter and nonfat dry milk, to needy families, 
charitable institutions and schools. CCC Commodities valued at 
$1.3 billion are expected to be distributed through State and local 
governments in 1986. 

Other income security.—Aid to families with dependent children 
(AFDC) helps State and local governments finance cash assistance 
payments to needy families. Reforms enacted during the past four 
years have refocused AFDC on its original goal: to serve as tempo-
rary aid where resources for complete self-support do not exist. The 
budget proposes additional reforms that would establish work-relat-
ed programs for employable AFDC applicants and recipients, pro-
hibit unmarried minor mothers from leaving their parents' homes 
to qualify for AFDC, and eliminate payments to employable AFDC 
parents whose youngest child is 16 or older. In addition, the budget 
proposes replacing the current open-ended matching payment for 
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State administrative expenses with a grant equal to the payment 
projected for 1985. In subsequent years, this grant would be in-
dexed to the GNP deflator. Complicated matching requirements 
would be eliminated and cost allocation plans would be simplified. 
States would also be allowed to transfer of up to 10% of the funds 
to other State-administered public assistance programs. Total out-
lays for the program are estimated to be $8.1 billion in 1986. 

The child support enforcement program (CSE) finances most State 
and local administrative expenses for establishing paternity and 
for collecting support from legally liable absent parents. These 
collections offset State and Federal AFDC costs. Federal outlays for 
CSE are estimated to be $652 million in 1986. 

The Federal Government reimburses States for all of the initial 
resettlement costs of welfare, health, employment, English lan-
guage training, and other services for refugees and entrants. 
Budget authority of $300 million is requested in 1986 for refugee 
assistance, $86 million below the 1985 level. In 1986, the adminis-
tration proposes to initiate refugee welfare eligibility 90 days after 
arrival in the United States rather than immediately. This policy 
would encourage resettlement organizations to help refugees find 
employment before they become dependent on welfare. 

To moderate the impact of energy costs on low-income families, 
$1.3 billion in budget authority is proposed for low-income home 
energy assistance in 1986. The budget also proposes to use $0.8 
billion in recoveries from petroleum price overcharges to finance a 
total program level of $2.1 billion in 1986. This program is a block 
grant that allows States to make payments to individuals, fuel 
vendors, or public housing operators. For 1986, the administration 
proposes to continue the current program level as part of the 
overall spending freeze plan. Department of Energy programs for 
low-income home weatherization and energy conservation for 
schools and hospitals would also be funded through these 
recoveries. 

Administration of Justice.—Criminal justice assistance programs 
provide training, technical and financial assistance to State and 
local criminal justice agencies through formula and discretionary 
grants. The administration is not requesting new budget authority 
for juvenile justice and delinquency prevention programs in 1986 
because the primary objective of these programs—the separation of 
juvenile from adult offenders—has largely been achieved. Budget 
authority proposed for the remaining programs totals $67 million 
in 1986. 

In 1985, the administration will begin a new initiative for victims 
of crime in accordance with the Comprehensive Crime Control Act 
of 1984. Up to $100 million per year in Federal criminal fines and 
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penalties will be distributed to State victim assistance and compen-
sation programs. 

General purpose fiscal assistance.—General revenue sharing pro-
vides assistance to approximately 40,000 local jurisdictions with 
virtually no restrictions on the use of the funds. The administra-
tion is proposing legislation to end the general revenue sharing 
program in 1986. Local governments have decreased their reliance 
on inelastic and regressive revenue sources and most have the 
resources to finance local public services. In the current fiscal 
environment, Federal revenues must be used to fulfill national 
needs and responsibilities. Outlays for the program, which was 
reauthorized in 1984, are estimated to be $1.2 billion in 1986 re-
flecting the final quarterly payment from the 1985 program. 

Revenues are shared with State and local governments from 
receipts received from timber and mineral sales on Federal lands. 
These payments are proposed to be $546 million in 1986, $204 
million less than the 1985 estimate. The budget proposes to deduct 
the Federal costs of obtaining these receipts before calculating the 
States' shares. If enacted, States would receive the same percent-
age of net receipts that they now receive of gross receipts. 

Additional information on these and other grant programs is in 
Part 5 of the Budget For a detailed list of these programs, see 
table H- l l . 

Loans.—Another form of Federal aid to State and local govern-
ments is assistance in obtaining credit, either directly through 
loans and advances, or indirectly through loan guarantees. The 
Federal government provides credit assistance to States, localities, 
and Indian tribes on more favorable terms than private lenders. 
Direct loans and loan guarantees are used to finance housing con-
struction, land acquisition, land and water development projects, 
and a variety of other activities. 

Direct loan disbursements (excluding repayments) are estimated 
to be $2.6 billion in 1986. The low-rent public housing program is 
the largest provider of direct loans to States and localities. This 
program finances construction, acquisition, and modernization ac-
tivities for public housing. Between 1984 and 1985 these loans are 
expected to increase from $1.4 billion to $14.3 billion. This increase 
is the result of a provision in the Deficit Reduction Act of 1984 that 
suspended tax-exempt financing for construction activities. Loan 
disbursements for this program are estimated to be $1.8 billion in 
1986. 

A Federal loan guarantee occurs when a government agency 
enters into a formal commitment to use government funds to repay 
a lender upon default by the borrower. New loan guarantees to 
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State and local governments are expected to decrease from $1.3 
billion in 1985 to $0.5 billion in 1986. 

More information on Federal credit activities is available in table 
H-12 and in Special Analysis F. 

Tax Expenditures.—Federal aid to State and local governments is 
also provided through tax expenditures. Tax expenditures are a 
means by which the Federal Government carries out public policy 
objectives; in many cases they can be considered alternatives to 
direct spending programs. To compare direct Federal spending and 
assistance provided through tax expenditures, estimates for tax 
expenditures are generally shown as outlay equivalents; that is, the 
level of budget outlays required to provide the same amount of 
after-tax benefits is the tax expenditure. A detailed discussion of 
the measurement and definition of tax expenditures and a com-
plete list of revenue loss and outlay equivalent estimates for specif-
ic tax expenditure items is contained in Special Analysis G. 

The two major categories of tax expenditures that provide aid to 
State and local governments are the deductibility of most State and 
local taxes and the exclusion of interest on State and local securi-
ties from Federal taxation. Individuals can claim nonbusiness sales, 
income, and property tax payments to State and local governments 
(other than payments already taken as business deductions) as 
itemized deductions on their Federal tax returns. This permits 
States and localities to raise a dollar of revenue with less than a 
dollar of net cost to their citizens. 

Table H-2. TAX EXPENDITURES AIDING STATE AND LOCAL GOVERNMENT 
(Outlay equivalents; in millions of dollars) 

Rscal year 
Description Description Description 

1984 1985 1986 

Deductibility of: 
Property taxes on owner-occupied homes 8,930 9,815 10,870 
Nonbusiness State and local taxes other than on owner-occupied 

homes 21,000 22,605 24,740 
Exclusion of interest on: 

21,000 22,605 24,740 

Public purpose State and Local debt 7,220 7,860 8,700 
IDBs for certain energy facilities 145 155 180 
IDBs for pollution control and sewage and waste disposal facilities 975 1,115 1,265 
Small-issue IDBs 1,875 2,210 2,590 
Owner-occupied mortgage subsidy bonds 1,315 1,670 2,115 
State and local debt for rental housing 665 865 1,085 
Mass commuting vehicle IDBs 40 55 60 
IDBs for airports, docks and sports and convention facilities 330 370 420 
State and local student loan bonds 220 310 390 
State and local debt for private nonprofit educational facilities 120 160 200 
State and local debt for private nonprofit health facilities 1,090 1,425 1,790 
State and local debt for veterans housing 225 245 270 

Total (after interactions)1 35,690 39,655 44,485 
1 The estimate of total tax expenditures reflects interactive effects among the individual items. Therefore the individual items cannot be added 

to obtain a total. 
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Interest on virtually all State and local government securities is 
tax exempt. As a result, State and local governments can sell their 
debt at lower interest rates than would be possible if such interest 
were taxable. The exclusion of interest on public purpose State and 
local debt subsidizes the financing of traditional public projects, 
such as toll roads, sewer systems, and schools. However, as shown 
in table H-2, State and local jurisdictions also provide the benefits 
of tax-exempt financing to a wide variety of private and quasi-
public activities, such as pollution control, housing and small busi-
nesses. The growth of private purpose tax-exempt bonds and other 
issues pertaining to tax-exempt credit are discussed in more detail 
in Special Analysis F. 

To curb the rapid growth of private purpose tax-exempt bonds, 
Congress has placed restrictions on their use in recent legislation. 
The Mortgage Subsidy Bond Tax Act of 1980 imposed a number of 
restrictions on tax-exempt mortgage subsidy bonds (MSB's) for 
owner-occupied housing including limitations on the volume issued 
in each State. The Deficit Reduction Act of 1984 (DEFRA) extended 
these limitations to December 31, 1987. DEFRA also placed restric-
tions on qualified veteran's MSB's. The issuance of these bonds is 
limited to preexisting State programs in amounts based on previous 
volume levels. Future issuance will be limited to veterans who 
served in active duty before 1977. 

The Tax Equity and Fiscal Responsibility Act of 1982 required 
that industrial development bonds (IDB's) be approved by an elect-
ed public official after a public hearing and that assets of certain 
IDB-financed projects placed in service after 1982 be depreciated 
using straight-line rather than accelerated depreciation. The 1982 
tax act also eliminated the tax exemption for small issue IDB's 
issued after 1986. DEFRA extended the expiration date to Decem-
ber 1988 for small issue IDB's that are issued exclusively to finance 
manufacturing facilities. 

The Deficit Reduction Act also placed limits on the total volume 
of private purpose industrial revenue bonds that can be issued 
within each State. The maximum amount is limited to the greater 
of $150 per capita ($100 after 1987) or $200 million per year. Under 
prior law there were no limitations on the amount of such bonds 
issued by State and local governments. 

The administration will repropose an enterprise zone program 
that would provide tax incentives for the redevelopment of eco-
nomically distressed areas. Twenty-four States have established 
enterprise zone programs partly in response to the administration's 
proposal. The Federal program would serve as a national experi-
ment for a concept that has already begun to succeed in some 
States. Upon enactment, up to 25 small areas per year would be 
designated "enterprise zones." Businesses in the zones would be 
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entitled to exemption from tax for certain gains, and to tax credits 
for capital investment, for increases in employment, and for hiring 
disadvantaged employees. A tax credit would also be provided to 
employees in the zones. The 1-year tax expenditure from this pro-
posal is estimated to be $305 million in 1986. 

FEDERAL GRANTS-IN-AID BY FUNCTION, AGENCY, AND REGION 

Distribution of grants by function.—Under the Congressional 
Budget Act of 1974, the Congress reviews the budget and sets 
targets by function. Consequently, the functional classification of 
the budget has become important not only for analysis but also for 
congressional control. 

Table H-3. FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION 
(In millions of dollars) 

Actual Estimate 
Function 1Q9/I 

1985 1986 1987 1988 1989 1990 

National defense 95 117 125 117 110 112 115 
Energy 534 583 508 440 384 327 268 
Natural resources and environment 3,779 3,944 3,653 3,440 3,311 3,103 2,722 
Agriculture 1,832 2,209 1,740 836 879 445 446 
Commerce and housing credit 2 2 2 2 2 2 2 
Transportation 15,013 18,027 17,827 17,135 16,799 16,836 16,756 
Community and regional development 5,157 5,366 5,060 4,623 3,965 3,837 3,846 
Education, training, employment, and social services- 16,669 18,434 17,893 17,743 17,938 18,329 18,714 
Health 21,837 24,768 25,465 26,534 28,000 29,494 30,992 
Income security 25,678 26,531 25,184 26,217 27,159 28,358 29,287 
Veterans benefits and services 66 92 99 104 108 106 107 
Administration of justice 69 163 230 218 208 209 210 
General government 171 202 89 73 75 79 82 
General purpose fiscal assistance 6,677 6,576 2,792 1,675 1,751 1,801 1,894 

Total outlays 97,577 107,016 100,668 99,155 100,688 103,038 105,442 

Table H-3 shows a functional distribution of Federal grant-in-aid 
outlays.2 (Consistent with the emphasis now being placed on longer 
range budget planning, Table H-3 and other tables in this special 
analysis show estimates through 1990.) The functional composition 
of grant outlays has changed significantly over the years, as shown 
in table H-4. The health function has increased from 3% of Feder-
al aid in 1960 to an estimated 25% in 1986. Transportation has 
declined from 43% in 1960 to 18% in 1986. Other changes occurred 
between 1960 and 1986 in education, training, employment, and 
social services programs which increased from 7% in 1960 to an 
estimated 18% in 1986. General purpose fiscal assistance also in-
creased with the addition of revenue sharing, from 2% in 1960 to 
an estimated 9% in 1984. Between 1984 and 1990, outlays for this 

2 Table H- l l contains functional data and programmatic detail within each function for both budget author-
ity and outlays. 
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function are expected to drop to 2% of total grants due primarily 
to the termination of the general revenue sharing program. The 
distribution of grant-in-aid outlays for all other functions is expect-
ed to remain fairly constant between 1986 and 1990. 

Table H-4. PERCENTAGE DISTRIBUTION OF FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION 

Actual Estimate 

1960 1970 1980 1984 1985 1986 1987 1988 1989 1990 

Energy * * 1 1 1 1 * * * * 

Natural resources and environment 2 2 6 4 4 4 3 3 3 3 
Agriculture 3 4 1 2 2 2 1 1 * * 

Transportation 43 19 14 15 17 18 17 17 16 16 
Community and regional development.... 2 5 7 5 5 5 5 4 4 4 
Education, training, employment, and 

social services 7 27 24 17 17 18 18 18 18 18 
Health 3 16 17 22 23 25 27 28 29 29 
Income security 38 24 20 26 25 25 26 27 28 28 
General purpose fiscal assistance 2 2 9 7 6 3 2 2 2 2 
Other * 1 1 * 1 1 1 * * * 

Total 100 100 100 100 100 100 100 100 100 100 

*0.5% or less. 

Distribution of grants by agency.—Table H-5 shows grant outlays 
by agency. The Department of Health and Human Services will 
provide 42% of total estimated grant-in-aid outlays in 1986, far 
more than any other agency. 

Table H-5. FEDERAL GRANT-IN-AID OUTLAYS BY AGENCY 
(In millions of dollars) 

Agency Actual 1984 
Estimate 

Agency Actual 1984 
1985 1986 

Funds Appropriated to the President 417 352 312 
Department of Agriculture 9,310 10,326 9,297 
Department of Commerce 419 397 236 
Department of Education 7,346 8,308 8,252 
Department of Energy 356 368 273 
Department of Health and Human Services 38,923 41,994 42,078 
Department of Housing and Urban Development 10,064 10,630 9,550 
Department of the Interior 1,679 1,495 1,238 
Department of Justice 44 36 200 
Department of Labor 4,994 5,632 5,657 
Department of Transportation 14,980 17,975 17,775 
Department of the Treasury 5,009 5,027 1,512 
Environmental Protection Agency 2,921 3,077 3,036 
Other 1,115 1,299 1,252 

Total outlays 97,577 107,016 100,668 

Distribution of grants by region.—Table H-6 shows that Federal 
aid on a per capita basis varies among regions. The thinly populat-
ed Western States ranked highest in 1974 because of highway 
construction grants and shared revenues from Federal land hold-
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ings. The northwestern States had the lowest regional population 
density, extensive Federal land holdings and, until recently, the 
highest per capita aid. 

This effect has diminished in recent years as human resource 
programs have grown relative to physical resource programs. 
Region X, which had per capita grants 20% above the national 
average in 1974, now has grants only 14% above the average, while 
Region VII has risen from 20% below the average to only 12% 
below. Grants to Region II have grown the most during the period, 
averaging 9.1% per year from 1974 to 1984. 

Table H-6. DISTRIBUTION OF GRANTS BY REGION, SELECTED FISCAL YEARS 

Federal Region 19841 total 
grants 

Dollars per capita 

1974 19842 

Average 
annual 
percent 

increase, 
1974-84 

V. 
VI. 
VII. 

Maine, Vermont, New Hampshire, Massachusetts, Con-
necticut, Rhode Island 

New York, New Jersey, Puerto Rico, Virgin Islands 
Virginia, Pennsylvania, Delaware, Maryland, West Virgin-

ia, District of Columbia 
Kentucky, Tennessee, North Carolina, South Carolina, 

Georgia, Alabama, Mississippi, Florida 
Illinois, Indiana, Michigan, Ohio, Wisconsin, Minnesota 
Arkansas, Louisiana, Oklahoma, New Mexico, Texas 
Iowa, Kansas, Missouri, Nebraska 
Colorado, Montana, North Dakota, South Dakota, Utah, 

Wyoming 
Arizona, California, Nevada, Hawaii, other territories 
Idaho, Oregon, Washington, Alaska 

United States.. 

5.7 
15.6 

10.6 

14.4 
18.0 

9.0 
4.3 

3.9 
12.0 
4.0 

97.6 

232 
254 

224 

204 
185 
208 
172 

242 
227 
258 

215 

456 
619 

422 

349 
393 
326 
363 

515 
389 
470 

413 

6.8 
9.1 

6.4 

5.4 
7.6 
4.5 
7.5 

7.7 
5.4 
6.0 
6.6 

1 Preliminary estimate, in billions of dollars. 
2 See "Federal Expenditures by State," Bureau of the Census, for additional information concerning State distribution of Federal grants and 

other Federal spending. 

HISTORICAL PERSPECTIVES 

In recent decades, Federal aid to State and local governments 
has become a major factor in the financing of certain government 
functions. The rudiments of the present system date back more 
than 100 years to the Civil War. The Morrill Act, passed in 1862, 
established the land grant colleges and instituted certain federally 
required standards, as is characteristic of the present grant-in-aid 
system. Federal aid was later initiated for agriculture, highways, 
vocational education and rehabilitation, forestry, and public health. 
In the depression years, Federal aid was extended to meet income 
security and other social welfare needs. 

However, Federal grants did not become a significant factor in 
Government expenditures until after World War II. In 1950, Feder-
al grants to State and local governments were $2 billion, and by 
1965 they had risen to $11 billion. In 1981 they increased to nearly 
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$95 billion, an average annual increase of 14.2% since 1965. In 1986 
Federal grants are expected to be $100.7 billion, 10.3% of total 
Federal outlays and 15.0% of domestic Federal outlays. Table H-7 
shows historical data for grant outlays for selected years since 
1950. 

Table H-7 also shows grants-in-aid as a percent of State and 
local expenditures and as a percent of gross national product 
(GNP). Grants as a percent of State and local expenditures in-
creased from 15.3% in 1965 to 26.8% in 1978, declining to 21.2% in 
1984. Grants increased as a percent of GNP from 0.8% in 1950 to a 
peak of 3.7% in 1978, declining to an estimated 1.9% by 1990. 

Table H - 7 . H I S T O R I C A L T R E N D O F F E D E R A L G R A N T - I N - A I D O U T L A Y S 

(Fiscal years; dollar amounts in millions) 

Total 1 

grants-in-
aid 

Federal grants i as a percent of 
Total 1 

grants-in-
aid 

Budget outlays State and 
local 

expendi-
tures 3 

Gross 
National 
Product 

Total 1 

grants-in-
aid 

Total Domestic2 

State and 
local 

expendi-
tures 3 

Gross 
National 
Product 

Five-year intervals: 
1 9 5 0 $ 2 , 2 5 3 5 . 3 % 9 . 3 % 1 0 . 4 % 0 . 8 % 
1 9 5 5 3 , 2 0 7 4 .7 13.7 1 0 . 1 0 .8 
1 9 6 0 7 , 0 1 9 7 .6 17 .1 14 .7 1.4 
1 9 6 5 1 0 , 9 1 0 9 .2 17 .5 15 .3 1.7 
1 9 7 0 2 4 , 0 6 5 12 .3 2 2 . 0 19 .2 2 .5 
1 9 7 5 4 9 , 7 9 1 15 .0 2 0 . 9 2 3 . 0 3 .4 

Annually: 
1 9 7 6 5 9 , 0 9 4 15 .9 21 .4 2 4 . 2 3 .6 
1 9 7 7 6 8 , 4 1 5 16 .7 2 2 . 4 2 5 . 9 3 .7 
1 9 7 8 7 7 , 8 8 9 17 .0 22 .5 2 6 . 8 3 .7 
1 9 7 9 8 2 , 8 5 8 16 .5 2 1 . 8 2 6 . 3 3 .5 
1 9 8 0 9 1 , 4 5 1 15 .5 2 0 . 6 2 6 . 3 3 .6 
1 9 8 1 9 4 , 7 6 2 14 .0 18.7 2 5 . 2 3 .3 
1 9 8 2 8 8 , 1 9 5 11 .8 1 6 . 1 2 1 . 9 2 .9 
1 9 8 3 9 2 , 4 9 6 11 .4 15 .8 2 1 . 6 2 .9 
1 9 8 4 9 7 , 5 7 7 11 .5 16 .0 2 1 . 2 2 .7 
1 9 8 5 estimate 1 0 7 , 0 1 6 11 .2 15 .6 NA 2 .8 
1 9 8 6 estimate 1 0 0 , 6 6 8 10 .3 15 .0 NA 2.4 
1 9 8 7 estimate 9 9 , 1 5 5 9 .7 14.4 NA 2 .2 
1 9 8 8 estimate 1 0 0 , 6 8 8 9 .2 14 .0 NA 2 .0 
1 9 8 9 estimate 1 0 3 , 0 3 8 9 .1 14 .1 NA 1.9 
1 9 9 0 estimate 1 0 5 , 4 4 2 8 .9 14 .1 NA 1.9 

1 Includes outlays that are off-budget under current law; legislation is proposed to include them on-budget. Such outlays began in 1973. 
2 Excludes outlays for the national defense and international affairs functions. 
3 As defined in the national income and product accounts. 
NA=Not available. 

Table H-8 shows the composition of grant-in-aid outlays since 
1950 according to the categories of payments for individuals, cap-
ital investment, and other purposes. Almost half of estimated 1986 
grants are to States and localities as payments for individuals.3 

Most such grants are accompanied by State or local matching 

3 Payments for individuals are defined as Federal budget outlays providing benefits in cash or in-kind that 
constitute income transfers to individuals or families. 
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payments. Among the larger of these programs are medicaid, as-
sistance payments (AFDC), housing assistance, and nutrition pro-
grams. 

Table H-8. COMPOSITION OF GRANT-IN-AID OUTLAYS 
(Fiscal years; dollar amounts in millions) 

Total 
grants-in-

aid 

Composition of grants-in-aid Share of State and local 
capital expenditures financed 

by— Total 
grants-in-

aid 

Grants for 
payments 

for 
individ-
uals 1 

Grants for 
capital 
invest-
ment 2 

Other 

Share of State and local 
capital expenditures financed 

by— Total 
grants-in-

aid 

Grants for 
payments 

for 
individ-
uals 1 

Grants for 
capital 
invest-
ment 2 

Other 
Grants-in-aid Own source 

revenues 

Five year intervals: 
1950 2,253 1,257 484 512 8.4% 91.6% 
1955 3,207 1,623 820 764 8.3 91.7 
1960 7,019 2,480 3,321 1,218 23.9 76.1 
1965 10,910 3,699 4,985 2,729 24.8 75.2 
1970 24,065 8,612 7,046 8,407 24.6 75.4 
1975 49,791 16,445 10,870 22,476 25.8 74.2 

Annually: 
1976 59,094 19,640 13,502 25,952 31.1 68.9 
1977 68,415 22,178 16,146 30,091 41.1 58.9 
1978 77,889 24,175 18,310 35,404 41.1 58.9 
1979 82,858 26,854 20,036 35,968 40.0 60.0 
1980 91,451 31,927 22,451 37,073 39.5 60.5 
1981 94,762 36,931 22,116 35,715 39.0 61.0 
1982 88,195 37,875 20,108 30,212 36.9 63.1 
1983 92,496 41,636 20,474 30,386 37.2 62.8 
1984 97,577 44,284 22,662 30,631 39.1 60.9 
1985 estimate 107,016 47,851 25,819 33,347 NA NA 
1986 estimate 100,668 46,933 25,474 28,261 NA NA 

1 For an identification of accounts in this category, see Table H—11 and footnotes. 
2 Excludes capital grants that are included as payments for individuals. 
NA=Not available. 

Table H-8 also shows the share of State and local capital expend-
itures financed by Federal grants or by revenues from State and 
local own sources. The Federal share increased from 8.3% in 1955 
to 23.9% in 1960 largely because of the initiation of Federal trust 
fund financing for the interstate highway system. The share in-
creased from 24.6% in 1970 to 39.5% in 1980, increasing by more 
than half in ten years. The major programs are for highways, mass 
transit, community development block grants, and sewage treat-
ment systems. 

Grants for capital investment are estimated to be $25.5 billion in 
1986, 25% of total grants-in-aid. In constant 1972 dollars, Federal 
aid is expected to increase from $9.5 billion in 1984 to $9.8 billion 
in 1986. 

GRANTS MANAGEMENT 

The increase in grant expenditures since World War II was 
accompanied by an increase in the number of grants designated for 
specific purposes. This increase took place especially in the 1960's 
and early 1970's. These grants usually contained Federal legislative 
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and regulatory mandates, required matching funds from the recipi-
ent governments, and gave little discretion in their use to State 
and local officials. They came to be known as categorical grants, 
with complex administrative requirements to ensure that their 
purposes were met. 

To reverse this trend and to devolve authority, broad-based 
grants have been emphasized in recent years. In addition, many 
mandatory administrative or procedural requirements associated 
with grant programs have been simplified or eliminated. Regula-
tory reforms and management improvements have increased the 
efficiency of the intergovernmental grant-in-aid system and have 
strengthened the authority of State and local elected officials over 
Federal financing and development activities in their jurisdictions. 

General purpose and broad-based grants.—General-purpose aid 
gives State and local governments almost complete discretion in 
determining their use. The general revenue sharing program is 
currently the largest general-purpose grant. Broad-based aid, which 
includes the block grants, gives State and local governments con-
siderable discretion within a broadly defined program area. Table 
H-9 shows general-purpose and broad-based grants as a percent of 
total grants from 1972 to 1988. 

General-purpose aid increased dramatically with the introduction 
of the general revenue sharing program, from less than 2% of all 
grants in 1972 to over 12% in 1976. The administration is propos-
ing legislation to end the general revenue sharing program in 1986. 
Federal resources can no longer be spared for programs and activi-
ties that do not address national spending priorities. The remain-
ing programs in this category are expected to comprise about 2% of 
total grants-in-aid by 1987. 

Under the current administration, broad-based aid increased as a 
percent of total Federal aid from slightly over 11% in 1980 to more 
than 13% in 1984. Based on proposals in the 1982 Budget, Congress 
enacted nine block grants that consolidated 57 grant programs 
contained in the Catalog of Federal Domestic Assistance. In 1982, 
Congress enacted the Job Training Partnership Act, which replaced 
several expiring Comprehensive Employment and Training Act 
programs with a block grant to the States. 

Proposals in this budget impose a 1-year freeze on spending for 
most existing broad-based aid programs in 1986 as part of an effort 
to restrain spending in all areas of the budget. The community 
services block grant is the only program in this category proposed 
for elimination. Broad-based aid is expected to remain at about 
13% of total grants-in-aid through 1988. 

The chart shows a decline in the number of grant programs as a 
result of the new block grants and the elimination or consolidation 
of many small categorical programs. In 1981 there were 361 grant 
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Table H-9. OUTLAYS FOR GENERAL-PURPOSE, BROAD-BASED, AND OTHER GRANTS 
(Dollar amounts in millions) 

Actual Estimate 

1972 1976 1980 1984 1985 1986 1987 1988 

General-purpose grants: 
General revenue sharing $6,243 

907 

$6,829 

1,765 

$4,567 

2,281 

$4,610 

2,156 

$1,162 

1,831 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Community development 
Health block grants 
State education block grants 

$516 

$6,243 

907 

$6,829 

1,765 

$4,567 

2,281 

$4,610 

2,156 

$1,162 

1,831 1,876 1,952 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Community development 
Health block grants 
State education block grants 

516 7,150 8,594 6,848 6,766 2,993 1,876 1,952 

Other general purpose fiscal 
assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Community development 
Health block grants 
State education block grants 

90 
983 
128 

3,902 
83 

3,819 
1,308 

489 
1,545 
2,788 

2,024 
988 

3,900 
1,392 

407 
1,894 
2,743 

2,098 
1,160 

3,520 
1,611 

485 
1,886 
2,702 

2,098 
846 

3,360 
1,650 

499 
1,886 
2,700 

2,186 
667 

3,216 
1,696 

500 
1,886 
2,700 

2,274 
650 

Employment and training 
Social services block grant 
Low-income home energy 

assistance 

1,930 
1,698 
2,251 

2,144 
2,763 

3,819 
1,308 

489 
1,545 
2,788 

2,024 
988 

3,900 
1,392 

407 
1,894 
2,743 

2,098 
1,160 

3,520 
1,611 

485 
1,886 
2,702 

2,098 
846 

3,360 
1,650 

499 
1,886 
2,700 

2,186 
667 

3,216 
1,696 

500 
1,886 
2,700 

2,274 
650 Other 

Subtotal, broad-based 
grants 

Other grants 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 

835 1,112 1,440 

3,819 
1,308 

489 
1,545 
2,788 

2,024 
988 

3,900 
1,392 

407 
1,894 
2,743 

2,098 
1,160 

3,520 
1,611 

485 
1,886 
2,702 

2,098 
846 

3,360 
1,650 

499 
1,886 
2,700 

2,186 
667 

3,216 
1,696 

500 
1,886 
2,700 

2,274 
650 Other 

Subtotal, broad-based 
grants 

Other grants 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 

2,855 
31,004 

6,172 
52,015 

10,332 
79,354 

12,961 
77,768 

13,594 
86,656 

13,148 
84,527 

12,948 
84,331 

12,922 
85,814 

Other 

Subtotal, broad-based 
grants 

Other grants 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 

34,375 59,094 91,451 97,577 107,016 100,668 99,155 100,688 

Other 

Subtotal, broad-based 
grants 

Other grants 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 

1.5% 
8.3% 

90.2% 

12.1% 
10.4% 
77.5% 

9.4% 
11.3% 
79.3% 

7.0% 
13.3% 
79.7% 

6.3% 
12.7% 
81.0% 

3.0% 
13.1% 
84.0% 

1.9% 
13.1% 
85.0% 

1.9% 
12.8% 
85.2% 

Other 

Subtotal, broad-based 
grants 

Other grants 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
1 For detail, see grants in the general purpose fiscal assistance function, Table, H—11. Amounts in Table H-9 above include shared revenues 

from the Tennessee valley Authority, shown in the energy function. 

programs compared to an estimated 296 in 1985, a reduction of 65 
or 18%. Approximately 88% of estimated obligations in 1985 are 
concentrated in only 25 programs. 

Most general-purpose and broad-based grants reduce or eliminate 
the requirement that recipients match Federal funds with their 
own. Despite the increase in these grants, matching requirements 
for all grants as a whole have not changed significantly. In 1980, 
State and local governments were estimated to provide approxi-
mately $1 of matching funds for $2.70 of Federal aid; the Federal 
share in 1984 was $2.08 for each State and local dollar. The de-
crease in matching requirements for general-purpose and broad-
based aid has been partially offset by the significant growth in 
programs such as medicaid that require a larger than average 
matching share. 

Regulatory reform.—In 1981, President Reagan established the 
Presidential Task Force on Regulatory Relief. Many of the regula-
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Most Grant Dollars Are Concentrated in a Few Programs 
Percent of Estimated Obligations 

1981 1985 

tions reviewed by the Task Force affect State and local govern-
ments. Although the Task Force concluded its formal activities in 
1983, continuing oversight was transferred to the Office of Manage-
ment and Budget. During 1984, Executive branch agencies have 
revised several regulations affecting State and local governments, 
in part to reflect statutory amendments proposed by the adminis-
tration. 

—The Department of Health and Human Services (HHS) pro-
posed rules that simplify requirements for obtaining Federal 
matching funds for automated data processing equipment and 
services. The Department also published final rules to improve 
the administration of the early periodic screening, diagnostic 
and treatment program under the medicaid program. As a 
result of a statutory change supported by the administration, 
HHS changed the reporting requirements for the assistance 
payments (AFDC) program. States are now required to report 
on only those recipients with earned income or recent work 
histories. 

—The Department of the Interior issued a rule authorizing 
States to conduct inspections, audits, and investigations related 
to oil and gas royalties paid and collected on Federal and 
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Indian lands. This rule could increase State revenues since 
they receive half of all royalties collected. The budget proposes 
to offset Federal costs before calculating State shares. The 
Department also issued rules that give States and local govern-
ments a larger role in reviewing and approving applications 
for historic preservation programs. Interior hopes to reduce the 
review time for these applications by 25 percent. 

Management improvements.—During 1984, the administration 
carried out reforms initiated in previous years to increase Federal 
responsiveness to State and local concerns and to streamline the 
financial management system for Federal aid. 

—Executive Order 12372, Intergovernmental Review of Federal 
Programs went into effect on October 1, 1983. The Order, 
which replaced the OMB Circular A-95 review process, gave 
States the authority to establish their own procedures for re-
viewing proposed Federal activities in their jurisdictions and 
required Federal agencies to be more responsive to State and 
local concerns. A recent OMB evaluation of the new Order 
found that Federal agencies have become more responsive to 
State and local concerns. The Order has also helped to avoid 
costly duplication of services and has achieved cost savings 
through better coordination of services among Federal, State 
and local governments. At the request of State and local offi-
cials, OMB and the Federal agencies are making changes in 
the Executive Order that may broaden the range of Federal 
activities reviewed by State and local officials. 

—In 1984, Congress enacted the Single Audit Act. The new law 
eliminated audit requirements imposed on recipients of small 
amounts of Federal assistance and clarified requirements for 
organizationwide audits of recipients receiving Federal grants. 
At present, OMB is developing procedures to carry out the Act. 
State and local governments that receive more than $100,000 
in Federal aid will be allowed to conduct their own financial 
audits to make sure that the aid they received was spent for 
the intended purposes and that recipients complied with ac-
counting and administrative controls, Federal laws, and regu-
lations. 

—In 1983, a joint State and Federal task force agreed on a set of 
cash management principles for Federal assistance programs. 
Last year, Virginia, Indiana, Wisconsin, and California tested a 
funds transfer technique for Federal assistance programs. 
Under the new procedure, States would be charged interest on 
Federal assistance payments from the time they receive the 
Federal funds until recipients checks clear States' banks. Simi-
larly, the Federal Government would pay interest in certain 
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cases when State funds are used for Federal assistance pay-
ments prior to receipt of Federal funds. 

—The Office of Management and Budget is revising grant man-
agement policies contained in Circular A-102, "Uniform re-
quirements for Grants to States and local government". The 
changes should simplify requirements for the administration of 
Federal aid. 

—The Census Bureau and the Office of Management and Budget 
are working with Federal agencies and State and local govern-
ments to improve data on the distribution of Federal funds to 
counties and local governmental jurisdictions. 

OTHER SOURCES OF FEDERAL AID INFORMATION 

The grant-in-aid series in the budget provides a comprehensive 
picture of Federal grants-in-aid, which are programs financed but 
not directly administered by the Federal Government. The Census 
series (published in Governmental Finances) and the national 
income and product accounts (NIPA) series (published in Special 
Analysis B and in the Survey of Current Business) are parts of a 
broader statistical concept encompassing the entire economy, and 
as a consequence grants-in-aid are defined somewhat differently 
than in the budget. Both series omit the following items that the 
budget includes: 

—Federal aid to the Governments of Puerto Rico and U.S. terri-
tories; 

—certain payments in-kind, primarily commodities purchased by 
the Department of Agriculture and donated to the school lunch 
and other nutrition programs; and 

—payments to private, nonprofit entities (such as nonprofit hos-
pitals) that operate under State auspices or within a State 
plan. 

One major group of payments excluded in the budget definition 
of grants but included in the Census and NIPA series is payments 
for research conducted by public universities. The budget series 
excludes these payments because they are considered to be a pur-
chase of services for the Federal Government rather than aid for 
State or local programs. Because both Census and the NIPA series 
focus on total cash payments to State and local governments, they 
count these as grants. A major item included only in the Census 
definition is unemployment compensation for Federal employees, 
ex-servicemen, and temporary extended benefits. One major kind of 
outlay included in the budget and Census definitions but excluded 
from the NIPA series is grants to subsidize the operation of public 
enterprises, mainly housing and transportation facilities. These are 
counted as subsidies by the Federal Government in the NIPA 
rather than as grants. Table H-10 shows these and other minor 
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differences among the three series, but the differences are largely 
offsetting and the three series exhibit similar patterns. 

Table H-10. THREE MEASURES OF FEDERAL GRANTS-IN-AID TO STATE AND LOCAL GOVERNMENTS, 
1980-83 

(In billions of dollars) 

1980 1981 1982 1983 

Budget (Special Analysis H) 91.5 94.8 88.2 92.5 
Less principal exclusions: 

Agricultural commodities - 1 . 1 - 1 . 1 - 1 . 1 - 2 . 0 
Geographical exclusions - 2 . 0 - 1 . 8 - 1 . 8 - 2 . 5 

Plus payments for research 2.9 3.2 3.4 4.2 
Federal unemployment benefits and related 1.3 2.6 0.4 0.2 
All other (net) - 1 . 8 - 3 . 1 - 3 . 1 - 3 . 9 

Federal payments (Census) 90.8 94.6 86.0 88.5 
Less: 

Low-rent public housing - 3 . 3 - 3 . 9 - 4 . 8 - 5 . 5 
Federal unemployment benefits and related - 1 . 3 - 2 . 6 - 0 . 4 - 0 . 2 
All other (net) 0.5 2.0 2.6 2.9 

Grants-in-aid (national income and product ac-
counts) 86.7 90.1 83.4 85.7 

In addition to these data sources, information on the distribution 
of Federal funds to State and local governments can be found in 
several other documents. 

—Budget Information for the States (BIS) provides estimates of 
State funding allocations for the largest formula grant programs 
for the past, present and budget year. These programs comprise 
approximately 80% of total Federal aid to State and local 
governments. The document is prepared by the Office of Man-
agement and Budget soon after the Budget is released. 

—Federal Expenditures by State is a report prepared by the 
Bureau of the Census that shows Federal spending by State for 
the most recently completed fiscal year. This document in-
cludes the outlay data on Federal grants to State and local 
governments that previously appeared in the Department of 
the Treasury publication, Federal Aid to States. 

—The Consolidated Federal Funds Report (CFFR) is two docu-
ments that show the distribution of Federal spending by 
county areas and by local governmental jurisdictions. It is 
released by the Bureau of the Census in the Spring. 

—The Catalog of Federal Domestic Assistance is prepared by the 
General Services Administration with data collected by the 
Office of Management and Budget and is available from the 
Government Printing Office. The basic edition of the Catalog is 
usually published in May and an update is generally published 
in December. It contains a detailed listing of grant-in-aid and 
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other assistance programs; discussions of eligibility criteria, 
application procedures, and estimated obligations; and related 
information. This is a primary reference source for communi-
ties wishing to apply for grants-in-aid. 

—The Federal Register is published daily by the Government 
Printing Office and has current information on agencies that 
are accepting applications for specific programs. These notices 
also provide information on eligibility criteria and application 
procedures. 

—The Federal Assistance Awards Data System (FAADS) provides 
computerized information about current grant funding. Data 
on all direct assistance awards is provided quarterly to the 
States and to the Congress. 

THE STATE AND LOCAL GOVERNMENT SECTOR OF THE NATIONAL 
INCOME AND PRODUCT ACCOUNTS4 

The national income and product accounts (NIPA) provide a 
comprehensive statistical description of the U.S. economy that in-
cludes State and local government receipts and expenditures. These 
data measure the relationship between the State and local govern-
ments as a sector of the economy and other sectors. 

There are three major differences between NIPA data and a 
government's own budgetary accounting for receipts and expendi-
tures. First, financial transactions and the purchase and sale of 
land and other existing assets are excluded from NIPA data but 
are generally included in budgetary data. Second, a large number 
of transactions in the NIPA accounts are recorded on an accrual 
basis, while many governments show transactions on a cash basis. 
Third, NIPA data aggregate total State and local transactions, 
whereas many governments separate their general fund from spe-
cial funds. As a result of these differences, NIPA totals are not the 
same as an aggregate of these governments' financial budgets. 
However, the NIPA data do provide timely estimates of total State 
and local fiscal transactions not otherwise available and if used 
with care can provide helpful financial indicators. 

NIPA State and local sector.—The following chart shows State 
and local operating account surpluses and deficits as a percent of 
receipts, excluding the social insurance funds (primarily pensions). 
The social insurance funds have been excluded because their sur-
pluses are for future pension obligations and are not available for 
carrying out the general responsibilities of these governments. It is 
reasonable for the operating account to be in deficit because it 
includes capital expenditures, often financed through borrowing. 

4 Special Analysis B provides general information on the Federal sector of the national income and product 
accounts. 
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The peaks and troughs in the operating account are largely the 
result of: 

—changes in economic activity, which affect primarily receipts; 
—decisions regarding debt-financed capital spending; and 
—changes in Federal aid. 
The operating account was in deficit every year from 1955 to 

1971. Unlike this earlier period, during the 1970's it was generally 
in surplus. In part, this change reflected the growth of Federal 
grants (rather than State and local borrowing) to finance new 
infrastructure. 

—The surpluses in the early 1970's were largely the result of the 
initiation of general revenue sharing and strong economic 
growth. 

—The low point in 1975 was largely the result of the recession. 
—The surpluses in the latter 1970's are largely the result of the 

economic recovery, increases in anti-recession Federal grants, 
reductions in debt-financed capital spending, and general re-
straints in government spending exemplified by the passage of 
Proposition 13 in California in 1978. 

The recent recession brought the account into deficit in 1982, 
albeit a quite small one relative to the 1955-71 period. As a result 
of the recession, States and localities reduced expenditures and 
increased taxes. These actions along with the strong national eco-
momic recovery over the past two years have returned the account 
to surplus for 1983 and 1984. 

State and Local Surpluses and Deficits (Operating Account) 
as a Percent of Receipts 
Percent Percent 

Note: Excludes Social Insurance Funds 
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DETAILED FEDERAL AID TABLES 

The following two tables present detailed Federal aid data for 
1984, 1985, and 1986. Table H- l l , "Federal Grants to State and 
Local Governments—Budget Authority and Outlays," provides de-
tailed budget authority and outlay data for grants-in-aid. Table H-
12, "Credit Assistance to State and Local Governments," provides 
information on direct and guaranteed loans to State and local 
governments. 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS 

(In millions of dollars) 

BUDGET AUTHORITY OUTLAYS 
Function, agency and program 1984 1985 1986 1984 1985 1986 

actual estimate estimate actual estimate estimate 

NATIONAL DEFENSE: 
Department of Defense-Military: 

National Guard centers construction 40 42 42 40 42 42 
Federal Emergency Management Agency: 

Emergency management planning and 
assistance 94 96 64 55 75 83 

Total, national defense 134 138 106 95 117 125 

ENERGY: 
Department of Energy: 

Energy conservation1 280 283 35 356 367 272 
Department of Housing and Urban Devel-

opment: 
Assistance for solar and conservation 

improvements 25 14 0 8 26 35 
Tennessee Valley Authority: 

Tennessee Valley Authority fund 0 0 0 170 190 201 
Total, energy 305 298 35 534 583 508 

NATURAL RESOURCES AND ENVIRON-
MENT: 
Department of Agriculture: 

Watershed and flood prevention oper-
ations 113 95 0 151 199 114 

Resource conservation and development.. 12 9 0 17 11 11 
State and private forestry 28 22 3 28 22 3 
Forest research 7 11 7 7 11 7 

Department of Commerce: 
Operations research and facilities 109 87 40 109 106 25 
Coastal zone management 9 0 0 31 18 0 

Department of the Interior: 
Abandoned mine reclamation fund 236 255 211 63 114 138 
Regulation and technology 38 37 38 39 37 38 
Land acquisition 73 72 0 166 124 86 
Urban park and recreation fund 9 0 0 38 41 12 
Historic preservation fund 26 25 0 51 29 16 
Resource management 2 5 5 2 5 5 
Construction 4 4 0 4 4 0 
Sport fish restoration 0 0 44 0 0 43 
Operation of the national park system., 0 0 0 2 * 0 
Miscellaneous permanent appropriations... 128 124 112 149 148 120 

Environmental Protection Agency: 
Sewage treatment system construction 

grants 2,435 2,400 2,400 2,619 2,736 2,646 
Abatement, control, and compliance . 258 270 278 246 271 270 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS - BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1984 
actual 

1985 
estimate 

1986 
estimate 

OUTLAYS 

actual 
1985 

estimate 

Hazardous substance response trust 
fund 101 

Total, natural resources and envi-
ronment 3,588 

AGRICULTURE: 
Department of Agriculture: 

Food donations (Commodity Credit Cor-
poration) 

Extension Service 
Cooperative State Research Service 
Other agriculture 

1,356 
334 
147 

4 

Total, agriculture.. 1,841 

COMMERCE AND HOUSING CREDIT: 
Department of Agriculture: 

Miscellaneous expiring appropriations 
Department of Commerce: 

Enterprise development and opportunity.. 

Total, commerce and housing 
credit 

TRANSPORTATION: 
Department of Transportation: 

Federal-aid highways (trust fund) 
Highway traffic safety grants 
Highway-related safety grants 
Motor carrier safety grants 
Other highway programs 
Formula grants 
Formula capital grants 
Discretionary grants 
Interstate transfer grants - transit 
Research, training, and human re-

sources 
Washington metro 
Miscellaneous expired accounts 
Federal Railroad Administration 
Grants-in-aid for airports 
Boat Safety 
Research and special programs 

Washington Metropolitan Area Transit Au-
thority: 
Interest payments 

13,655 
148 

10 
8 

26 
2,389 

0 
1,250 

295 

19 
250 

0 
17 

994 
12 
4 

52 

Total, transportation. 19,129 

COMMUNITY AND REGIONAL DEVELOP-
MENT: 
Funds Appropriated to the President: 

Appalachian regional development pro-
grams 

Disaster relief 
Public works acceleration 

Department of Agriculture: 
Rural water and waste disposal grants... 
Rural community fire protection grants... 
Miscellaneous expiring appropriations 

159 
0 
0 

90 
3 
0 

130 235 57 70 

3,546 3,372 3,779 3,944 

1,712 
343 
157 

4 

1,309 
265 
132 

0 

1,354 
330 
139 

9 

1,713 
342 
151 

5 

2,217 1,706 1,832 2,209 

14,701 
176 

10 
14 
50 

2,450 
0 

1,100 
250 

18 
250 

0 
17 

987 
14 
4 

46 

15,065 
142 

0 
14 
0 
0 

1,100 
0 
0 

0 
250 

0 
0 

1,017 
29 
4 

52 

10,072 
117 

12 
2 

319 
1,395 

0 
233 
591 

16 
64 

1,417 
34 

694 
11 
3 

33 

12,636 
127 

10 
19 

261 
1,648 

0 
359 
473 

17 
131 

1,473 
42 

760 
14 
4 

52 

20,087 17,673 15,013 18,027 

50 
85 

0 

115 
3 
0 

0 
165 

0 

25 
0 
0 

209 
207 

1 

135 
3 
1 

182 
170 

0 

184 
3 
2 
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Table H - I l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS - BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

BUDGET AUTHORITY OUTLAYS 
Function, agency and program 1984 1985 1986 1984 1985 1986 

actual estimate estimate actual estimate estimate 

Department of Commerce: 
Economic development assistance pro-

grams 266 21 0 248 242 190 
Regional development programs 0 0 0 - 1 4 2 
Regional development commissions .. 0 0 0 2 1 * 

Miscellaneous appropriations 0 0 0 9 4 2 
Department of the Interior: 

Bureau of Indian Affairs 16 16 16 16 16 16 
Department of Housing and Urban Devel-

opment: 
Community development block grants 3,468 3,472 3,125 3,819 3,900 3,520 
Urban development action grants 440 440 0 454 500 522 
Rental rehabilitation grants 615 0 0 0 95 262 
Other community development 0 0 0 27 37 35 

Federal Emergency Management Agency: 
Emergency management planning and 

assistance 11 12 7 10 12 9 
Neighborhood Reinvestment Corporation: 

Neighborhood Reinvestment Corporation... 16 16 15 16 16 15 

Total, community and regional 
development 5,085 4,230 3,353 5,157 5,366 5,060 

EDUCATION, TRAINING, EMPLOYMENT, 
AND SOCIAL SERVICES: 
Department of Commerce: 

Public telecommunications facilities 12 14 0 17 19 0 
Miscellaneous appropriations 0 0 0 1 2 13 

Department of Health and Human Serv-
ices: 
Social services block grant 2,700 2,725 2,700 2,789 2,750 2,702 
Community services 348 368 0 353 363 125 
Human development services 1,779 1,886 1,880 1,717 1,784 1,874 
Family social services 676 725 733 648 734 737 
Work incentives 262 257 0 259 257 60 

Department of the Interior: 
Operation of Indian programs 5 5 0 5 5 0 

Department of Labor: 
Training and employment services 5,441 2,857 2,781 2,555 2,975 2,958 
Federal-State employment service 1,451 919 916 779 975 905 
Community service employment for 

1,451 

older Americans 70 72 72 59 70 72 
Temporary employment assistance 0 0 0 - 1 5 0 0 

Department of Education: 
Compensatory education for the disad-

vantaged 
Compensatory education for the disad-

vantaged 3,475 3,683 3,641 3,067 3,551 3,776 
Impact aid 592 686 543 567 720 614 
Special programs 482 619 600 570 454 588 
Bilingual education 124 100 109 112 96 103 
Indian education 64 64 64 67 73 64 
Education for the handicapped 1,107 1,177 1,177 791 1,310 1,101 
Rehabilitation services and handicapped 

1,107 1,177 1,177 1,310 1,101 

research 1,063 1,133 1,128 1,301 1,015 1,050 
Vocational and adult education 823 820 819 719 890 832 
Student financial assistance2 76 76 0 70 76 30 
Higher education 0 0 0 0 0 0 
Libraries 80 118 0 80 116 88 
Payments to special institutions 5 6 6 4 6 6 

Community Services Administration: 
Community services programs 0 0 0 - 1 2 4 0 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS - BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1984 
actual 

1985 
estimate 

1986 
estimate 

OUTLAYS 

1984 
actual 

1985 
estimate 

Corporation for Public Broadcasting: 
Public broadcasting fund 

National Foundation on the Arts and the 
Humanities: 
National Endowment for the Arts 

National Foundation on the Arts and the 
Humanities: 
Institute of Museum Services 

Total, education, training, em-
ployment, and social services.... 

HEALTH: 
Department of Agriculture: 

Food Safety and Inspection Service 
Department of Health and Human Serv-

ices: 
Medicaid2 

Health resources and services2 

Disease control, research and training.... 
Alcohol, drug abuse, and mental 

health2 

Department of Labor: 
Occupational Safety and Health Admin-

istration 
Mine Safety and Health Administration... 

Total, health 

INCOME SECURITY: 
Department of Agriculture: 

Child nutrition programs2 

Food stamp program administration2 

Nutrition assistance for Puerto Rico2 

Women, infants, and children pro-
grams 2 

Special milk program2 

Food donations program2 

Agricultural Marketing Service (food 
donations)2 

Rural housing preservation grants 
Mutual and self-help housing2 

Miscellaneous expiring appropriations2... 
Department of Health and Human Serv-

ices: 
Assistance payments program 

(AFDC) 2 

Child support enforcement 
Payments to States from receipts for 

child support 
Low income home energy assist-

ance 1 2 

Refugee and entrant assistance2 

Supplemental security income pro-
gram 2 

Department of Labor.-
Unemplopent insurance program ad-

ministration 
Department of Housing and Urban Devel-

opment: 
Subsidized housing program2 

138 

32 

5 

20,811 

32 

20,674 
992 
163 

469 

22,389 

3,365 
778 
825 

1,397 
11 

167 

347 
15 
6 
4 

8,270 
537 

2,073 
524 

0 

1,889 

9,448 

150 

32 

5 

160 

29 

0 

138 

26 

4 

150 

31 

6 

18,497 17,357 16,669 18,434 

35 

21,845 
1,098 

177 

503 

36 

23,690 
1,024 

177 

490 

32 

20,061 
1,025 

154 

501 

35 

22,985 
1,039 

174 

472 

23,721 25,479 21,837 24,768 

3,599 
840 
825 

1,447 
17 

140 

478 
5 

8,248 
612 

2,098 
386 

0 

1,581 

10,759 

3,387 
840 
825 

1,512 
11 

175 

371 
0 
0 
0 

8,120 
571 

1,288 
300 

0 

1,660 

499 

3,345 
732 
814 

1,396 
15 

172 

8,311 
487 

2,024 
585 

1,552 

4,611 

3,629 
864 
833 

1,517 
15 

163 

369 
1 
8 

11 

8,328 
580 

2,098 
431 

0 

1,549 

4,800 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS - BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

BUDGET AUTHORITY 
Function, agency and program 1984 1985 1986 1984 1985 1986 

actual estimate estimate actual estimate estimate 

Payments for operation of low income 
housing2 1,718 885 1,011 1,135 1,255 1,126 

Congregate services program 2 0 4 0 4 10 6 
Federal Emergency Management Agency-. 

Emergency food and shelter2 110 0 0 58 70 0 

Total, income security 31,484 31,932 20,571 25,678 26,531 25,184 

VETERANS BENEFITS AND SERVICES: 
Veterans Administration: 

Medical care2 54 66 70 54 66 70 
Grants for constructing State care fa-

cilities 2 18 34 22 5 18 24 
Other veterans 7 9 3 7 8 4 

Total, veterans benefits and serv-
ices 79 109 96 66 92 99 

ADMINISTRATION OF JUSTICE: 
Department of Justice: 

Justice assistance 134 69 67 40 114 129 
Crime victims fund 0 70 100 0 15 60 
National Institute of Corrections 5 7 5 3 7 11 
Revolving fund 0 0 0 * * 0 

Department of Housing and Urban Devel-
opment: 
Fair housing assistance 5 7 15 6 8 11 

Equal Employment Opportunity Commis-
sion-. 
Equal Employment Opportunity Commis-

sion 19 20 20 19 20 20 
Total, administration of justice 163 173 206 69 163 230 

GENERAL GOVERNMENT: 
Department of the Interior.-

Administration of territories 79 74 58 67 76 61 
Trust Territory of the Pacific Islands , 114 99 14 104 127 28 

Office of Personnel Management: 
Other general government 0 0 0 _ * 0 0 

Total, general government 193 173 71 171 202 89 

GENERAL PURPOSE FISCAL ASSIST-
ANCE: 
Department of Agriculture: 

Forest Service permanent appropriations- 203 239 67 203 239 67 
Department of Defense-Civil: 

Corps of Engineers permanent appro-
priations 7 6 6 6 7 6 

Department of the Interior: 
Payments in lieu of taxes 105 103 105 104 103 105 
Payments to States mineral leasing re-

ceipts 736 511 479 736 511 479 
Bureau of Land Management permanent 

appropriations 59 80 12 56 80 12 
National wildlife refuge fund 13 13 13 13 13 13 
Payments to the U.S. territories 65 63 66 65 63 66 

Department of the Treasury: 
General revenue sharing 4,567 4,567 0 4,567 4,610 1,162 
Internal revenue collections for Puerto 

4,567 4,567 4,610 1,162 

Rico 370 315 245 365 315 245 

OUTLAYS 
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B-34 THE BUDGET FOR FISCAL YEAR 1986 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS - BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

BUDGET AUTHORITY OUTLAYS 
Function, agency and program 1984 1985 1986 1984 1985 1986 

actual estimate estimate actual estimate estimate 

Miscellaneous permanent appropriations... 93 102 105 77 102 105 
Department of Energy: 

Payments to States under the Federal 
Power Act 1 1 1 * 1 1 

District of Columbia: 
Federal payment to the District of Co-

lumbia 486 533 532 486 533 532 

Total, general purpose fiscal as-
sistance 6,704 6,532 1,630 6,677 6,576 2,792 

Total, grants-in-aid 111,906 111,655 91,657 97,577 107,016 100,668 

•$500 thousand or less. 
1 Excludes budgetary resources that are proposed to be made available starting in 1986 from collections from violators of oil price controls. 

These amounts must be added to the budget authority to arrive at total budgetary resources for grants. Total budget authority in 1986 is 
proposed to be $91,657 million; in addition, $191 million of offsetting receipts are proposed to finance enerw conservation grants and $809 
million to finance low-income energy home assistance with total budgetary resources for grants estimated at $92,657 million in 1986. 

2 Programs included in the 'Grants for payments to individuals' category shown in Table H-8. 
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SPECIAL ANALYSIS E E-ll 

Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS1 

(In millions of dollars) 

Function, agency and program 1984 
actual 

1985 
estimate 

Direct Loans 

Energy, natural resources and environment: 
Department of the Interior.-

Bureau of Reclamation loan program... 

Drought emergency loan fund-

Rural housing insurance fund.. 

Total, agriculture and commerce and hous-
ing credit 

Transportation: 
Department of Transportation.-

Federal aid highways (trust fund).. 

Right-of-way revolving fund., 

Total, transportation. 

Community and regional development: 
Department of Agriculture: 

Rural development insurance fund.. 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Environmental Protection Agency: 
Construction grants 

Abatement, control, and compliance 

Total, energy, natural resources and envi-
ronment 

Agriculture and Commerce and housing credit: 
Department of Agriculture-. 

Agricultural credit insurance fund 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

44 
37 

390 

48 
39 

410 

397 
145 

3,025 

36 
20 

351 

433 
165 

3,376 

6 
6 

69 

20 
-18 

131 

26 
-12 
200 

59 
52 

442 

-1 
14 

68 
57 

467 

370 
97 

3,122 

30 
17 

368 

400 
114 

3,490 

10 
10 
79 

50 

131 

60 
10 

209 

Loan disbursements.. 445 683 
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Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS Continued 
(In millions of dollars) 

Function, agency and program 1984 
actual 

1985 
estimate 

Department of Commerce: 
Miscellaneous appropriations.. 

Net loans 
Outstandings.. 

Loan disbursements.. 
Net loans 
Outstandings 

Coastal energy impact fund.. 

Department of Interior: 
BIA revolving funds for loans.. 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Department of Housing and Urban Development: 
FHA revolving fund (liquidating programs) Loan disbursements.. 

Net loans 
Outstandings 

Urban renewal programs.. 

Total, community and regional development. 

Education, training, employment and social services: 
Department of Education: 

College housing loans 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net bans 
Outstandings 

Higher education facilities loan and insurance 
fund Loan disbursements.. 

Net loans 
Outstandings. 

Student loan insurance fund and other. Loan disbursements.. 
Net loans 
Outstandings 

Total education, training, employment, and 
social services Loan disbursements.. 

Net loans 
Outstandings 

Health: 
Department of Health and Human Services: 

Medical facilities guarantee and loan fund., New guaranteed loans.. 
Net loans 
Outstandings 

Income security: 
Department of Housing and Urban Development: 

Low-rent public housing New guaranteed loans.. 

105 

- 2 
91 

3 
2 

96 

5 
42 

-16 
406 

25 
20 
21 

481 
9 

761 

17 
-140 
1,070 

-10 
150 

21 
15 

110 

38 
-135 
1,330 

-45 
60 

-1 
20 

- 2 
89 

1 
-1 

95 

15 
11 
53 

-16 
390 

-21 
1 

699 
— 73 

689 

28 
-145 

926 

- 6 
144 

67 
67 

177 

95 
-84 
1,246 

-1 
19 

1,413 14,303 
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SPECIAL ANALYSIS E E-ll 

Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS '—Continued 
(In millions of dollars) 

Function, agency and program 1984 
actual 

1985 
estimate 

General purpose fiscal assistance-. 
Other independent agencies: 

Loans to the District of Columbia.. 

Grand total, direct loans.. 

Guaranteed Loans 

Agriculture and Commerce and housing credit: 
Department of Agriculture.-

Agricultural credit insurance fund 

Community and regional development: 
Department of Agriculture.-

Rural development insurance fund-

Department of Housing and Urban Development: 
Community development grants 

Urban renewal programs.. 

Department of Interior: 
Indian loan guaranty and insurance fund. 

Total, community and regional development. 

Health: 
Department of Health and Human Services: 

Medical facilities guarantee and loan fund.. 

Income security-. 
Department of Housing and Urban Development: 

Low-rent public housing 

General purpose fiscal assistance: 
Department of the Treasury: 

New York City loan guarantees.. 

Net loans 
Outstandings.. 

New guaranteed loans.. 
Net loans 
Outstandings 

New loans 
Net loans 
Outstandings.. 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 

Outstanding 

New guaranteed loans.. 

Outstandings.. 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 

1,013 
1,216 

115 
84 

1,883 

2,553 
1,163 
9,195 

13 
9 

113 

1,209 
252 

7,158 

71 
31 

208 

-39 
22 

16 
15 
28 

1,296 
259 

7,416 

-12 
132 

17,698 
163 

22,163 

-1,216 

-107 
1,776 

15,625 
-1,299 

7,896 

13 
9 

122 

1,138 
529 

7,688 

113 
42 

250 

30 
28 
56 

1,281 
592 

8,009 

5 • 

131 

-13,344 
8,820 
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B-38 THE BUDGET FOR FISCAL YEAR 1986 

Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS '—Continued 
(In millions of dollars) 

Function, agency and program 1984 
actual 

1985 
estimate 

1986 
estimate 

Grand total, guaranteed loans 

Net loans 
Outstandings 

New guaranteed loans 
Net loans 
Outstandings 

-373 
828 

-390 
438 

-233 
205 

Grand total, guaranteed loans 

Net loans 
Outstandings 

New guaranteed loans 
Net loans 
Outstandings 

19,007 
45 

30,652 

1,299 
-13,133 

17,519 

469 
-285 
17,235 

* $500 thousand or less. 
1 Only direct loans are included in budget outlays. New direct loan disbursements less loan repayments, sales, etc., are net loans, which are 

counted in the budget as outlays. Guaranteed loans are non-Federal loans guaranteed by the Federal Government. For a discussion of credit in the 
budget, see Special Analysis, F, "Federal Credit Programs" 
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SPECIAL ANALYSIS G 

FEDERAL AID TO STATE AND LOCAL GOVERNMENTS 1 

State and local governments have a vital constitutional role in 
providing government services. The Federal Government contrib-
utes directly toward that role both by promoting a healthy econo-
my and by providing grants, loans, and tax subsidies to State and 
local governments. 

Federal policies designed to improve the economy contribute sig-
nificantly to the fiscal health of the State and local sector. State 
and local governments have benefited significantly from the na-
tional economic recovery over the past 3 years. Decreases in the 
deficit and reductions in Federal spending are essential to contin-
ued long-term economic growth. 

Federal grants help State and local governments finance pro-
grams covering most areas of domestic public spending, including 
income support, capital spending, and other assistance. Federal 
grant-in-aid outlays, which are estimated to be $108.8 billion in 
1986, are projected to decline to $99.1 billion in 1987. These reduc-
tions reflect the administration's efforts to restrain Federal spend-
ing and to reduce Federal involvement in activities that are pri-
marily State and local responsibilities. 

The major proposals affecting grants-in-aid in the 1987 Budget 
include program reforms, management reforms, reductions, and 
terminations. The major reforms include: 

• a new transportation block grant proposal for local highway 
and transit facilities. This would be financed by part of the 
Federal tax on gasoline. The administration is proposing $3.3 
billion in budget authority for the block grant in 1987. 

• expansion of the primary health care block grant to include 
narrow categorical programs for black lung clinics, migrant 
health, and family planning. 

• consolidation of seven environmental programs into a pollu-
tion control block grant. The purpose of this consolidation is 
to enhance the ability of State policy makers to administer 

1 Federal aid to State and local governments is defined as the provision of resources by the Federal Govern-
ment to support a State or local program of governmental service to the public. The three primary forms of aid 
are grants-in-aid (including shared revenues), loans, and tax expenditures. All data in this Special Analysis 
include the effects of the 1986 automatic reductions associated with the Balanced Budget and Emergency Deficit 
Control Act of 1985 (Gramm-Rudman-Hollings). For a discussion of the technical aspects of this legislation, see 
Part 6b, "The Budget System and Concepts" in The Budget of the United States Government: Fiscal Year 1987. 

H - 1 
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F-l 6 THE BUDGET FOR FISCAL YEAR 1987 

these programs in an efficient manner, and to increase State 
flexibility. 

• reforms in the Federal payment for State administrative ex-
penses associated with the medicaid, food stamps, and aid to 
families with dependent children (AFDC) programs. General-
ly, a uniform 50% matching rate for all types of administra-
tive costs would be phased in over several years, replacing the 
complicated and disparate set of matching rates now in place 
for various types of State overhead costs. Similar changes are 
proposed for computer-related funding in the child support 
enforcement program. 

The administration is also proposing reductions or terminations 
of grant programs that are unnecessary, ineffective, or an inappro-
priate use of Federal funds. These proposals are motivated both by 
the need to reduce the Federal deficit and by a fundamental con-
viction about the proper relationship between Federal, State and 
local governments. The major reductions or terminations include: 

• general revenue sharing outlays after 1986. Local govern-
ments have decreased their reliance on inelastic and regres-
sive revenue sources and most are able to finance their own 
public services. In the current fiscal environment, Federal 
revenues must be used to support national needs and prior-
ities. 

• medicaid reforms that would reduce outlays more than $1.0 
billion from projected 1987 current services levels. In subse-
quent years, growth in Federal payments would be limited to 
the rate of increase in prices in the medical sector. 

• large reductions for mass transit programs. These proposals 
reflect the administration's belief that it is inappropriate to 
spend general tax dollars on activities that provide mainly 
local benefits. The penny gas tax for mass transit activities 
will continue to be used to fund part of the proposed transpor-
tation block grant. 

• termination of urban development action grants and economic 
development assistance in order to reduce direct Federal 
intervention in the economic decisions of firms and individ-
uals. 

• elimination of the work incentive program because it is inef-
fective and because better programs to train welfare recipi-
ents are available under the Job Training Partnership Act. 

• termination of the community services block grant. Activities 
carried out under this program can be funded by the social 
services block grant. 

• sharing timber and mineral receipts on a net rather than a 
gross basis, in order to discourage production when costs 
exceed receipts. 
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SPECIAL ANALYSIS B B-17 

In addition, State administrative costs for unemployment com-
pensation and the employment service are financed by a Federal 
tax on employers. States have raised questions about equity in 
allocating resources among States, lack of flexibility resulting from 
highly specific allocations for administering unemployment com-
pensation, and the adequacy of resources for certain activities. The 
administration is soliciting the views of interested parties about 
the full range of options to provide States with increased authority, 
flexibility, and responsibility for unemployment compensation and 
the administrative effectiveness and financing of the employment 
service. 

The chart below shows trends in outlays in major grant catego-
ries from 1977 to 1989. Grants for payments for individuals are 
estimated to be 53% of total grants by 1989. 

Federal Grants to State and Local Governments 
$ Blffions 

120 

K)0-

Tbtol 

$ Billions 
-120 

-100 

1977 78 79 80 81 82 83 84 85 86 87 88 
Fiscal Years Estimate 

Federal direct lending and loan guarantees to State and local 
governments are an additional source of Federal aid. Federal loans 
are used by States and localities for many purposes, including 
housing construction and rehabilitation, land and water resource 
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development, and education. In 1987, the administration is propos-
ing to disburse $2.4 billion in new loans to State and local govern-
ments. New guaranteed loans are estimated to be $0.2 billion in 
1987. 

The two major State and local tax expenditures are the deduct-
ibility of most State and local taxes and the exclusion of interest on 
State and local securities from Federal taxation. Federal aid to 
State and local governments through tax expenditures is estimated 
to be $46.0 billion in 1987. 

HIGHLIGHTS OF THE FEDERAL AID PROGRAM 

This section provides an overview of the Federal aid program 
proposed for 1987. Shown first are major differences between 
actual grant outlays in 1985 and estimated levels for 1986 and 
1987. This presentation is followed by a more detailed description 
of proposals for specific grant programs and a discussion of pro-
posed levels of Federal aid through loans and tax expenditures. 

Table H - l shows changes in grant outlays between 1985 and 
1986 and between 1986 and 1987. These changes are divided into 
three categories: payments for individuals, grants for capital spend-
ing, and all other grants. 

Between 1985 and 1986, the largest outlay increases are for 
medicaid, which increases an estimated $2.0 billion, and capital 
spending for highways, which increases an estimated $1.0 billion. 

Between 1986 and 1987, the largest decrease is for the elimina-
tion of general revenue sharing, which is estimated to have $4.4 
billion in outlays in 1986. 

Energy, natural resources, environment, and agriculture.—The ad-
ministration is proposing to consolidate seven environmental pro-
grams into a pollution control block grant. The seven programs 
include air and water quality, drinking water, underground injec-
tion control, toxic substances enforcement, pesticides, and hazard-
ous waste. Proposed budget authority for the new pollution control 
block grants and the hazardous waste program is $270 million for 
1987. Due to the rapid increase in requirements resulting from the 
1984 amendments to the Resource Conservation and Recovery Act 
of 1976, as amended, $73 million will be designated for the hazard-
ous waste program in 1987. This program will become part of the 
block grant in 1988. The block grant is designed to: 

• simplify and reduce reporting and administrative require-
ments; 

• increase State control over the way in which national envi-
ronmental standards are met; 

• enhance State accountability to its citizens and local govern-
ments; and 
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Table H-1. FEDERAL GRANT-IN-AID CHANGES, 1985-87 
(In billions of dollars) 

Outlays 

Total grants, 1985 actual 105.9 
Changes: 

Payments for individuals: 
Medicaid 2.0 
Assistance payments program (AFDC) 0.4 
Other - 0 . 2 

Subtotal, payments for individuals 2.3 
Capital spending: 

Highway programs 1.0 
Mass transit 0.8 
Other - 0 . 2 

Subtotal, capital spending 1.6 
Other programs: 

Mass transit - 0 . 6 
Food donations (CCC) - 0 . 5 
Other 02 

Subtotal, other programs - 1 . 0 

Total grants, 1986 estimate 108.8 
Changes: 

Payments for individuals-. 
Housing programs - 1 . 0 
Assistance payments program (AFDC) —0.9 
Other - 0 . 1 

Subtotal, payments for individuals - 2.0 
Capital spending: 

Highway programs - 0 . 5 
Sewage treatment plants - 0.4 
Community development block grants - 0 . 5 
Mass transit - 0 . 3 
Other - 0 . 2 

Subtotal, capital spending - 1 . 9 
Other programs: 

General revenue sharing - 4 . 4 
Social services - 0 . 3 
Training and employment - 0 . 5 
Other - 0 . 6 

Subtotal, other programs - 5 . 8 

Total grants, 1987 estimate 99.1 

• increase State flexibility to address high priority, local con-
cerns by allowing States to shift resources among various 
environmental categories. 

State and local energy conservation grants administered by the 
Department of Energy are used to weatherize school buildings, 
hospitals, and the homes of low-income individuals. Grants are also 
available to help States develop energy conservation programs. The 
administration proposes to terminate funding for these programs 
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in 1987. The significant energy and dollar savings from conserva-
tion projects in schools and hospitals provide sufficient incentive 
for these institutions to finance such projects without additional 
Federal assistance. State energy planning and extension activities 
are a State responsibility that should be supported at the State 
level. Federal assistance to low-income households for energy con-
servation and heating expenses would continue through the De-
partment of Health and Human Services. In addition, it is expected 
that funds will be made available directly to States as part of the 
resolution of cases involving petroleum pricing violations under the 
expired oil price control program. Although these funds may be 
used to help finance energy-related activities, they are not part of 
the Federal budget and therefore are not counted as grants-in-aid. 

The budget authority request in 1987 for grants from the aban-
doned mine reclamation fund is $151 million, about the same as 
the 1986 level. Approximately 225 projects in 22 States will be 
financed by the 1987 request. 

Outlays for sport fish restoration grants are estimated to increase 
from $88 million in 1986 to $122 million in 1987 due to motor boat 
fuel taxes, additional excise taxes, and customs duties added by the 
Deficit Reduction Act of 1984. 

Funding is not proposed for 1987 for grants to State governments 
for recreation land acquisition and development and for historic 
preservation administration, a reduction of $73 million from 1986 
appropriated levels. These activities are best funded at the State 
level in accordance with State needs and priorities. 

The Environmental Protection Agency construction grants pro-
gram was created to help State and local governments build munic-
ipal wastewater treatment systems. The original objective of this 
program—to reduce the pollution from municipal waste—has large-
ly been met with the assistance that has been provided since 1972. 
For 1987, the administration will request $1.8 billion in budget 
authority after authorization to phase out the program by 1990 has 
been enacted. Outlays are estimated to be $2.4 billion in 1987, 
largely from prior year commitments. In the future, communities 
will be expected to finance waste treatment facilities from their 
own sources and assistance that State governments may provide. 

The hazardous substance response trust fund pays for the cleanup 
of abandoned hazardous waste sites and chemical spills. Budget 
authority of $301 million has been requested in 1987 for site specif-
ic cooperative agreements with States. This funding level, which is 
$76 million above the 1986 level, should finance the cleanup of 32 
sites in 1987. Cooperative agreements with States are one compo-
nent of a total Federal-State superfund program that will be 
funded at approximately $1.1 billion per year over the next 5 years. 
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The Extension Service makes formula and project grants to 
States to provide out-of-school education in agriculture and other 
subjects at State and local levels. The 1987 budget proposes to 
reduce budget authority for these grants to $140 million, $188 
million below the 1986 level. Funds for projects unrelated to farm-
ing or conservation, such as for cooking or homemaking, will no 
longer be provided. 

Transportation.—The major initiative in the transportation area 
is a proposed new transportation block grant to States and large 
urban areas for local roads, bridges, and transit systems. Grants 
will be distributed by formula and can be used without prior Feder-
al project approval on highway or capital transit projects in any 
locality, and for transit operating expenses in small urban and 
rural areas. Proposed budget authority for the block grant for 1987 
is $3.3 billion, which includes $2.2 billion from the highway trust 
fund and $1.1 billion from mass transit funds, primarily the penny 
tax on gasoline dedicated to mass transit. 

The Federal-aid highway program helps fund the Interstate high-
way system, other primary highways, bridges, and rural and urban 
highways. The administration is proposing to reauthorize the high-
way programs for 1987-90 at $12.6 billion of budget authority per 
year, which is $1.9 billion below the 1986 budget authority level. At 
this lower level, the highway program would be funded only by 
current year highway user fees. To help maintain the highway 
program within available receipts, an obligation limitation of $12.4 
billion is requested in 1987. The budget reduction will be imple-
mented largely by restructuring the Interstate completion pro-
gram. Of the $12.6 billion request, $2.2 billion is for the new block 
grant and $7.8 billion is proposed for new construction or rehabili-
tation of the Interstate and primary systems, depending on States' 
needs. 

The administration proposes budget authority of $110 million in 
1987 for highway traffic safety grants to States, a reduction of $16 
million from 1986. These grants supplement State highway safety 
programs and support Federal truck safety standards, highway 
safety, and alcohol education programs. The reduced level reflects 
the expiration of the special grants for computerized State traffic 
recordkeeping systems and inclusion of the motor carrier safety 
grant program within the highway trust fund, and not as a sepa-
rate authorization. 

Except for funding for the transportation block grant, the admin-
istration is proposing no new funding for general mass transit 
programs. This results in a decrease of $2.0 billion in budget au-
thority from 1986 levels. These changes reflect the administration's 
belief that mass transportation is a local responsibility since these 
activities provide mainly local benefits. Localities should not pass 
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on a portion of their costs to taxpayers who neither benefit from 
the services nor have any influence on'their costs. However, as 
long as the Federal Government continues to collect the one-cent 
gas tax for transit, there remains a legitimate Federal role in 
managing and allocating these receipts. 

The proposed limit on obligations for grants-in-aid for airports 
for 1987 is $712 million. Although this spending level is almost 
$300 million less than the amount authorized, little impact on 
airport development is expected because large airports are in a 
strong financial situation and can finance their expansion needs 
with little or no Federal aid. Projects that improve airport safety, 
increase airport capacity, or reduce noise will receive the highest 
priority for funding in 1987. 

Community and regional development—The community develop-
ment block grant program (CDBG) provides flexible community and 
economic development support to cities, counties, Indian tribes, and 
U.S. territories. The administration proposes to defer $500 million 
of 1986 budget authority to 1987. This would make about $2.6 
billion available in both 1986 and 1987. The administration also 
proposes to change the statutory distribution of these funds be-
tween urban and rural areas from 70%-30% to 65%-35%. This 
change will increase the resources available to rural areas current-
ly served by the Farmer's Home Administration's rural develop-
ment programs that are proposed for reductions in 1987. 

The administration proposes to terminate the urban development 
action grants program in 1987 and rescind $234 million of the 1986 
appropriation. This proposal is consistent with the Government-
wide effort to reduce local economic development subsidies and 
reduce excessive Federal intervention in the economic decisions of 
firms and individuals. Cities may use CDBG resources for economic 
development projects. 

In 1983, the administration proposed and Congress enacted, the 
rental rehabilitation grant program to help States and localities 
rehabilitate properties for low-income renters. This program was 
intended for communities that do not have enough standard qual-
ity low- and moderate-income housing to support a rental voucher 
program. The $300 million in budget authority made available for 
this program since 1983 will allow the Federal Government to 
subsidize up to half the cost of rehabilitating an estimated 60,000 
rental housing units by the end of 1986. Because State and local 
governments and other Federal programs (such as the CDBG pro-
gram) can support the same services as the rental rehabilitation 
grants program, the administration is proposing to rescind the 1986 
appropriation and terminate this program. 

Congress enacted a second grant program in 1983 to subsidize the 
construction or substantial rehabilitation of rental housing in low-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1987



SPECIAL ANALYSIS B B-17 

and moderate-income neighborhoods with shortages of rental hous-
ing. The rental development grant program, which was funded on a 
demonstration basis through 1985, is not proposed to be extended 
in this budget. New housing construction is an expensive means of 
housing the poor compared to approaches that utilize existing hous-
ing, such as the housing voucher programs supported by the ad-
ministration. 

The administration is not requesting funds in 1987 for the eco-
nomic development assistance programs administered by the Eco-
nomic Development Administration (EDA). The budget also pro-
poses to rescind some unobligated funds in 1986 and use the re-
mainder to close the agency. There is no evidence that categorical 
EDA project grants create net employment gains for the Nation. 
Instead, they keep resources in unproductive areas and industries. 
Funds for State and local community and economic development 
are available in 1987 through the community development block 
grant program. 

Programs administered by the Appalachian Regional Commis-
sion (ARC) are intended to promote economic development of the 
13-State Appalachian region. Both the Commission and its pro-
grams are proposed to be terminated in 1987. The budget also 
proposes to rescind uncommitted funds in 1986. This proposal re-
flects the administration's policy to rely on the private sector to 
provide the major stimulus for economic development. Moreover, 
continuing the regionally targeted ARC programs can no longer be 
justified with the economic growth that has occurred in the Appa-
lachian region. 

Education.—Budget authority requested for the State education 
block grant for 1987 is $500 million, about the same as the 1986 
level. This block grant provides States and localities with resources 
that can be used for a wide variety of educational purposes. 

Major education grants for persons with special needs include 
compensatory education, education for the handicapped, vocational 
and adult education, bilingual education, and Indian education. 
The 1987 budget authority request for these activities is $5.5 bil-
lion, about the same as the 1986 level. Proposed budget authority 
for 1987 for vocational and adult education is $503 million, $184 
million below the 1986 level. The administration proposes to redi-
rect the funds for the vocational education basic grant to support 
only programs for the disadvantaged, the handicapped, and other 
special groups. Legislation has been proposed to allow parents of 
children served by Chapter 1 compensatory education services to 
use Federal funds to obtain educational services in public or pri-
vate schools. 

Impact aid payments compensate school districts for educating 
children whose parents live and work on Federal property. The 
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payments also provide assistance for certain construction needs. 
Budget authority of $548 million is requested for 1987. Aid for 
districts with children who live and whose parents work on Federal 
property is proposed at about the 1986 level. No funds are proposed 
for compensation where the children impose little or no burden on 
school districts. 

Training and employment—Budget authority proposed for basic 
State grants under the Job Training Partnership Act of 1982 
(JTPA) is $1.8 billion in 1987. States have considerable discretion in 
using these funds to prepare youth, welfare recipients, and other 
unskilled adults for employment. 

The summer youth employment program finances minimum-wage 
public sector jobs for youth between the ages of 14 and 21. The 
formula for distributing these grants unexpectedly increased re-
sources to localities with less severe summer unemployment prob-
lems among disadvantaged youth. Therefore, the administration 
proposes to modify the method for distributing these funds so that 
they will be directed to the areas with the greatest need. Moreover, 
the administration also proposes to rescind $208 million from the 
amount enacted for the summer of 1987 and to maintain the result-
ing $428 million for the summer of 1988. 

For the dislocated worker program, the administration proposes a 
supplemental appropriation of $74 million for 1986, for total re-
sources of $170 million to assist workers that have been displaced 
by economic shocks. For 1987, budget authority of $100 million is 
proposed, which will be available for helping workers in those 
locations where significant economic dislocations indicate that 
workers could not get new jobs without help. 

No budget authority is requested in 1987 for the work incentive 
(WIN) program. The program has not proven to be cost effective 
and is no longer necessary since JTPA block grant funds must be 
used to train welfare recipients for jobs. In addition, changes are 
proposed in the AFDC and food stamp programs to expand opportu-
nities for employment. 

Grant outlays for the Federal-State employment service are esti-
mated to be $921 million in 1987, compared to an estimated $955 
million in 1986. As discussed at the beginning of this Special Anal-
ysis, the administration is soliciting views on options for increasing 
the States' role in this program. 

Social services.—Budget authority requested for the social service 
block grant is $2.7 billion for 1987, $116 million more than the level 
proposed for 1986. Child day care, foster care, child protective 
service, preparation and delivery of meals, and legal services are 
some examples of social services offered by the States. In addition, 
States may transfer up to 10% of their social services allotment to 
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block grants that support health services, health promotion, or low-
income housing assistance. 

The administration proposes to terminate in 1987 the community 
services block grant program. States have the discretion to fund 
community services activities under the social services block grant. 

Grants for vocational rehabilitation services help physically and 
mentally disabled persons become gainfully employed and live 
more independently. The administration is proposing $1.1 billion of 
budget authority for 1987 for this program, about the same as for 
1986. 

In 1987, budget authority of $808 million is requested for foster 
care, adoption assistance, child welfare services, and child welfare 
training programs. These family social services support State ef-
forts to reunite children with their families or to place them 
promptly in adoptive homes. The administration continues to sup-
port its legislative proposal for modifications in the foster care 
system to encourage States to reduce the duration and incidence of 
foster care placements. 

Grants for human development services supplement State, local, 
and nonprofit efforts to improve the quality of life for low-income, 
neglected, abused, or homeless children, and for elderly people and 
other special groups. The largest program for children is Head 
Start, which helps local community groups provide child develop-
ment programs for low-income preschool children. The 1987 budget 
authority request for these programs is $1.9 billion. This funding 
will allow the Head Start program to maintain its current enroll-
ment of 448,000 children in 1987. To give States greater flexibility 
in addressing the related issues of child abuse and family violence, 
three existing categorical programs are proposed to be consolidated 
into a new family crisis and protective services program. Budget 
authority of $30 million is requested for this program in 1987. 

Health.—The medicaid program continues to be the largest 
grant-in-aid. This program supports State and local efforts to pro-
vide health services to low-income residents. Almost half of the 
spending is to help finance the costs of nursing homes for the low-
income elderly and disabled. For 1987, medicaid outlays are esti-
mated to be $24.7 billion, more than $1 billion below the current 
services level. The savings result in part from increased program 
flexibility that will help States reduce costs and in part from 
proposed reforms of Federal funding for administrative costs, de-
scribed at the beginning of this Special Analysis. In subsequent 
years, the Federal payment would be limited to increases in the 
consumer price index for medical costs. 

Budget authority of $1.6 billion is requested in 1987 for the four 
health block grants: maternal and child health; preventive health 
and health services; alcohol, drug abuse, and mental health; and 
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primary care. The $235 million increase over the 1986 proposed 
level in part reflects an administration proposal to expand the 
primary care block grant to include three narrow categorical pro-
grams for black lung clinics, migrant health, and family planning. 

Administration of unemployment compensation.—Grants for the 
administration of the unemployment compensation program, which 
provides income to eligible unemployed workers, are financed by a 
Federal tax on employers. Outlays for this grant are estimated to 
be $1.7 billion in 1987. As discussed at the beginning of this Special 
Analysis, the administration is soliciting views on options for in-
creasing the authority and responsibility of the States for this 
program. 

Housing assistance.—Outlays for the grant portion of the subsi-
dized housing program are estimated to be $3.9 billion in 1987. The 
administration is proposing that $2.3 billion of 1986 budget author-
ity be deferred to 1987, with no additional request for 1987. Grant 
outlays under this program include those for public and Indian 
housing and for the voucher, existing housing, moderate rehabilita-
tion, and State-sponsored new construction programs funded under 
Section 8 of the Housing Act of 1937. The administration is propos-
ing 50,000 new housing voucher units per year beginning in 1986, 
adding to an estimated HUD inventory of about 4 million house-
holds served. Of the many initiatives proposed for this account, the 
most important with respect to State and local governments is the 
proposal to require these governments to pay half of the adminis-
trative costs for the Section 8 existing and housing voucher pro-
grams. This reform will bring housing assistance programs more 
closely in line with the treatment of administrative costs for other 
low-income assistance programs like the AFDC and food stamp 
programs. 

Budget authority of $1.2 billion is requested for payments for the 
operation of low-income housing. These payments are used to subsi-
dize operating costs for approximately 1.4 million low-rent public 
and Indian housing units. This request assumes no growth in per-
sonnel and related expenses, but allows for inflation adjustments 
for utility expenses that are generally beyond the housing authori-
ties ability to control. 

Food and nutrition assistance.—Outlays for the Federal share of 
State administrative expenses for the food stamp program are esti-
mated to be $1.0 billion in 1987. Reforms proposed for these ex-
penses are described at the beginning of this Special Analysis. 

Child nutrition programs subsidize meals for children in schools, 
child care facilities, and other institutional settings. Approximately 
12.7 million children will receive federally subsidized meals in 
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1987. The administration proposes to redirect Federal spending for 
school lunch and breakfast programs and child care facilities to 
children from lower income families, discontinuing meal subsidies 
for upper income students. Budget authority proposed for the pro-
gram in 1987 is $3.4 billion, a reduction of $0.2 billion from the 
1986 level. 

The special supplemental food program for women, infants, and 
children provides nutritious food supplements monthly to prevent 
health problems associated with inadequate diets during critical 
stages of child development. The program will serve approximately 
3 million low-income women and children each month in 1987. The 
budget authority requested for this program is $1.6 billion in 1987, 
$57 million above the 1986 level. 

The Commodity Credit Corporation (CCC) donates surplus food 
such as cheese, butter and nonfat dry milk to needy families, 
charitable institutions, and schools. CCC commodities valued at 
$1.2 billion are expected to be distributed through State and local 
governments in 1987. 

Other income security.—Aid to families with dependent children 
(AFDC) helps State and local governments finance cash assistance 
payments to needy families. The budget proposes several reforms 
that would require AFDC applicants and recipients to engage in 
job search and work activities as a condition of AFDC eligibility 
and would set new Federal funding rates for State and local admin-
istrative and training costs. The proposed changes for Federal 
grants for State administrative costs are described at the beginning 
of this Special Analysis. Total outlays for AFDC are estimated to 
be $8.2 billion in 1987, $0.9 billion below the 1986 level. 

The child support enforcement program (CSE) finances most State 
and local administrative expenses for establishing paternity and 
for collecting support from legally liable absent parents. These 
collections offset State and Federal AFDC costs. The administra-
tion proposes to continue reductions in the Federal matching rate 
for CSE costs, consistent with those in the Balanced Budget and 
Deficit Control Act of 1985 (Gramm-Rudman-Hollings). Federal out-
lays for CSE are estimated to be $708 million in 1987. 

The Federal Government reimburses States for all of the initial 
resettlement costs of welfare, health, employment, English lan-
guage training, and other services for refugees and entrants. 
Budget authority of $358 million is requested in 1987 for refugee 
assistance. 

To moderate the impact of energy costs on low-income families, 
$2.1 billion in budget authority is proposed for low-income home 
energy assistance in 1987, about the same level as for 1986. This 
program is a block grant that allows States to make payments to 
individuals, fuel vendors, or public housing operators. 
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Administration of justice.—For the 2 major justice assistance 
programs, the administration is proposing no new budget authority 
for 1987. The objective of the juvenile justice and delinquency 
prevention program—the separation of juvenile from adult offend-
ers—has largely been achieved. The State and local criminal justice 
assistance grant program benefits only State and local communi-
ties and should therefore be funded by these governments. 

The administration will continue to support a recent initiative 
for victims of crime in accordance with the Comprehensive Crime 
Control Act of 1984. Outlays for this program are estimated to be 
$47 million in 1987. 

General purpose fiscal assistance.—General revenue sharing pro-
vides assistance to approximately 40,000 local jurisdictions with 
virtually no restrictions on the use of the funds. The administra-
tion is not proposing to reauthorize the general revenue sharing 
program after it expires at the end of 1986, and is proposing to 
rescind the final quarterly authorization. Local governments have 
improved their own tax systems and most have the resources to 
finance local public services. In the current fiscal environment, 
Federal revenues must be used to fulfill national needs and respon-
sibilities. Outlays for the program are estimated to be $4.4 billion 
in 1986, with no outlays proposed for 1987. 

The Federal government collects receipts for the sale of timber 
and mineral rights on certain Federal lands and returns a portion 
of the receipts to States and localities. The administration proposes 
to share these receipts with States and counties after the costs 
associated with operations and management are deducted. This 
conversion to sharing receipts on a net rather than gross basis 
reduces Forest Service, Bureau of Land Management, and Minerals 
Management Service payments from an estimated $786 million in 
1986 to $681 million in 1987. The payment in lieu of taxes program 
would increase in 1988, partially offsetting some of the decreases in 
1987. 

Additional information on these and other grant programs is in 
Part 5 of the Budget. For a detailed list of all grant programs and 
proposed budget levels, see Table H - l l . 

Loans.—Another form of Federal aid to State and local govern-
ments is assistance in obtaining credit, either directly through 
loans and advances, or indirectly through loan guarantees. The 
Federal government provides credit assistance to States, localities, 
and Indian tribes on more favorable terms than private lenders. 
Direct loans and loan guarantees are used to finance housing con-
struction, land acquisition, land and water development projects, 
and a variety of other activities. 
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Direct loan disbursements (excluding repayments) are estimated 
to be $2.4 billion in 1987. The low-rent public housing program is 
the largest provider of direct loans to States and localities. This 
program finances construction, acquisition, and modernization ac-
tivities for public housing. 

A Federal loan guarantee occurs when a government agency 
enters into a formal commitment to use government funds to repay 
a lender upon default by the borrower. New loan guarantees to 
State and local governments are estimated to be $0.2 billion in 
1987. 

More information on Federal credit activities is available in table 
H-12 and in Special Analysis F. 

Tax expenditures.—Federal aid to State and local governments is 
also provided through tax expenditures. Tax expenditures are a 
means by which the Federal Government carries out public policy 
objectives; in many cases they can be considered alternatives to 
direct spending programs. To compare direct Federal spending and 
assistance provided through tax expenditures, estimates for tax 
expenditures are generally shown as outlay equivalents; that is, the 
level of budget outlays required to provide the same amount of 
after-tax benefits is the tax expenditure. A detailed discussion of 
the measurement and definition of tax expenditures and a com-
plete list of revenue loss and outlay equivalent estimates for specif-
ic tax expenditure items is contained in Special Analysis G. 

The two major categories of tax expenditures that provide aid to 
State and local governments are the deductibility of most State and 
local taxes and the exclusion of interest on State and local securi-
ties from Federal taxation. Individuals can claim nonbusiness sales, 
income, and property tax payments to State and local governments 
(other than payments already taken as business deductions) as 
itemized deductions on their Federal tax returns. This permits 
States and localities to raise a dollar of revenue with less than a 
dollar of net cost to their citizens. 

Interest on virtually all State and local government securities is 
tax exempt. As a result, State and local governments can sell their 
debt at lower interest rates than would be possible if such interest 
were taxable. The exclusion of interest on public purpose State and 
local debt subsidizes the financing of traditional public projects, 
such as toll roads, sewer systems, and schools. However, as shown 
in table H-2, State and local jurisdictions also provide the benefits 
of tax-exempt financing to a wide variety of private and quasi-
public activities, such as pollution control, housing and small busi-
nesses. The growth of private purpose tax-exempt bonds and other 
issues pertaining to tax-exempt credit are discussed in more detail 
in Special Analysis F. 
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Table H-2. TAX EXPENDITURES AIDING STATE AND LOCAL GOVERNMENTS 
(Outlay equivalents; in millions of dollars) 

Fiscal year Fiscal year 
Description 

1985 1986 1987 

Deductibility of: 
Property taxes on owner-occupied homes 9,395 10,145 10,955 
Nonbusiness State and local taxes other than on owner-occupied 

homes 21,635 23,365 25,225 
Exclusion of interest on: 

21,635 23,365 25,225 

Public purpose State and Local debt 7,480 8,295 9,160 
IDBs for certain energy facilities 130 140 155 
IDBs for pollution control and sewage and waste disposal facilities,, , 1,185 1,405 1,640 
Small-issue IDBs 1,880 2,155 2,295 
Owner-occupied mortgage subsidy bonds 1,610 1,985 2,405 
State and local debt for rental housing 760 945 1,075 
Mass commuting vehicle IDBs 20 20 20 
IDBs for airports, docks and sports and convention facilities 480 585 695 
State and local student loan bonds 220 245 255 
State and local debt for private nonprofit educational facilities 145 175 215 
State and local debt for private nonprofit health facilities 1,280 1,595 1,945 
State and local debt for veterans housing 255 275 295 

Total (after interactions)1 37,700 41,680 45,950 
1 The estimate of total tax expenditures reflects interactive effects among the individual items. Therefore the individual items cannot be added 

to obtain a total. 

To curb the rapid growth of private purpose tax-exempt bonds, 
Congress has placed restrictions on their use in recent legislation. 
The Mortgage Subsidy Bond Tax Act of 1980 imposed a number of 
restrictions on tax-exempt mortgage subsidy bonds (MSB's) for 
owner-occupied housing, including limitations on the volume issued 
in each State. The Deficit Reduction Act of 1984 (DEFRA) extended 
these limitations to December 31, 1987. DEFRA also placed restric-
tions on qualified veteran's MSB's. The issuance of these bonds is 
limited to preexisting State programs in amounts based on previ-
ous volume levels. Future issuance will be limited to veterans who 
served in active duty before 1977. 

The Tax Equity and Fiscal Responsibility Act of 1982 required 
that industrial development bonds (IDB's) be approved by an elect-
ed public official after a public hearing and that assets of certain 
IDB-financed projects placed in service after 1982 be depreciated 
using straight-line rather than accelerated depreciation. The 1982 
tax act also eliminated the tax exemption for small issue IDB's 
issued after 1986. DEFRA extended the expiration date to Decem-
ber 1988 for small issue IDB's that are issued exclusively to finance 
manufacturing facilities. 

The Deficit Reduction Act also placed limits on the total volume 
of private purpose industrial revenue bonds that can be issued 
within each State. The maximum amount is limited to the greater 
of $150 per capita ($100 after 1987) or $200 million per year. Under 
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prior law there were no limitations on the amount of such bonds 
issued by State and local governments. 

In addition, once tax reform legislation has been enacted, the 
administration is planning to repropose an enterprise zone pro-
gram that would provide tax incentives for redevelopment of eco-
nomically distressed areas. 

FEDERAL GRANTS-IN-AID BY FUNCTION, AGENCY, AND REGION 

Distribution of grants by function.—Under the Congressional 
Budget Act of 1974, the Congress reviews the budget and sets 
targets by function. Consequently, the functional classification of 
the budget has become important not only for analysis but also for 
congressional control. 

Table H-3. FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION 
(In millions of dollars) 

Function Actual 
1985 

Estimate 
Function Actual 

1985 1986 1987 1988 1989 1990 1991 

National defense 157 150 123 142 144 147 146 
Energy 529 528 377 350 288 248 248 
Natural resources and environment 4,069 3,918 3,397 3,145 3,143 2,847 2,353 
Agriculture 2,420 1,922 1,511 1,421 1,028 905 899 
Commerce and housing credit 2 2 2 2 2 2 2 
Transportation 17,055 18,178 17,551 16,461 15,586 15,855 15,000 
Community and regional development 5,221 5,245 4,476 3,614 3,243 3,097 3,111 
Education, training, employment, and social services- 17,817 18,108 17,354 17,258 16,999 16,989 17,020 
Health 24,451 26,530 26,431 27,631 29,001 30,339 31,603 
Income security 27,153 27,530 25,721 27,024 27,913 28,790 29,604 
Veterans benefits and services 91 96 98 111 123 135 141 
Administration of justice 95 145 166 102 94 96 97 
General government 182 187 116 79 78 78 78 
General purpose fiscal assistance 6,656 6,264 1,771 1,868 1,951 2,044 2,098 

Total outlays 105,897 108,802 99,094 99,208 99,593 101,572 102,400 

Table H-3 shows a functional distribution of Federal grant-in-aid 
outlays.2 (Consistent with the emphasis now being placed on longer 
range budget planning, Table H-3 and other tables in this Special 
Analysis show estimates through 1991.) The functional composition 
of grant outlays has changed significantly over the years, as shown 
in table H-4. The health function has increased from 3% of Feder-
al aid in 1960 to an estimated 27% in 1987. Transportation has 
declined from 43% in 1960 to an estimated 18% in 1987. Other 
changes occurred between 1960 and 1987 in education, training, 
employment, and social services programs, which increase from 7% 
in 1960 to an estimated 18% in 1987. General purpose fiscal assist-
ance also increased with the addition of revenue sharing, from 2% 

2 Table H - l l contains functional data and programmatic detail within each function for both budget author-
ity and outlays. 
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in 1960 to an estimated 9% in 1980. In 1987, outlays for this 
function are expected to drop to 2% of total grants, due primarily 
to the termination of the general revenue sharing program. The 
distribution of grant-in-aid outlays for all other functions is expect-
ed to remain fairly constant between 1987 and 1991. 

Table H-4. PERCENTAGE DISTRIBUTION OF FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION 

Actual Estimate 

1960 1970 1980 1985 1986 1987 1988 1989 1990 1991 

Natural resources and environment 2 2 6 4 4 3 3 3 3 2 
Agriculture 3 3 1 2 2 2 1 1 1 1 
Transportation 43 19 14 16 17 18 17 16 16 15 
Community and regional development.... 2 7 7 5 5 5 4 3 3 3 
Education, training, employment, and 

social services 7 27 24 17 17 18 17 17 17 17 
Health 3 16 17 23 24 27 28 29 30 31 
Income security 38 24 20 26 25 26 27 28 28 29 
General purpose fiscal assistance 2 2 9 6 6 2 2 2 2 2 
Other * 1 1 1 1 1 1 1 1 1 

Total 100 100 100 100 100 100 100 100 100 100 

*0.5% or less. 

Distribution of grants by agency.—Table H-5 shows grant outlays 
by agency. The Department of Health and Human Services will 
provide 43% of total estimated grant-in-aid outlays in 1987, far 
more than any other agency. 

Table H-5. FEDERAL GRANT-IN-AID OUTLAYS BY AGENCY 
(In millions of dollars) 

Agency Actual 1985 
Estimate 

Agency Actual 1985 
1986 1987 

Funds Appropriated to the President 163 274 211 
Department of Agriculture 10,440 10,167 9,445 
Department of Commerce 463 342 206 
Department of Education 7,960 8,219 8,009 
Department of Energy 314 297 167 
Department of Health and Human Services 42,018 44,153 43,077 
Department of Housing and Urban Development 10,796 10,542 8,947 
Department of the Interior 1,548 1,425 1,368 
Department of Justice 69 118 135 
Department of Labor 5,357 5,669 5,457 
Department of Transportation 16,984 18,111 17,485 
Department of the Treasury 5,024 4,770 351 
Environmental Protection Agency 3,197 3,171 2,783 
Other 1,564 1,544 1,453 

Total outlays 105,897 108,802 99,094 

Distribution of grants by region.—Table H-6 shows that Federal 
aid on a per capita basis varies among regions. Except for Region 
II, the thinly populated Western States ranked highest in 1975 
because of highway construction grants and shared revenues from 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1987



SPECIAL ANALYSIS B B-17 

Federal land holdings. The northwestern States had the lowest 
regional population density, extensive Federal land holdings and, 
until recently, the highest per capita aid. 

Table H-6. DISTRIBUTION OF GRANTS BY REGION, SELECTED FISCAL YEARS 

Federal Region 

Dollars per capita Average 
annual 
percent 

in-
crease, 
1975-

85 

19851 

total 
grants 1975 19852 

Average 
annual 
percent 

in-
crease, 
1975-

85 

6.3 247 501 7.1 
16.9 283 588 7.4 

11.6 251 460 6.1 

16.0 205 381 6.2 
19.1 195 417 7.7 
9.6 210 344 4.9 
4.7 196 395 7.1 
4.0 263 530 7.1 

13.1 232 412 5.8 
4.5 263 517 6.8 

105.9 227 437 6.6 

Maine, Vermont, New Hampshire, Massachusetts, Connecticut, Rhode 
Island 

New York, New Jersey, Puerto Rico, Virgin Islands 
Virginia, Pennsylvania, Delaware, Maryland, West Virginia, District of 

Columbia 
Kentucky, Tennessee, North Carolina, South Carolina, Georgia, Alabama, 

Mississippi, Florida 
Illinois, Indiana, Michigan, Ohio, Wisconsin, Minnesota 
Arkansas, Louisiana, Oklahoma, New Mexico, Texas 
Iowa, Kansas, Missouri, Nebraska 
Colorado, Montana, North Dakota, South Dakota, Utah, Wyoming 
Arizona, California, Nevada, Hawaii, other territories 
Idaho, Oregon, Washington, Alaska 

United States 
1 Preliminary estimate, in billions of dollars. 
2 See "Federal Expenditures by State," Bureau of the Census, for additional information concerning State distribution of Federal grants and 

other Federal spending. 

The highest per capita aid in 1985 went to Region II, which 
generally provides higher benefits for medicaid and other income 
support programs. The lowest per capita aid in 1985 went to Re-
gions IV, VI, and VII, generally covering the South and the Plains 
States. 

HISTORICAL PERSPECTIVES 

In recent decades, Federal aid to State and local governments 
has become a major factor in the financing of certain government 
functions. The rudiments of the present system date back more 
than 120 years to the Civil War. The Morrill Act, passed in 1862, 
established the land grant colleges and instituted certain federally 
required standards, as is characteristic of the present grant-in-aid 
system. Federal aid was later initiated for agriculture, highways, 
vocational education and rehabilitation, forestry, and public health. 
In the depression years, Federal aid was extended to meet income 
security and other social welfare needs. 

However, Federal grants did not become a significant factor in 
Government expenditures until after World War II. As shown in 
table H-7, Federal grants to State and local governments were $2 
billion in 1950, and by 1965 they had risen to $11 billion. In 1981 
they increased to nearly $95 billion, an average annual increase of 
14.2% since 1965. In 1987 Federal grants are estimated to be $99.1 
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Table H-7. HISTORICAL TREND OF FEDERAL GRANT-IN-AID OUTLAYS 
(Fiscal years; dollar amounts in millions) 

Total 
grants-in-

aid 

Federal grants as a percent of 
Total 

grants-in-
aid 

Federal outlays1 State and 
local 

expendi-
tures 3 

Gross 
National 
Product 

Total 
grants-in-

aid 
Total Domestic2 

State and 
local 

expendi-
tures 3 

Gross 
National 
Product 

Five-year intervals: 
1950 $2,253 5.3% 9.3% 10.4% 0.8% 
1955 3,207 4.7 13.7 10.1 0.8 
1960 7,019 7.6 17.1 14.7 1.4 
1965 10,910 9.2 17.5 15.3 1.6 
1970 24,065 12.3 22.0 19.3 2.4 
1975 49,791 15.0 20.9 23.0 3.3 

Annually: 
1980 91,451 15.5 20.6 26.3 3.4 
1981 94,762 14.0 18.7 25.2 3.2 
1982 88,195 11.8 16.1 21.9 2.8 
1983 92,496 11.4 15.8 21.6 2.8 
1984 97,577 11.5 16.0 21.2 2.6 
1985 105,897 11.2 15.6 21.0 2.7 
1986 estimate 108,802 11.1 15.6 NA 2.6 
1987 estimate 99,094 10.0 14.3 NA 2.2 
1988 estimate 99,208 9.7 14.0 NA 2.0 
1989 estimate 99,593 9.4 13.8 NA 1.9 
1990 estimate 101,572 9.3 13.9 NA 1.8 
1991 estimate 102,400 9.1 13.9 NA 1.7 

1 Includes off-budget outlays; all grants are on-budget. 
2 Excludes outlays for the national defense and international affairs functions. 
3 As defined in the national income and product accounts. 
NA=Not available. 

billion, 10.0% of total Federal outlays and 14.3% of domestic Feder-
al outlays. 

Table H-7 also shows grants-in-aid as a percent of State and 
local expenditures and as a percent of gross national product 
(GNP). Grants as a percent of State and local expenditures in-
creased from 10.4% in 1950 to 26.3% in 1980, declining to 21.0% in 
1985. Grants increased as a percent of GNP from 0.8% in 1950 to 
3.4% in 1980, and are projected to decline to 1.7% by 1991. 

Table H-8 shows the composition of grant-in-aid outlays since 
1950 according to the categories of payments for individuals, cap-
ital investment, and other purposes. Almost half of estimated 1987 
grants are to States and localities as payments for individuals.3 

Most such grants are accompanied by State or local matching 
payments. Among the larger of these programs are medicaid, as-
sistance payments (AFDC), housing assistance, and nutrition pro-
grams. 

Table H-8 also shows the share of State and local capital expend-
itures financed by Federal grants or by revenues from State and 
local own sources. The Federal share increased from 8.3% in 1955 

3 Payments for individuals are defined as Federal outlays providing benefits in cash or in-kind that constitute 
income transfers to individuals or families. 
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Table H-8. COMPOSITION OF GRANT-IN-AID OUTLAYS 
(Fiscal years; dollar amounts in millions) 

Total 
grants-in-

aid 

Composition of grant: s-in-aid Share of State and local 
capital expenditures financed 

b y -Total 
grants-in-

aid 

Grants for 
payments 

for 
individ-
uals 1 

Grants for 
capital 
invest-
ment 2 

Other 

Share of State and local 
capital expenditures financed 

b y -Total 
grants-in-

aid 

Grants for 
payments 

for 
individ-
uals 1 

Grants for 
capital 
invest-
ment 2 

Other 
Grants-in-aid Own source 

revenues 

Five-year intervals: 
1950 2,253 1,257 484 512 8.4% 91.6% 
1955 3,207 1,623 820 764 8.3 91.7 
1960 7,019 2,480 3,321 1,218 23.9 76.1 
1965 10,910 3,699 4,985 2,226 24.8 75.2 
1970 24,065 8,612 7,046 8,407 24.6 75.4 
1975 49,791 16,445 10,870 22,476 25.7 74.3 

Annually: 
1980 91,451 31,927 22,452 37,072 36.4 63.6 
1981 94,762 36,931 22,116 35,715 35.9 64.1 
1982 88,195 37,875 20,108 30,212 34.0 66.0 
1983 92,496 41,636 20,474 30,386 33.8 66.2 
1984 97,577 44,284 22,662 30,632 34.8 65.2 
1985 105,897 48,090 24,844 32,963 36.2 63.8 
1986 estimate 108,802 50,420 26,406 31,976 NA NA 
1987 estimate 99,094 48,431 24,470 26,193 NA NA 

1 For an identification of accounts in this category, see Table H—11, including its footnotes. 
2 Excludes capital grants that are included as payments for individuals. 
NA=Not available. 

to 23.9% in 1960 largely because of the initiation of Federal trust 
fund financing for the interstate highway system. The share in-
creased from 24.6% in 1970 to 36.4% in 1980, increasing by almost 
half in ten years. The major capital investment programs are for 
highways, mass transit, community development block grants, and 
sewage treatment systems. 

Grants for capital investment are estimated to be $24.5 billion in 
1987, 25% of total grants-in-aid. 

GRANTS MANAGEMENT 

The increase in grant expenditures since World War II was 
accompanied by an increase in the number of grants designated for 
specific purposes. This increase took place especially in the 1960's 
and early 1970's. These grants usually contained Federal legislative 
and regulatory mandates, required matching funds from the recipi-
ent governments, and gave little discretion in their use to State 
and local officials. They came to be known as categorical grants, 
with complex administrative requirements to ensure that their 
purposes were met. 

To reverse this trend and to devolve authority, broad-based 
grants have been emphasized in recent years. In addition, many 
mandatory administrative or procedural requirements associated 
with grant programs have been simplified or eliminated. Regula-
tory reforms and management improvements have increased the 
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efficiency of the intergovernmental grant-in-aid system and have 
strengthened the authority of State and local elected officials over 
Federal financing and development activities in their jurisdictions. 

General purpose and broad-based grants.—General-purpose aid 
gives State and local governments almost complete discretion in 
determining their use. Broad-based aid, which includes the block 
grants, gives State and local governments considerable discretion 
within a broadly defined program area. Table H-9 shows general-
purpose and broad-based grants as a percent of total grants for 
selected years from 1972 to 1989. 

General-purpose aid increased dramatically with the introduction 
of the general revenue sharing program, from less than 2% of all 
grants in 1972 to more than 14% in 1975, but declined to 6.5% in 
1985. The administration is not proposing to continue the general 
revenue sharing program after 1986. The remaining programs in 
this category are expected to comprise 2.0% of total grants-in-aid in 
1987. 

Under the current administration, broad-based aid increased as a 
percent of total Federal aid from slightly over 11% in 1980 to more 
than 13% in 1985. Based on proposals in the 1982 Budget, Congress 
enacted nine block grants that consolidated 57 grant programs 
contained in the Catalog of Federal Domestic Assistance. In 1982, 
Congress enacted the Job Training Partnership Act, which replaced 
several expiring Comprehensive Employment and Training Act 
programs with a block grant to the States. 

In this budget the administration is proposing new block grants 
for transportation and pollution control, and an expanded block 
grant for primary health care. The community services block grant 
is the only program in this category proposed for elimination. 
Broad-based aid is estimated to increase to 15.6% of total grants-in-
aid in 1989. 

In recent years the number of grant programs has declined. In 
1981 there were 361 grant programs compared to 328 in 1985. More 
than 85% of estimated obligations in 1985 were concentrated in 
only 25 programs. 

Most general-purpose and broad-based grants reduce or eliminate 
the requirement that recipients match Federal funds with their 
own. Despite the increase in these grants, matching requirements 
for all grants as a whole have increased. In 1980, State and local 
governments were estimated to provide approximately $.37 of 
matching funds for each $1 of Federal aid; the State and local 
share in 1985 was about $.50 for each Federal dollar. The increase 
is because of the significant growth in programs such as medicaid 
that require a larger than average matching share. 
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Table H-9. OUTLAYS FOR GENERAL-PURPOSE, BROAD-BASED, AND OTHER GRANTS 
(Dollar amounts in millions) 

Actual Estimate 

1972 1975 1980 1985 1986 1987 1988 1989 

General-purpose grants: 
General revenue sharing $6,130 

878 

$6,829 

1,765 

$4,584 

2,260 

$4,433 

2,026 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Pollution control block grant 

$544 

$6,130 

878 

$6,829 

1,765 

$4,584 

2,260 

$4,433 

2,026 $1,973 $2,093 $2,189 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Pollution control block grant 

544 7,008 8,594 6,844 6,459 1,973 2,093 2,189 

Other general purpose fiscal 
assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Pollution control block grant 118 

496 
3,099 
1,610 

449 
1,806 
2,693 

2,098 
1,521 

225 
1,820 
2,629 
1,621 

488 
1,823 
2,700 

2,098 
1,391 

261 
2,484 
2,664 
1,622 

500 
1,826 
2,700 

2,098 
1,376 

Transportation block grant 
118 
496 

3,099 
1,610 

449 
1,806 
2,693 

2,098 
1,521 

225 
1,820 
2,629 
1,621 

488 
1,823 
2,700 

2,098 
1,391 

261 
2,484 
2,664 
1,622 

500 
1,826 
2,700 

2,098 
1,376 

Community development 
Health block grants 
State education block grants 

90 
38 
82 

3,902 
83 

3,817 
1,368 

424 
1,710 
2,743 

2,139 
1,870 

3,575 
1,442 

475 
1,883 
2,604 

2,017 
1,803 

118 
496 

3,099 
1,610 

449 
1,806 
2,693 

2,098 
1,521 

225 
1,820 
2,629 
1,621 

488 
1,823 
2,700 

2,098 
1,391 

261 
2,484 
2,664 
1,622 

500 
1,826 
2,700 

2,098 
1,376 

Employment and training 
Social services block grant 
Low-income home energy 

assistance 

1,931 
1,333 
2,047 

2,144 
2,763 

3,817 
1,368 

424 
1,710 
2,743 

2,139 
1,870 

3,575 
1,442 

475 
1,883 
2,604 

2,017 
1,803 

118 
496 

3,099 
1,610 

449 
1,806 
2,693 

2,098 
1,521 

225 
1,820 
2,629 
1,621 

488 
1,823 
2,700 

2,098 
1,391 

261 
2,484 
2,664 
1,622 

500 
1,826 
2,700 

2,098 
1,376 Other 835 1,100 1,439 

3,817 
1,368 

424 
1,710 
2,743 

2,139 
1,870 

3,575 
1,442 

475 
1,883 
2,604 

2,017 
1,803 

118 
496 

3,099 
1,610 

449 
1,806 
2,693 

2,098 
1,521 

225 
1,820 
2,629 
1,621 

488 
1,823 
2,700 

2,098 
1,391 

261 
2,484 
2,664 
1,622 

500 
1,826 
2,700 

2,098 
1,376 

Subtotal, broad-based 
grants 

Other grants 
2,856 

30,975 
4,600 

38,183 
10,331 
72,526 

14,071 
84,982 

13,799 
88,544 

13,890 
83,231 

14,795 
82,320 

15,531 
81,873 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 

34,375 49,791 91,451 105,897 108,802 99,094 99,208 99,593 Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 

1.6% 
8.3% 

90.1% 

14.1% 
9.2% 

76.7% 

9.4% 
11.3% 
79.3% 

6.5% 
13.3% 
80.2% 

5.9% 
12.7% 
81.4% 

2.0% 
14.0% 
84.0% 

2.1% 
14.9% 
83.0% 

2.2% 
15.6% 
82.2% 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
1 For detail, see grants in the general purpose fiscal assistance function, Table, H - l l . Amounts in Table H-9 above include shared revenues 

from the Tennessee valley Authority, shown in the energy function. 

Federalism.—The President's success in restoring governmental 
authority to State and local governments has been substantial. 
More Federalism changes were underway in 1985 and will be un-
dertaken in 1986. In August 1985, the Domestic Policy Council 
formed a Working Group on Federalism charged with identifying 
Federal activities that may be privatized; opportunities for block 
grants, regulatory relief and simplification of crosscutting require-
ments; management improvements in categorical programs; and 
measures for improving Federal responsiveness to State and local 
concerns. As a result of the Supreme Court's February 1985 Garcia 
decision applying the costly overtime pay and other provisions of 
the Fair Labor Standards Act (FLSA) to State and local govern-
ments, the Domestic Policy Council developed and supported a 
legislative response jointly with State and local representatives to 
improve the provisions of the Act. FLSA amendments were signed 
into law by the President in November 1985. 
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Regulatory relief.—In addition to structural and legislative re-
forms described above, regulatory relief has significantly reduced 
red tape and, more importantly, greatly increased State and local 
policy flexibility. The nine 1981 block grants and portions of the 
1982 Job Training Partnership Act (JTPA) were implemented by 
only 31 pages of Federal regulations, in place of the previous 905 
pages. Most of the integrity of this regulatory relief has been 
maintained despite pressures for more of the old style of prescrip-
tive regulations, especially for the Education and JTPA block 
grants. The nine 1981 block grants reduced the paperwork burden 
on States and localities by an estimated 4.9 million hours per year 
(over 90%), and reduced Federal staff administering the programs 
by 80%—from about 3,000 employees to 600. To a striking and 
increasingly important degree, State and local officials are becom-
ing policy makers for Federal grant programs, not middle manag-
ers for Federal agencies. 

In 1985, deregulation of selected categorical programs continued. 
For example, in November, the Department of Education proposed 
major changes to the existing bilingual education rules to give local 
education agencies substantial discretion to determine the extent of 
native language use in transitional bilingual education programs. 

The Federalism Working Group is meeting with key State and 
local officials in an effort to compile a new roster of major regula-
tions for revision or elimination. Following discussions with the 
Working Group, and pursuant to procedures of Executive Orders 
12291 and 12498, the list of targeted regulations will be presented 
to the Domestic Policy Council for consideration and action early 
in 1986. 

Management improvements.—During 1985, the administration 
carried out a number of efforts to reduce red tape and streamline 
Federal aid to State and local governments. 

• In October, OMB published an updated catalog identifying the 
68 "crosscutting" requirements that affect Federal financial 
assistance. 

• To simplify one of these, the Uniform Relocation Assistance 
policies, the President signed a memorandum calling upon 20 
agencies to issue common regulations. Agencies issued a 
common proposed rule in May 1985, and will issue a common 
final rule by February 1986, one year from the date of the 
President's memorandum. 

• OMB and five interagency teams are completing a draft revi-
sion of OMB Circular A-102 that may be reissued as a 
common proposed rule by 23 grantmaking agencies. The rule 
will ensure uniform, businesslike management practices by 
Federal agencies and allow States to follow their own finan-
cial management, property, and procurement laws and proce-
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dures in administering Federal categorical grant programs. 
The Government-wide common rule will institutionalize pre-
award, post-award and after-the-grant follow-up by Federal 
agencies, and form a single, simplified set of administrative 
terms and conditions for States. 

• New comparable financial reporting forms are being devel-
oped for the management of the five major open-ended enti-
tlement programs in the Department of Agriculture and the 
Department of Health and Human Services. 

• OMB issued Circular A-128, "Audits of State and Local Gov-
ernments,to carry out the Single Audit Act of 1984. The Act 
requires each government that receives more than $100,000 in 
Federal aid to have an annual organization-wide audit of its 
financial operations. 

• A joint State and Federal task force signed a Memorandum of 
Understanding regarding proposed amendments to the Inter-
governmental Cooperation Act and related administrative 
regulations. These amendments will provide a mutually 
agreeable means for transferring funds between the Federal 
Government and the States. 

• Executive Order 12372, "Intergovernmental Review of Federal 
Programs/' has continued to achieve improved Federal re-
sponsiveness to State and local concerns and better communi-
cation among all levels of government. OMB and the Federal 
agencies have also instituted several procedural changes to 
improve Federal performance further, while a number of 
States have begun to explore ways to use the Order for imple-
menting their own crosscutting policy initiatives. 

• OMB and the Bureau of the Census, working with State gov-
ernments and other Federal agencies, have improved the re-
porting of Federal grant and other expenditure statistics to 
local areas. The funds for most major pass-through programs 
are now shown in the county where they are actually spent. 

OTHER SOURCES OF FEDERAL AID INFORMATION 

The grant-in-aid series in the budget provides a comprehensive 
picture of Federal grants-in-aid, which are programs financed but 
not directly administered by the Federal Government. The Census 
series (published in Governmental Finances) and the national 
income and product accounts (NIPA) series (published in Special 
Analysis B and in the Survey of Current Business) are parts of a 
broader statistical concept encompassing the entire economy, and 
as a consequence grants-in-aid are defined somewhat differently 
than in the budget. Both series omit the following items that the 
budget includes: 
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—Federal aid to the Governments of Puerto Rico and U.S. terri-
tories; 

—certain payments in-kind, primarily commodities purchased by 
the Department of Agriculture and donated to the school lunch 
and other nutrition programs; and 

—payments to private, nonprofit entities (such as nonprofit hos-
pitals) that operate under State auspices or within a State 
plan. 

One major group of payments excluded in the budget definition 
of grants but included in the Census and NIPA series is payments 
for research conducted by public universities. The- budget series 
excludes these payments because they are considered to be a pur-
chase of services for the Federal Government rather than aid for 
State or local programs. Because both Census and the NIPA series 
focus on total cash payments to State and local governments, they 
count these as grants. A major item included only in the Census 
definition is unemployment compensation for Federal employees, 
ex-servicemen, and temporary extended benefits. One major kind of 
outlay included in the budget and Census definitions but excluded 
from the NIPA series is grants to subsidize the operation of public 
enterprises, mainly housing and transportation facilities. These are 
counted as subsidies by the Federal Government in the NIPA 
rather than as grants. Table H-10 shows these and other minor 
differences among the three series, but the differences are largely 
offsetting and the three series exhibit similar patterns. 

Table H-10. THREE MEASURES OF FEDERAL GRANTS-IN-AID TO STATE AND LOCAL GOVERNMENTS, 
1981-84 

(In billions of dollars) 

1981 1982 1983 1984 

Budget (Special Analysis H) 94.8 88.2 92.5 97.6 
Less principal exclusions.-

Agricultural commodities - 1 . 1 - 1 . 1 - 2 . 0 - 1 . 8 
Geographical exclusions - 1 . 8 - 1 . 8 - 2 . 5 - 2 . 6 

Plus payments for research 3.2 3.4 4.2 4.7 
Federal unemployment benefits and related 2.6 0.4 0.2 0.4 
All other (net) - 3 . 1 - 3 . 1 - 3 . 9 0.7 

Federal payments (Census) 94.6 86.0 88.5 99.0 
Less.-

Low-rent public housing - 3 . 9 - 4 . 8 - 5 . 5 - 5 . 6 
Federal unemployment benefits and related - 2 . 6 - 0 . 4 - 0 . 2 - 0 . 4 
All other (net) 2.0 2.6 2.9 - 2 . 3 

Grants-in-aid (national income and product ac-
counts) 90.1 83.4 85.7 90.7 

Note: In December 1985 the Department of Commerce issued a major revision of the NIPA series. The revised data are included in this table. 

In addition to these data sources, information on the distribution 
of Federal funds to State and local governments can be found in 
several other documents. 
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—Budget Information for the States (BIS) provides estimates of 
State funding allocations for the largest formula grant pro-
grams for the past, present and budget year. These programs 
comprise approximately 80% of total Federal aid to State and 
local governments. The document is prepared by the Office of 
Management and Budget soon after the Budget is released. 

—Federal Expenditures by State is a report prepared by the 
Bureau of the Census that shows Federal spending by State for 
the most recently completed fiscal year. This document in-
cludes the outlay data on Federal grants to State and local 
governments that previously appeared in the Department of 
the Treasury publication, Federal Aid to States. 

—The Consolidated Federal Funds Report (CFFR) is two docu-
ments that show the distribution of Federal spending by 
county areas and by local governmental jurisdictions. It is 
released by the Bureau of the Census in the Spring. 

—The Catalog of Federal Domestic Assistance is prepared by the 
General Services Administration with data collected by the 
Office of Management and Budget and is available from the 
Government Printing Office. The basic edition of the Catalog is 
usually published in June and an update is generally published 
in December. It contains a detailed listing of grant-in-aid and 
other assistance programs; discussions of eligibility criteria, 
application procedures, and estimated obligations; and related 
information. This is a primary reference source for communi-
ties wishing to apply for grants-in-aid. 

—The Federal Register is published daily by the Government 
Printing Office and has current information on agencies that 
are accepting applications for specific programs. These notices 
also provide information on eligibility criteria and application 
procedures. 

—The Federal Assistance Awards Data System (FAADS) provides 
computerized information about current grant funding. Data 
on all direct assistance awards is provided quarterly to the 
States and to the Congress. 

THE STATE AND LOCAL GOVERNMENT SECTOR OF THE NATIONAL 
INCOME AND PRODUCT ACCOUNTS4 

The national income and product accounts (NIPA) provide a 
comprehensive statistical description of the U.S. economy that in-
cludes State and local government receipts and expenditures. These 
data measure the relationship between the State and local govern-
ments as a sector of the economy and other sectors. 

4 Special Analysis B provides general information on the Federal sector of the national income and product 
accounts. 
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There are three major differences between NIPA data and a 
government's own budgetary accounting for receipts and expendi-
tures. First, financial transactions and the purchase and sale of 
land and other existing assets are excluded from NIPA data but 
are generally included in budgetary data. Second, a large number 
of transactions in the NIPA accounts are recorded on an accrual 
basis, while many governments show transactions on a cash basis. 
Third, NIPA data aggregate total State and local transactions, 
whereas many governments separate their general fund from spe-
cial funds. As a result of these differences, NIPA totals are not the 
same as an aggregate of these governments' financial budgets. 
However, the NIPA data do provide timely estimates of total State 
and local fiscal transactions not otherwise available and if used 
with care can provide helpful financial indicators. 

NIPA State and local sector.—The following chart shows State 
and local operating account surpluses and deficits as a percent of 
receipts, excluding the social insurance funds (primarily pensions). 
The social insurance funds have been excluded because their sur-
pluses are for future pension obligations and are not available for 
carrying out the general responsibilities of these governments. It is 
reasonable for the operating account to be in deficit because it 
includes capital expenditures, often financed through borrowing. 

The peaks and troughs in the operating account are largely the 
result of: 

—changes in economic activity, which affect primarily receipts; 
—decisions regarding debt-financed capital spending; and 
—changes in Federal aid. 
The operating account was in deficit every year from 1955 to 

1971. Unlike this earlier period, during the 1970's it was generally 
in surplus. In part, this change reflected the growth of Federal 
grants (rather than State and local borrowing) to finance new 
infrastructure. 

—The surpluses in the early 1970's were largely the result of the 
initiation of general revenue sharing and strong economic 
growth. 

—The low point in 1975 was largely the result of the recession. 
—The surpluses in the latter 1970's were largely the result of the 

economic recovery, increases in anti-recession Federal grants, 
reductions in debt-financed capital spending, and general re-
straints in government spending exemplified by the passage of 
Proposition 13 in California in 1978. 

The recent recession brought the account into deficit in 1982, 
albeit a quite small one relative to the 1955-71 period. As a result 
of the recession, States and localities reduced expenditures and 
increased taxes. These actions along with the national ecomomic 
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recovery over the past three years have returned the account to 
surplus for 1984 and 1985. 

State and Local Surpluses and Deficits (Operating Account) 
as a Percent of Receipts 
Percent Percent 

Calendar Year Estimate 
Note: Excludes Socfai Insurance Funds 

DETAILED FEDERAL AID TABLES 

The following two tables present detailed Federal aid data for 
1985, 1986, and 1987. Table H- l l , "Federal Grants to State and 
Local Governments—Budget Authority and Outlays/' provides de-
tailed budget authority and outlay data for grants-in-aid. Table H-
12, "Credit Assistance to State and Local Governments," provides 
information on direct and guaranteed loans to State and local 
governments. 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS 

(In millions of dollars) 

Function, agency and program 

BUDGET AUTHORITY 

1985 
actual 

1986 
estimate 

1987 
estimate 

OUTLAYS 

1985 
actual 

1986 
estimate 

NATIONAL DEFENSE: 
Department of Defense—Military: 

National Guard centers construction 
Federal Emergency Management Agency: 

Emergency management planning and 
assistance 

Total, national defense. 

ENERGY: 
Department of Energy: 

Energy conservation 
Department of Housing and Urban Devel-

opment: 
Assistance for solar and conservation 

improvements 
Tennessee Valley Authority: 

Tennessee Valley Authority fund 

Total, energy .. 

NATURAL RESOURCES AND ENVIRON-
MENT: 
Department of Agriculture: 

Watershed and flood prevention oper-
ations 

Resource conservation and development.. 
State and private forestry 
Forest research 

Department of Commerce: 
Operations research and facilities 
Coastal zone management 

Department of the Interior: 
Abandoned mine reclamation fund 
Regulation and technology 
Land acquisition 
Urban park and recreation fund 
Historic preservation fund 
Resource management 
Construction 
Sport fish restoration 
Operation of the national park system.... 
Miscellaneous permanent appropriations.. 

Environmental Protection Agency: 
Sewage treatment system construction 

grants 
Abatement, control, and compliance 
Hazardous substance response trust 

fund 

Total, natural resources and envi-
ronment 

AGRICULTURE: 
Department of Agriculture: 

Food donations (Commodity Credit Cor-
poration) 

Extension Service 
Cooperative State Research Service 
Other agriculture 

Total, agriculture.. 

52 

96 

148 

283 

14 

298 

103 
8 

26 
1 

143 

258 
37 
72 

124 

2,400 
262 

64 

3,532 

1,945 
344 
162 

4 

2,455 

51 

79 

130 

256 

256 

149 
35 
10 

5 
5 
2 

122 
1 

121 

2,374 
278 

225 

3,504 

1,424 
328 
153 

1 

55 

76 

52 

105 

131 157 

314 

27 

188 

529 

1,906 

151 
45 

160 
11 
26 

1 

143 
24 

108 
36 

135 
44 
29 

3 
4 

161 

95 

800 
270 

301 

1,8 

148 

!,889 
262 

47 

2,855 4,069 

1,176 
140 
131 

1,938 
338 
141 

4 

1,447 2,420 
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SPECIAL ANALYSIS B B-17 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 

BUDGET AUTHORITY 

1985 
actual 

1986 
estimate 

1987 
estimate 

OUTLAYS 

1985 
actual 

1986 
estimate 

COMMERCE AND HOUSING CREDIT: 
Department of Commerce: 

Enterprise development and opportunity-

Total, commerce and housing 
credit 

TRANSPORTATION: 
Department of Transportation: 

Federal-aid highways (trust fund) 
Highway traffic safety grants 
Highway-related safety grants 
Motor carrier safety grants 
Other highway programs 
Formula grants - transit 
Transportation block grant - transit 
Discretionary grants - transit 
Interstate transfer grants - transit 
Research, training, and human re-

sources 
Washington metro 
Miscellaneous expired accounts 
Federal Railroad Administration 
Grants-in-aid for airports 
Boat Safety 
Research and special programs 

Washington Metropolitan Area Transit Au-
thority: 

Interest payments 

Total, transportation. 

COMMUNITY AND REGIONAL DEVELOP-
MENT: 
Funds Appropriated to the President: 

Disaster relief 
Department of Agriculture: 

Rural water and waste disposal grants... 
Rural community fire protection grants... 
Miscellaneous expiring appropriations 

Department of Commerce: 
Economic development assistance pro-

grams 
Regional development programs 
Regional development commissions 
Miscellaneous appropriations 

Department of the Interior: 
Bureau of Indian Affairs 

Department of Housing and Urban Devel-
opment: 

Community development block grants 
Urban development action grants 
Rental housing and rehabilitation 
Other community development 

Federal Emergency Management Agency: 
Emergency management planning and 

assistance 
National insurance development fund 

14,771 
176 

10 
14 
65 

2,450 

14,539 
126 

9 
16 
38 

2,058 

12,625 
110 

10 

1,220 

12,434 
120 

11 
9 

266 
1,409 

13,518 
131 

10 
27 

168 
1,189 

1,100 
250 

18 
250 

755 
191 

5 
217 

17 
987 

29 
4 

46 

15 
973 

43 
4 

52 

1,017 
30 

4 

52 

507 
462 

14 
60 

852 
35 

789 
12 
4 

71 

750 
376 

9 
149 
950 

35 
776 

19 
4 

67 

20,187 19,043 15,068 17,055 18,178 

85 

115 
3 

294 

109 
3 

85 

231 34 

16 

3,472 
440 

15 

2,990 
109 

2,125 

163 

176 
3 
1 

263 
10 * 

2 

16 

3,817 
497 

15 
28 

12 17 

274 

183 
3 
2 

230 
2 * 
3 

15 

3,575 
488 
243 
36 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1987



F-l 32 THE BUDGET FOR FISCAL YEAR 1987 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 

BUDGET AUTHORITY 

1985 
actual 

1986 
estimate 

1987 
estimate 

OUTLAYS 

1985 
actual 

1986 
estimate 

Appalachian Regional Commission: 
Appalachian regional development pro-

grams 
Neighborhood Reinvestment Corporation: 

Neighborhood Reinvestment Corporation.. 

Total, community and regional 
development 

EDUCATION, TRAINING, EMPLOYMENT, 
AND SOCIAL SERVICES: 
Department of Commerce: 

Public telecommunications facilities 
Miscellaneous appropriations 

Department of Health and Human Serv-
ices: 

Social services block grant 
Community services 
Human development services 
Family social services 
Work incentives 

Department of the Interior: 
Operation of Indian programs 

Department of Labor: 
Training and employment services 
Federal-State employment service 
Community service employment for 

older Americans 
Temporary employment assistance 

Department of Education: 
Compensatory education for the disad-

vantaged 
Impact aid 
Special programs 
Bilingual education 
Immigrant education 
Indian education 
Education for the handicapped 
Rehabilitation services and handicapped 

research 
Payments to institutions for the handi-

capped 
Vocational and adult education 
Student financial assistance1 

Higher education 
Higher education facilities loans and 

insurance 
Libraries 

Community Services Administration: 
Community services programs 

Corporation for Public Broadcasting: 
Public broadcasting fund 

National Endowment for the Arts: 
National Endowment for the Arts 

Institute of Museum Services: 
Institute of Museum Services 

147 

16 

4,536 

24 

2,725 
368 

1,890 
757 
258 

2 

3,107 
960 

72 

3,683 
686 
699 
100 
30 
64 

1,177 

1,133 

6 
930 

76 
6 

15 

198 

16 

3,625 2,235 5,221 

2,584 
168 

1,813 
846 
157 

2 

2,530 
921 

69 

3,525 
656 
592 

96 

118 

Total, education, training, em-
ployment, and social services. .. 

150 

32 

5 

19,059 

61 
1,177 

1,142 

5 
687 

10 

89 

160 

31 

5 

2,700 

1,897 

2,477 
922 

72 

3,682 
548 
635 
104 

73 
1,177 

1,137 

6 
503 

17,325 

200 

29 

16,973 

19 

2,743 
372 

1,807 
738 
274 

2 

2,775 
891 

70 
- 1 8 

4,194 
629 
479 

96 
15 
78 

928 

733 

4 
633 

76 
6 

79 

- 1 

150 

30 

5 

150 

18 

5,245 

18 

2,604 
229 

1,818 
816 
172 

3,005 
955 

71 

17,817 

2,940 
687 
612 

69 
28 
55 

1,365 

1,321 

7 
976 

30 

6 
122 

- 1 

160 

33 

7 

18,108 
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SPECIAL ANALYSIS B B-17 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 

BUDGET AUTHORITY 

1985 
actual 

1986 
estimate 

1987 
estimate 

OUTLAYS 

1985 
actual 

1986 
estimate 

HEALTH: 
Department of Agriculture: 

Food Safety and Inspection Service 
Department of Health and Human Serv-

ices: 
Medicaid 1 

Health resources and services1 

Disease control, research and training.... 
Alcohol, drug abuse, and mental 

health1 

Department of Labor: 
Occupational Safety and Health Admin-

istration 
Mine Safety and Health Administration... 

Total, health 

INCOME SECURITY: 
Department of Agriculture-. 

Child nutrition programs1 

Food stamp program administration1 

Nutrition assistance for Puerto Rico1.... 
Women, infants, and children pro-

grams 1 

Commodity supplemental food pro-
gram 1 

Special milk program 1 

Food donations program 1 

Agricultural Marketing Service (food 
donations) 1 

Rural housing preservation grants 
Rural housing for domestic farm labor1 

Mutual and self-help housing 1 

Department of Health and Human Serv-
ices: 

Assistance payments program 
(AFDC) 1 

Child support enforcement 
Payments to States from receipts for 

child support 
Low income home energy assistance1... 
Refugee and entrant assistance1 

Department of Labor: 
Unemployment trust fund - administra-

tion 
Department of Housing and Urban Devel-

opment: 
Subsidized housing program 1 

Payments for operation of low income 
housing 1 

Congregate services program 1 

Federal Emergency Management Agency: 
Emergency food and shelter1 

Total, income security 

VETERANS BENEFITS AND SERVICES: 
Veterans Administration: 

Medical care1 

Grants for constructing State care fa-
cilities 1 

33 

21,845 
1,109 

175 

503 

23,729 

3,599 
912 
825 

1,498 

25 
17 

140 

478 
5 

8,537 
612 

2,098 
426 

1,601 

10,759 

1,402 
4 

20 
32,966 

19 

24,440 
1,017 

177 

470 

36 

24,708 
1,040 

182 

490 

33 

22,655 
1,037 

162 

501 

33 

24,686 
1,134 

158 

461 

26,183 26,521 24,451 26,530 

3,664 
967 
820 

1,558 

37 
11 

180 

368 
19 

3,424 
1,037 

825 

1,615 

39 

187 

411 

3,464 
886 
825 

1,495 

43 
15 

167 

467 

8,962 
566 

2,008 
304 

1,598 

5,124 

1,159 

J.171 
707 

2,098 
358 

1,742 

1,172 

70 

8,592 
577 

2,139 
420 

1,576 

5,197 

1,205 
5 

69 

3,656 
939 
820 

1,579 

37 
13 

198 

369 
1 

10 
7 

9,041 
642 

2,017 
374 

1,579 

4,813 

1,337 
6 

90 
27,422 21,785 27,153 27,530 
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F-l 34 THE BUDGET FOR FISCAL YEAR 1987 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

BUDGET AUTHORITY OUTLAYS 
Function, agency and program 1985 1986 1987 1985 1986 1987 

actual estimate estimate actual estimate estimate 

Other veterans 9 3 7 8 2 

Total, veterans benefits and serv-
ices 107 91 112 91 96 98 

ADMINISTRATION OF JUSTICE: 
Department of Justice: 

Justice assistance 90 125 20 64 78 82 
Crime victims fund 61 96 100 31 

8 
47 

National Institute of Corrections 7 6 5 6 
31 

8 7 
Revolving fund * * 

Department of Housing and Urban Devel-
opment: 

Fair housing assistance 7 6 12 5 8 11 
Equal Employment Opportunity Commis-

sion: 
Equal Employment Opportunity Commis-

20 sion 20 19 20 20 19 20 

Total, administration of justice 184 252 157 95 145 166 

GENERAL GOVERNMENT: 
Department of the Interior: 

Administration of territories 74 72 67 76 90 84 
Trust Territory of the Pacific Islands 99 76 13 106 97 32 

Total, general government 173 149 80 182 187 116 

GENERAL PURPOSE FISCAL ASSIST-
ANCE: 
Department of Agriculture: 

Forest Service permanent appropriations.. 236 228 85 236 218 85 
.Department of Defense—Civil: 

Corps of Engineers permanent appro-
priations 7 6 6 7 7 6 

Department of the Interior-. 
Payments in lieu of taxes 103 100 105 103 100 105 
Payments to States mineral leasing re-

ceipts 539 575 551 539 551 551 
Bureau of Land Management permanent 

17 45 appropriations 134 6 46 133 17 45 
National wildlife refuge fund 13 12 13 13 12 12 
Payments to the U.S. territories 53 57 55 53 57 55 

Department of the Treasury: 
General revenue sharing 4,567 3,425 4,584 4,433 
Internal revenue collections for Puerto 

4,567 3,425 4,584 4,433 

Rico 327 234 245 336 236 244 
Miscellaneous permanent appropriations... 97 100 108 105 101 108 

Department of Energy-. 
Payments to States under the Federal 

Power Act 1 1 1 1 1 1 
District of Columbia: 

1 1 1 1 1 1 

Federal payment to the District of Co-
lumbia 548 530 560 548 530 560 

Total, general purpose fiscal as-
sistance 6,625 5,275 1,775 6,656 6,264 1,771 

Total, grants-in-aid 113,998 105,163 89,146 105,897 108,802 99,094 113,998 105,163 89,146 105,897 108,802 99,094 

*$500 thousand or less. 1

 Programs included in the "grants for payments to individuals" category shown in Table H-8. 
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SPECIAL ANALYSIS B B-17 

Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS1 

(In millions of dollars) 

Function, agency and program 1985 1986 1987 
actual estimate estimate 

Loan disbursements 58 48 49 
Net loans 51 38 40 
Outstandings 442 480 520 

Loan disbursements 
Net loans -1 -1 -1 
Outstandings 15 14 13 

Loan disbursements 11 12 13 
Net loans 10 10 10 
Outstandings 14 24 34 

Loan disbursements 2 30 31 
Net loans 2 30 30 
Outstandings 2 32 62 

Loan disbursements 71 89 93 
Net loans 63 77 79 
Outstandings 473 550 629 

Loan disbursements 30 25 25 
Net loans 17 13 15 
Outstandings 368 381 396 

Loan disbursements 6 1 1 
Net loans 6 1 1 
Outstandings 75 75 76 

Loan disbursements 49 48 50 
Net loans -15 -2 
Outstandings 116 113 113 

Loan disbursements 55 48 51 
Net loans -9 -2 1 
Outstandings 190 189 190 

Loan disbursements 531 479 418 
Net loans -40 -4 141 
Outstandings 65 60 202 

Loan disbursements * * * 

Net loans -2 -2 -2 
Outstandings 94 92 90 

Loan disbursements 14 13 13 

Direct Loans 
Energy, natural resources and environment: 

Department of the Interior: 
Bureau of Reclamation loan program.. 

Drought emergency loan fund.. 

Rural housing insurance fund-

Department of Commerce: 
Coastal energy impact fund-

Department of Interior: 
BIA revolving fund for loans. 

Environmental Protection Agency: 
Construction grants 

Abatement, control, and compliance 

Total, energy, natural resources' and envi-
ronment 

Commerce and housing credit: 
Department of Agriculture: 

Transportation: 
Department of Transportation: 

Federal-aid highways (trust fund) 

Right-of-way revolving fund 

Total, transportation 

Community and regional development: 
Department of Agriculture: 

Rural development insurance fund.. 
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F-l 36 THE BUDGET FOR FISCAL YEAR 1987 

Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS Continued 
(In millions of dollars) 

Function, agency and program 1985 
actual 

1986 
estimate 

Department of Housing and Urban Development: 
Community development 

FHA revolving fund (liquidating programs)., 

Urban renewal programs.. 

Higher education facilities loan and insurance 
fund 

Student loans and other.. 

Total education, training, employment, and 
social services 

Health: 
Department of Health and Human Services: 

Medical facilities guarantee and loan fund-

Income security: 
Department of Housing and Urban Development: 

Low-rent public housing (includes FFB) 

General government: 
Department of the Interior: 

Administration of territories (FFB). 

Net loans 
Outstandings.. 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Total, community and regional development... 

Education, training, employment, and social services: 
Department of Education: 

College housing loans 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans... 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

9 
50 

103 
81 

289 

—21 
385 

2 
—21 

1 

650 
6 

884 

14 
-50 

741 

- 6 
115 

59 
53 

163 

73 
-3 

1,018 

14,065 
13,44/ 
16,840 

8 
59 

108 
46 

335 

-18 
367 

600 
30 

914 

19 
- 7 
734 

-6 
109 

18 * 

163 

37 
-12 
1,005 

1,459 
-14,729 

2,111 

-1 
63 
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Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS Continued 
(In millions of dollars) 

Function, agency and program 1985 
actual 

1986 
estimate 

General purpose fiscal assistance: 
Other independent agencies: 

Loans to the District of Columbia.. Loan disbursements.. 
Net loans 
Outstandings 

Grand total, direct loans.. New loans 
Net loans 
Outstandings.. 

Guaranteed Loans 

Community and regional development: 
Department of Agriculture: 

Rural development insurance fund 

Department of Housing and Urban Development: 
Revolving fund (liquidating programs) 

Urban renewal programs 

Department of Interior: 
Indian loans 

Total, community and regional development... 

Income security: 
Department of Housing and Urban Development: 

Low-rent public housing 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loan 
Outstanding 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstandings 

Grand total, guaranteed loans.. New guaranteed loans.. 
Net loans 
Outstandings 

-311 
1,572 

-35 
1,537 

14,945 
13,206 
21,424 

176 
-294 
2,912 

20 
18 
46 

196 
-283 
2,972 

-13,276 
8,887 

196 
-13,559 

11,859 

2,259 
-14,660 

6,764 

226 
-222 
2,690 

50 
46 
92 

276 
— 178 
2,795 

-310 
8,577 

276 
-487 
11,372 

* $500 thousand or less. 
1

 Only direct loans are included in budget outlays. New direct loan disbursements less loan repayments, sales, etc., are net loans, which are 
counted in the budget as outlays. Guaranteed loans are non-Federal loans guaranteed by the Federal Government. For a discussion of credit in the 
budget, see Special Analysis, F, "Federal Credit Programs" 
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SPECIAL ANALYSIS G 

FEDERAL AID TO STATE AND LOCAL GOVERNMENTS 1 

State and local governments have a vital constitutional role in 
providing government services. They have the major role in provid-
ing domestic public services, such as public education, law enforce-
ment, public roads, water supply, and sewage treatment. The Fed-
eral Government contributes directly toward that role both by 
promoting a healthy economy and by providing grants, loans, and 
tax subsidies to States and localities. 

Federal grants help State and local governments finance pro-
grams covering most areas of domestic public spending, including 
income support, capital spending, and other assistance. Federal 
grant-in-aid outlays, estimated to be $109.9 billion in 1987, are 
projected to decline to $106.3 billion in 1988. This reduction reflects 
the administration's efforts to restrain Federal spending, which is 
essential to continued long-term economic growth, and to reduce 
Federal involvement in activities that are primarily State and local 
responsibilities. 

The major proposals affecting grants-in-aid in the 1988 Budget 
include reforms, reductions, and terminations. The major reforms 
include: 

• replacement of the trade adjustment assistance and Job 
Training and Partnership Act programs for dislocated work-
ers with a greatly expanded new worker adjustment assist-
ance program. The new program would be carefully designed 
to help workers who lose their jobs because of economic 
change to recognize quickly their situation and move on to 
new careers. 

• a new welfare youth training and employment program that 
would restructure the existing summer youth employment 
program. The new program would allow States and localities 
to provide year-round skill training, summer jobs, or both for 
youth in families receiving support from the aid to families 
with dependent children (AFDC) program. 

• a proposed highway block grant that would provide funds to 
States for urban and rural highways, including the bridges on 

1 Federal aid to State and local governments is defined as the provision of resources by the Federal Govern-
ment to support a State or local program of governmental service to the public. The three primary forms of aid 
are grants-in-aid (including shared revenues), loans, and tax expenditures. 

H - 1 
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C-14 • THE BUDGET FOR FISCAL YEAR 1988 

those systems. States could use the funds on any main public 
road without advance Federal approval; and 

• reforms in the Federal payment for State administrative ex-
penses associated with the medicaid, food stamps, aid to fami-
lies with dependent children, and child support enforcement 
programs. The administration is proposing a uniform match-
ing rate for all types of administrative costs, replacing the 
complicated and disparate set of matching rates now in place 
for various types of State overhead costs. In addition, the 
matching rate for AFDC, medicaid, and food stamps would be 
reduced for States with excessively high administrative costs 
per recipient. 

The administration is also proposing reductions or terminations 
of grant programs that are unnecessary, ineffective, or an inappro-
priate use of Federal funds. These proposals are motivated both by 
the need to reduce the Federal deficit and by a fundamental con-
viction about the proper relationship between Federal, State, and 
local governments. The major reductions or terminations include: 

• medicaid changes that would reduce 1988 outlays $1.3 billion 
from levels under existing law. In subsequent years, the pro-
gram would be allowed to grow at the rate of increase in 
prices in the medical sector. 

• large reductions for mass transit programs. The penny gas 
tax for mass transit activities would continue to be used to 
fund mass transit activities, but general tax dollars would not 
be used (except for the Washington, D.C. metro, which is 
authorized separately). 

• termination of urban development action grants and economic 
development assistance in order to reduce direct Federal 
intervention in the economic decisions of firms and individ-
uals; and 

• a phased termination of the community services block grant 
to allow grantees time to solicit other sources of Federal, 
State, local, and private funding. 

The accompanying chart shows trends in outlays in major grant 
categories from 1978 to 1988. Grant outlays for payments for indi-
viduals are estimated to be 50 percent of total grants by 1988; for 
physical capital investment, 22 percent; and for all other grants, 
largely for education, training, and social services, 28 percent. 

In addition to grants-in-aid, Federal direct lending and loan guar-
antees to State and local governments are another source of Feder-
al aid. Federal loans are used by States and localities for many 
purposes, including land and water resource development and edu-
cation. In 1988, the Federal Government is expected to disburse 
$515 million in loans to State and local governments, compared to 
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SPECIAL ANALYSIS B B-15 

$668 million in 1987. New guaranteed loans are estimated to be $99 
million in 1988, compared to $191 million in 1987. 

The two major State and local tax expenditures are the deduct-
ibility of most State and local taxes and the exclusion of interest on 
State and local securities from Federal taxation. Some State and 
local tax expenditures were changed significantly in the Tax 
Reform Act of 1986. Federal aid to State and local governments 
through tax expenditures is estimated to be $36.1 billion in 1988. 

Federal Grants to State and Local Governments 

Rscal Years Estimate 

HIGHLIGHTS OF THE FEDERAL AID PROGRAM 

This section provides an overview of the Federal aid program 
proposed for 1988. Shown first are major differences between 
actual grant outlays in 1986 and estimated amounts for 1987 and 
1988. This presentation is followed by a more detailed description 
of proposals for specific grant programs and a discussion of pro-
posed levels of Federal aid through loans and tax expenditures. 

Table H-l shows changes in grant outlays between 1986 and 1987 
and between 1987 and 1988. These changes are divided into three 
categories: payments for individuals, grants for physical capital 
investment, and all other grants. 
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C-14 • THE BUDGET FOR FISCAL YEAR 1988 

Between 1986 and 1987, the largest estimated outlay increase is 
for medicaid, which increases $1.7 billion. The largest decrease is 
$5.0 billion for the elimination of general revenue sharing. 

Between 1987 and 1988, the largest estimated increase is $0.4 
billion for housing assistance. Proposed decreases occur in many 
areas, the largest being $0.8 billion for family support payments, 
which includes aid to families with dependent children and the 
child support enforcement program. 

Table H - l . FEDERAL GRANT-IN-AID CHANGES, 1986-88 
(In billions of dollars) 

Total grants, 1986 actual 
Changes: 

Payments for individuals: 
Medicaid 
Food and nutrition assistance.. 
Family support payments 
Other 

Subtotal, payments for individuals, 1986-87 change.. 
Physical capital investment: 

Highway programs 
Sewage treatment plants 
Mass transit 
Other 

Subtotal, capital, 1986-87 change.. 
Other programs: 

General revenue sharing 
Elementary and secondary education.... 
Housing 
Other 

Subtotal, other programs, 1986-87 change.. 

Total grants, 1987 estimate 

Payments for individuals: 
Housing assistance 
Family support payments 
Food and nutrition assistance 
Low-income home energy assistance. 
Other 

Subtotal, payments for individuals, 1987-88 change.. 
Physical capital investment: 

Highway programs 
Sewage treatment plants 
Community development block grants 
Mass transit 
Other 

Subtotal, capital, 1987-88 change.. 
Other programs, 1987-88 change 

Total grants, 1988 estimate.. 
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Energy, Natural Resources, Environment, and Agriculture.—State 
and local energy conservation grants administered by the Depart-
ment of Energy are used to weatherize school buildings, hospitals, 
and the homes of low-income individuals. Grants are also available 
to help States develop energy conservation programs. The adminis-
tration proposes to rescind a portion of the funds for 1987 and 
terminate funding for these programs in 1988. These activities are 
more properly the responsibility of the States and can be financed 
by the $2.8 billion States have received in the past year as a result 
of the settlement of petroleum overcharge cases. 

Grants to States for land acquisition and development of outdoor 
recreation lands, and for State historic preservation efforts are also 
proposed for elimination in 1988, with rescissions proposed for 
1987. These needs can be met through State, local, and private 
resources and the positive effect of Federal tax incentives on pri-
vate investment in historic buildings. 

The budget authority requested for grants for the abandoned 
mine reclamation fund in 1988 is $151 million, $10 million less 
than the 1987 level. Approximately 225 projects in 22 States will be 
financed by the 1988 request. 

Outlays for sport fish restoration grants are estimated to increase 
from $121 million in 1987 to $153 million in 1988, using increased 
funds from motorboat fuel taxes, excise taxes, and customs duties 
added by the Deficit Reduction Act of 1984. 

The Environmental Protection Agency construction grants pro-
gram was created to help State and local governments build munic-
ipal wastewater treatment systems. The original objective of this 
program—to reduce the pollution from municipal waste—has large-
ly been met with the assistance that has been provided since 1972. 
In order to complete the Federal role, the administration proposes 
$12 billion in budget authority through 1993. After authorization to 
phase out the program by 1993 has been enacted, the administra-
tion will request $2.0 billion in budget authority for 1988. Outlays 
are estimated to be $2.3 billion in 1988, largely from prior year 
commitments. 

The hazardous substance superfund pays for the cleanup of aban-
doned hazardous waste sites and chemical spills. Budget authority 
of $297 million has been requested in 1988 for site specific coopera-
tive agreements with States. This funding level, which is $32 mil-
lion above the 1987 level, should finance the cleanup of 21 sites in 
1988. 

The Extension Service makes formula and project grants to 
States to provide out-of-school education in agriculture and other 
subjects at State and local levels. The administration proposes to 
terminate the project grants to States, which are used to support 
such programs as urban gardening, pest management, support for 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1988



C-14 • THE BUDGET FOR FISCAL YEAR 1988 

rural development centers, and food and nutrition education. Fund-
ing for the formula grant would continue. Proposed budget author-
ity for Extension Service grants for 1988 is $263 million, a $69 
million reduction from the 1987 amount, but slightly more than 
the amount for formula grants in 1987. 

Coastal zone management State grants were created in 1972 to 
encourage and assist States in dealing with increasing and compet-
ing demands for the use of the Nation's coastal areas. Now that 
most States have federally-approved management plans that cover 
approximately 90 percent of the U.S. coastline, the administration 
believes the program's purpose has been achieved and no further 
Federal funding is necessary or appropriate. More than $500 mil-
lion has been provided to coastal States since the beginning of the 
program. The administration proposes to rescind unobligated bal-
ances of 1987 appropriations ($37 million) and terminate the pro-
gram in 1988. 

Similarly, the sea grant program was initiated to develop a net-
work of colleges and universities with marine education programs 
and to provide outreach to communities and individuals through 
marine advisors that now total 300. Twenty-one colleges and eight 
institutions have established marine science programs under sea 
grant auspices that cover all coastal States and Puerto Rico. Fif-
teen States make direct allocations to the sea grant programs for 
ongoing funding of local and regionally oriented research projects 
and marine services. The Federal objective has been accomplished. 
The administration proposes to rescind unobligated balances of 
1987 appropriations ($22 million) and terminate the program in 
1988. 

Transportation.—The Federal Government assists States and lo-
calities with their transportation programs by providing aid for 
highways, bridges, mass transit, airports, and other projects. The 
administration is requesting $16.0 billion in budget authority for 
these programs in 1988, a $2.0 billion reduction from the 1987 total. 

The Federal-aid highway program helps fund the interstate high-
way system, other primary highways, bridges, and rural and urban 
highways. The administration is proposing to reauthorize the high-
way programs for 1987-90 at $13.2 billion of budget authority per 
year, $1.2 billion below the 1986 authorized level. At this lower 
amount, planned highway and safety obligations supported by the 
highway trust fund would equal the average annual anticipated 
highway user fee receipts from the public. 

The proposed reauthorization includes several new proposals. 
Specifically, funding for the categorical interstate construction, 
interstate rehabilitation and primary highway programs would be 
replaced by a combined interstate/primary program of $8.2 billion 
annually. States would have the discretion to use these funds for 
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either construction or repair of the 43,000-mile interstate highway 
system or for the 308,400-mile primary system. The primary system 
consists of connected main roads important to interstate and re-
gional travel. In contrast, rural and urban roads are primarily the 
responsibility of State and local governments, which must decide 
their own priorities and expenditures for construction, mainte-
nance and rehabilitation. To help States meet these needs, the 
administration proposes to consolidate into a block grant the exist-
ing trust fund resources for urban and secondary highway systems, 
including bridges on those systems. States would have the discre-
tion to use the funds on any main public road without advance 
Federal project approval. 

The administration proposes budget authority of $120 million in 
1988 for two highway safety grant programs, the same level as for 
1987. These grants supplement other State highway safety pro-
grams. 

The administration seeks a 4-year reauthorization (1987-1990) 
that would provide two fundamental changes in mass transit subsi-
dies beginning in 1988. First, mass transit funding (except for 
Washington Metro) would be limited to receipts provided by the 
one cent per gallon of the gasoline tax dedicated to mass transit 
activities. Second, these subsidies would be distributed by formula 
to States and large urban areas for their use on local transit 
projects. Proposed 1988 mass transit budget authority from the 
trust fund is $1.4 billion. 

The administration is also proposing no funding in 1988 or later 
years for discretionary grants to build new or expand current 
transit systems. In the past, these subsidies have promoted the 
construction of local transit systems that often have been unneces-
sary, too costly, and underutilized. 

In addition to the $1.4 billion from trust funds, the administra-
tion proposes a $130 million construction grant from general funds 
for the Washington, D.C. metrorail system. 

Grants-in-aid for airports are proposed to be funded at $1.0 bil-
lion in budget authority in 1988, the same as for 1987. Three 
important changes are proposed. First, commercial airports that 
can be self-financing would be allowed to withdraw from the Feder-
al program and assess their own fees to finance capital improve-
ments. Second, 22 percent of the funds would be allocated to States 
to administer for general aviation, reliever, and small commercial 
service airports. Third, discretionary grant funds would be targeted 
to projects that would increase national airport capacity and im-
prove safety. These proposed changes would provide increased flexi-
bility to large airports and allow States to meet their own needs. 

Community and Regional Development—The community develop-
ment block grant program (CDBG) provides flexible community and 
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economic development support to cities, counties, Indian tribes, and 
U.S. territories. The administration proposes to rescind $375 mil-
lion of 1987 budget authority, with total proposed budget authority 
of $2.6 billion for 1987 and $2.5 billion for 1988. Although this will 
reduce the total resources available for this program, the adminis-
tration will propose legislation to target CDBG resources to the 
most needy communities. 

The administration proposes to terminate the urban development 
action grants program in 1988 and rescind $238 million of the 1987 
appropriation. This proposal is consistent with the Government-
wide effort to reduce local economic development subsidies and 
reduce excessive Federal intervention in the economic decisions of 
firms and individuals. Cities may use CDBG resources for economic 
development projects. 

In 1983, the administration proposed and Congress enacted, the 
rental rehabilitation grant program to help States and localities 
rehabilitate properties for low-income renters. This program was 
intended for communities that do not have enough standard qual-
ity low- and moderate-income housing to support a rental voucher 
program. The administration is proposing to rescind $125 million of 
1987 budget authority and continue the program at $95 million in 
1987 and $75 million in 1988—an amount adequate to meet this 
program's objectives. 

Congress enacted a second grant program in 1983 to subsidize the 
construction or substantial rehabilitation of rental housing in low-
and moderate-income neighborhoods with shortages of rental hous-
ing. The rental development grant program is proposed to be termi-
nated in 1987. All $100 million of 1987 budget authority and $10 
million of earlier budget authority is proposed for rescission and no 
new budget authority is proposed for 1988. New housing construc-
tion is an expensive means of housing the poor compared to ap-
proaches that utilize existing housing. Moreover, this program is 
difficult to justify with the high vacancy rates for housing and the 
poor targeting of funds to areas with real need. 

The administration is not requesting funds in 1988 for the eco-
nomic development assistance programs administered by the Eco-
nomic Development Administration (EDA). The budget also pro-
poses to rescind some unobligated funds in 1987 and use the re-
mainder to close the agency. There is no evidence that categorical 
EDA project grants create net employment gains for the Nation. 
Instead, federally-targeted aid for businesses merely distorts 
market incentives. Funds for State and local community and eco-
nomic development are available in 1988 through the community 
development block grant program. 

Programs administered by the Appalachian Regional Commis-
sion (ARC) are intended to promote economic development of the 
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13-State Appalachian region. Both the Commission and its pro-
grams are proposed to be terminated in 1988. The administration 
also proposes to rescind uncommitted funds. This proposal reflects 
the administration's policy to rely on the private sector to provide 
the major stimulus for economic development. Moreover, ARC 
highway funds duplicate other Federal highway programs, and 
ARC development programs assist rural districts that are no worse 
off than rural communities elsewhere, and are therefore not de-
serving of special assistance. 

Education.—The administration's policies for assisting education 
activities of State and local governments continue the Nation's 
tradition that primary responsibility for education lies with the 
family, State and local governments, and private institutions. Fed-
eral aid should primarily provide supplementary aid for persons 
with disabilities and for the educationally and economically disad-
vantaged. For elementary, secondary, and vocational education the 
administration is requesting $7.1 billion in budget authority, a 
reduction of $0.4 billion from the proposed 1987 amount. 

Major education grants for students with special needs include 
compensatory education for the disadvantaged, education for the 
handicapped, vocational and adult education, bilingual education, 
and Indian education. The 1988 budget authority request for these 
activities is $5.8 billion, $0.2 billion below the amount proposed for 
1987. For the major program, compensatory education for the dis-
advantaged, the administration is proposing $4.1 billion in budget 
authority for 1988, an increase of $0.2 billion above the 1987 en-
acted level. A legislative proposal would improve targeting of funds 
to schools with the highest concentrations of poor children, and 
would offer parents of eligible children an option to purchase edu-
cation services from other public or private schools. The adminis-
tration proposes to end Federal funding for vocational education. 
Research has shown that the Federal investment in vocational 
education has only small and transitory benefits for recipients; 
vocational education is now funded by at least ten State and local 
dollars for every Federal dollar. 

Budget authority requested for the State education block grant 
for 1988 is $500 million, the same as enacted for 1987. This block 
grant provides States and localities with resources that can be used 
for a wide variety of educational purposes. 

Impact aid payments compensate school districts whose enroll-
ments and available revenues are deemed to have been adversely 
affected by Federal activities. The major category of aid is for 
districts with children who both live on and whose parents work on 
Federal property. No funds are proposed for the current authority 
to provide funds to school districts with children who either live on 
or whose parents work on Federal property. In general, the pres-
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ence of these children imposes little or no burden on most districts. 
Budget authority of $548 million is requested in 1988 for districts 
with children who live and whose parents work on Federal proper-
ty, about the same as the 1987 amount. 

Training and Employment—Budget authority proposed for basic 
State block grants under the Job Training Partnership Act of 1982 
(JTPA) is $1.8 billion in 1988, about the same as the 1987 enacted 
level. States have considerable discretion in using these funds to 
prepare youth, welfare recipients, and other unskilled adults for 
employment. 

The summer youth employment program finances minimum-wage 
public sector jobs for youth between the ages of 14 and 21. There is 
little evidence that simply providing jobs during the summer has 
benefited those youth most in need of employment skills. The 
administration therefore proposes to replace the current summer 
program with a more flexible program of jobs and training directed 
to youth on welfare, which is described below. The administration 
is proposing $650 million for the jobs program for the summer of 
1988, which includes a $100 million rescission. This $650 million is 
slightly more than the funds appropriated for the summer of 1987. 

Legislation will be proposed for a new welfare youth training and 
employment program to replace the existing summer youth employ-
ment program. The new program would allow States and local 
areas to establish a comprehensive program of services for youth in 
families receiving support from the aid for families with dependent 
children (AFDC) program. States and localities could operate a 
year-round program of remedial education, basic skills training, 
and related support; a subsidized summer jobs program as they do 
now; or a mixture of both programs. Budget authority of $800 
million in 1988 is proposed for this program, which will be coordi-
nated with other work and training initiatives for assisting the 
welfare population, described below in the "other income security" 
section. 

For dislocated workers, the administration proposes to replace 
the two existing programs with an entirely new worker adjustment 
assistance program. This new program would be available to all 
dislocated workers, whether they are unemployed due to increased 
imports, have been permanently laid off, have lost their farms, or 
are long-term unemployment insurance recipients. Services, which 
could include counseling, job search assistance, basic education, 
and job skill training, would be provided in a two-tiered approach, 
with services that lead to quick adjustment provided first. The 
administration is proposing $980 million in budget authority in 
1988. 

No budget authority is requested in 1988 for the work incentive 
(WIN) program. The job services provided by this program would be 
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provided more effectively by the AFDC work and training proposal 
(described in the "other income security" section below) and the 
new welfare youth training and employment program described 
above. 

Grant outlays for the State employment service are estimated to 
be $843 million in 1988, $72 million less than the 1987 amount, as 
the new worker adjustment assistance program begins providing 
substantial job services now financed with these grants. Legislation 
will be proposed to decentralize authority, financing, and responsi-
bility for administering State employment services and unemploy-
ment insurance programs in the States. 

Social Services.—Budget authority requested for the social serv-
ices block grant is $2.7 billion for 1988, the same as was enacted for 
1987. Child day care, foster care, child protective service, prepara-
tion and delivery of meals, and legal services are some examples of 
social services offered by the States. In addition, States may trans-
fer up to 10% of their social services allotment to block grants that 
support health services, health promotion and disease prevention, 
or low-income home energy assistance. 

The administration proposes to phase out the community services 
block grant program beginning in 1988. This will give local grant-
ees time to solicit other sources of Federal, State, local, and private 
funding. 

Grants for vocational rehabilitation services help physically and 
mentally disabled persons become gainfully employed and live 
more independently. The administration is proposing $1.3 billion of 
budget authority for 1988 for this program, slightly more than the 
amount proposed for 1987. The increase offsets inflation from 1987 
to 1988. 

In 1988, budget authority of $682 million is requested for foster 
care and adoption assistance. These family social services support 
State efforts to reunite children with their families or to place 
them promptly in adoptive homes. The administration is proposing 
modifications to control the rapidly growing State administrative 
costs. Maintenance payments to 110,000 foster care children and 
39,000 adoption assistance families would not be reduced. 

Grants for human development services supplement State, local, 
and nonprofit efforts to improve the quality of life for low-income, 
neglected, abused, or homeless children, and for elderly people and 
other special groups. The largest program for children is Head 
Start, which helps local community groups provide child develop-
ment programs for low-income preschool children. For 1988 the 
administration proposes a generic appropriation of $2.2 billion for 
these social services activities. Under a generic appropriation, the 
Department of Health and Human Services would be able to use its 
program expertise to emphasize high priority programs, such as 
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Head Start, and take advantage of emerging opportunities to serve 
needy poplulations better. 

Health.—The medicaid program continues to be the largest 
grant-in-aid. This program supports State and local efforts to pro-
vide health services to an estimated 23.8 million low-income resi-
dents. Almost half of the spending is to help finance the costs of 
long-term institutional care for the low-income elderly and the 
mentally retarded. For 1988, medicaid outlays are estimated to be 
$26.9 billion, after savings of $1.3 billion from legislative proposals 
to reduce costs. 

Most of the savings would result from proposals to: 
• put a reasonable growth limit on Federal assistance to States 

for their medicaid programs. This proposal would reduce Fed-
eral expenditures by $1.0 billion in 1988 and, for later years, 
limit increases in Federal aid to the rate of inflation in medi-
cal prices; 

• limit Federal aid for State administrative costs to 50 percent 
of those costs; and 

• further reduce the matching rate for States with excessively 
high administrative costs per recipient. 

Another proposal, which would not result in savings, would give 
States new incentives to enroll medicaid beneficiaries in health 
maintenance organizations (HMO's) or with other providers who 
are paid a monthly fee and are responsible for all of a person's 
health care. This proposal, known as capitation, would replace the 
current fee-for-service reimbursements for enrolled beneficiaries. 

Budget authority of $1.2 billion is requested in 1988 for the 
health block grants, $0.1 billion more than for 1987. The block 
grants include those for maternal and child health; preventive 
health and health services; and alcohol, drug abuse, and mental 
health. The administration is proposing a new family planning 
block grant to give States greater flexibility in delivering voluntary 
family planning services. 

An increase from $15 million in 1987 to $20 million in 1988 is 
also proposed for State and local demonstrations of community-
based mental health care sponsored by the Alcohol, Drug Abuse, 
and Mental Health Administration. This additional funding would 
be provided to complete demonstration projects targeted on mental 
health services for the homeless mentally ill. 

Administration of Unemployment Compensation.—Grants to 
States for the administration of the unemployment compensation 
program, which provides income to eligible unemployed workers, 
are financed by a Federal tax on employers. Outlays for this grant 
are estimated to be $1.7 billion in 1988, $0.1 billion above the 1987 
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level. The increase will allow for increases in costs and to improve 
State quality control efforts. Legislation will be proposed to decen-
tralize authority, financing, and responsibility for administering 
State unemployment insurance and employment service programs. 

Housing Assistance.—Housing vouchers are the cornerstone of 
the administration's housing policy. They are targeted to very low-
income households, can be used in most privately-owned rental 
units that meet certain housing quality standards, and are less 
costly than other housing subsidies. Moreover, they give tenants 
greater freedom to choose where they wish to live. 

Outlays for the grant portion of the subsidized housing program 
are estimated to be $5.2 billion in 1988, $0.3 billion more than in 
1987. Grant outlays under this program include those for public 
and Indian housing. Also included are the vouchers, existing hous-
ing, moderate rehabilitation, and State-sponsored new construction 
programs funded under Section 8 of the Housing Act of 1937. The 
administration is proposing grants for vouchers for 79,000 addition-
al housing units and grants for construction of 1,000 Indian hous-
ing units to add to an estimated 4.3 million households served by 
the Department of Housing and Urban Development (HUD). Ap-
proximately 20-25 percent of the 79,000 vouchers would be provid-
ed for nonmetropolitan areas. 

In addition, the administration proposes 20,000 housing vouchers 
to be provided by the Farmers Home Administration (FmHA) in 
rural areas and 1,200 vouchers to assist families displaced due to 
prepayment of rural rental housing loans. Both the HUD nonmet-
ropolitan vouchers and the FmHA vouchers would replace the 
units formerly provided by the FmHA rural housing construction 
subsidy loan and grant programs proposed for termination in the 
1988 Budget. Because it is uncertain how many of the FmHA 
vouchers will go to public housing authorities, the FmHA vouchers 
are not classified as grants to State or local governments. 

Budget authority of $1.4 billion is requested for payments for the 
operation of low-income housing. These payments are used to subsi-
dize operating costs for more than 1.4 million low-rent public and 
Indian housing units. This request assumes no growth in personnel 
and related expenses, but allows for inflation adjustments for utili-
ties and other nonpersonnel expenses that are generally beyond 
the ability of housing authorities to control. 

The Consolidated Omnibus Budget Reconciliation Act of 1985 
changed the treatement of loans in the low-rent public housing 
loan fund. Beginning in 1986 these "loans" to local housing au-
thorities are forgiven if the funds are used as specified. The pay-
ments are therefore not loans but grants and are now classified in 
the budget as grants-in-aid. Outlays for these grants were $1.0 
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billion in 1986, and are estimated to be $1.9 billion in 1987 and $1.6 
billion in 1988. 

The administration is proposing increases for several programs 
for the homeless. In addition to the demonstration projects for the 
homeless mentally ill described above in the health section, in 1987 
the Department of Housing and Urban Development (HUD) re-
ceived $15 million in budget authority for two new shelter pro-
grams: $10 million for the emergency shelter grants program and 
$5 million for the transitional housing demonstration program. In 
addition, the Federal Emergency Management Agency (FEMA) con-
tinues to administer the emergency food and shelter program, which 
was funded at $70 million in 1987. These three programs assist 
homeless persons by providing funds for food, shelter, and support-
ive services. The administration's 1988 budget requests $80 million 
for FEMA's emergency food and shelter program and $5 million for 
a second year of HUD's transitional housing demonstration pro-
gram. In addition, HUD has made available approximately $100 
million worth of Section 8 rental subsidies for the homeless. 

Food and Nutrition Assistance.—Food stamps help low income 
families maintain a nutritious diet. Benefits are paid directly to 
individuals by the Federal Government; food stamp administrative 
expenses are shared between the States and a grant from the 
Federal Government. The budget proposes to bring food stamps 
into closer conformity with medicaid and aid to families with de-
pendent children by holding States liable for the full dollar value 
of the benefits issued in error above the legislatively mandated 
tolerance level (5 percent). To improve Federal collection of State 
error liabilities, the budget proposes to begin withholding each 
State's estimated liabilities from their Federal administrative 
grants during 1988. Other reforms affecting State administrative 
expenses are described at the beginning of this Special Analysis. 
Outlays for the Federal share of State administrative expenses for 
the food stamp program are estimated to be $1.1 billion in 1988. 

In place of the regular food stamp program, the Government of 
Puerto Rico receives a nutrition assistance block grant. Outlays for 
this grant are estimated to be $0.8 billion in 1988. 

Child nutrition programs subsidize institutions for meals served 
to students in schools, child care facilities, and other institutional 
settings. The administration proposes to improve targeting of Fed-
eral funds to the needy by maintaining institutional subsidies for 
meals served to students whose family incomes are below 185 per-
cent of the poverty level but discontinue subsidies to students with 
family incomes above that level. Under this proposal, nearly 13 
million children would still receive federally subsidized meals in 
1988. Budget authority proposed for the program in 1988, including 
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food donations from the Section 32 program, is $3.8 billion, includ-
ing $0.8 billion in savings from legislative proposals. 

The special supplemental food program for women, infants, and 
children (WIC) provides nutritious food supplements and nutrition 
education to more than 3 million low-income women, infants, and 
children. WIC is designed to prevent health problems associated 
with inadequate diets during critical stages of child development. 
The budget authority request of $1.7 billion for 1988 would main-
tain monthly participation levels somewhat above 3 million. 

The Commodity Credit Corporation (CCC) donates surplus food 
such as cheese, butter and nonfat dry milk to needy families, 
charitable institutions, and schools. CCC donated commodities 
valued at $1.3 billion are expected to be distributed through State 
and local governments in 1988. (These funds are classified as grants 
in the agriculture function in the budget.) 

Other Income Security.—Family support payments to States in-
clude the aid to families with dependent children (AFDC) program 
and the child support enforcement (CSE) program. AFDC helps 
State and local governments finance their cash assistance pay-
ments to needy families. The administration proposes legislation to 
achieve selected reforms of AFDC. Under a new AFDC work and 
training proposal, teenage recipients will be encouraged to remain 
in or return to school, and older recipients will participate in a 
variety of employment and training activities designed to improve 
their employment status. This reform, and the welfare youth train-
ing and employment program previously described, would replace 
the unsuccessful work incentive (WIN) program, for which the 
Congress provided only nine months of financing in 1987. Other 
reforms would prohibit unmarried minor mothers from leaving 
their parents' home solely to qualify for AFDC, and would elimi-
nate payments to employable AFDC parents whose youngest child 
is age 16 or older. 

The child support enforcement program finances most State and 
local administrative expenses for establishing paternity and for 
collecting support from legally liable absent parents. These collec-
tions offset State and Federal AFDC costs. Under the administra-
tion's proposal, States would be required to establish mandatory 
child support guidelines to help ensure that single-parent families 
receive adequate support from parents who are absent from the 
home. 

Proposed budget authority for 1988 for the AFDC and CSE pro-
grams combined is $9.8 billion, including a legislative savings pro-
posal for $0.5 billion. 

The Federal Government subsidizes States for all of the initial 
resettlement costs of welfare, health, employment, English lan-
guage training, and other services for refugees and entrants. The 
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administration is proposing to reduce the number of months for 
which it pays 100 percent of the normal State share of AFDC and 
medicaid. Benefits to the individuals would not be reduced because 
States would then provide their normal share of the costs. The 
administration also plans to reduce the period for which refugees 
may receive assistance above and beyond that available to U.S. 
citizens. Budget authority of $245 million is requested in 1988 for 
refugee assistance, $83 million below the 1987 level. 

For low-income home energy assistance, $1.2 billion in budget 
authority is proposed for 1988, $0.6 billion below the 1987 requested 
level. This program is a block grant to help States make payments 
to individuals, fuel vendors, or public housing operators for the fuel 
bills of low-income households. This reduction recognizes the hun-
dreds of millions of dollars in oil overcharge settlements available 
to States for these purposes. 

Administration of Justice.—For the three major justice assistance 
programs, juvenile justice, State and local assistance, and the new 
anti-drug abuse grant authorized in 1986, the administration is 
proposing no new budget authority for 1988. These programs are 
primarily the responsibility State and local governments. 

The administration will continue to support the victims of crime 
program in accordance with the Comprehensive Crime Control Act 
of 1984. Outlays are estimated to be $55 million in 1988. 

General Purpose Fiscal Assistance.—In 1986 new authorizing leg-
islation for the general revenue sharing program was not enacted. 
According to law, the only 1987 outlays will be to distribute the 
remainder of funds already appropriated in prior years and other-
wise still available, and to satisfy all legitimate claims. 

The Federal Government collects receipts for the sale of timber 
and leasing of minerals on Federal lands and returns a portion of 
the receipts to States and localities. The administration proposes to 
share natural resource receipts with States and counties after the 
costs associated with management of the resources are deducted. 
This conversion to sharing receipts on a net rather than gross basis 
reduces natural resource payments in 1988 by $353 million from 
current services levels. 

The District of Columbia's operating budget is financed in part 
by an annual reimbursement for the net cost of the Federal pres-
ence. The administration requests $527 million in budget authority 
for the Federal payment to the District of Columbia in 1988, a 
reduction of $53 million from the 1987 level. The reduction is 
primarily because the administration is proposing that Federal 
agencies be billed directly by the District for water and sewer 
charges. These amounts are therefore not included in Federal pay-
ment to the District. 
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Additional information on these and other grant programs is in 
Part 5 of the 1988 Budget. For a detailed list of all grant programs 
and proposed budget authority and outlays, see Table H-ll. 

Loans.—Another form of Federal aid to State and local govern-
ments is assistance in obtaining credit, either directly through 
loans and advances, or indirectly through loan guarantees. The 
Federal Government provides credit assistance to States, localities, 
and Indian tribes on more favorable terms than private lenders. 
Direct loans and loan guarantees are used to finance rural and 
community development, land acquisition, and a variety of other 
activities. 

Direct loan disbursements (excluding repayments) are estimated 
to be $515 million in 1988, compared to $668 million in 1987. 

A Federal loan guarantee occurs when a government agency 
enters into a formal commitment to use government funds to repay 
a lender upon default by the borrower. New loan guarantees to 
State and local governments are estimated to be $99 million in 
1988, compared to $191 million in 1987. 

More information on Federal credit activities is available in table 
H-12 and in Special Analysis F. 

Tax expenditures.— Federal aid to State and local governments is 
also provided through tax expenditures. Tax expenditures are one 
of the means by which the Federal Government carries out public 
policy objectives; in many cases they can be considered alternatives 
to direct spending programs. To compare direct Federal spending 
with assistance provided through tax expenditures, estimates for 
tax expenditures are generally shown as outlay equivalents; that is, 
the level of budget outlays required to provide the same amount of 
after-tax benefits is the tax expenditure. A detailed discussion of 
the measurement and definition of tax expenditures and a com-
plete list of revenue loss and outlay equivalent estimates for specif-
ic tax expenditure items is contained in Special Analysis G. 

The two major categories of tax expenditures that provide aid to 
State and local governments are the deductibility of most State and 
local taxes and the exclusion of interest on State and local securi-
ties from Federal taxation. Individuals can claim nonbusiness sales, 
income, and property tax payments to State and local governments 
(other than payments already taken as business deductions) as 
itemized deductions on their Federal tax returns. This permits 
States and localities to raise a dollar of revenue with less than a 
dollar of net cost to their citizens. Beginning in 1987, the Tax 
Reform Act of 1986 disallows the deduction for sales taxes. 

Interest on virtually all State and local government securities is 
tax exempt. As a result, State and local governments can sell their 
debt at lower interest rates than would be possible if such interest 
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were taxable. The exclusion of interest on public purpose State and 
local debt subsidizes the financing of traditional public projects, 
such as toll roads, sewer systems, and schools. However, as shown 
in table H-2, State and local jurisdictions also provide the benefits 
of tax-exempt financing to a wide variety of private and quasi-
public activities, such as pollution control, housing and small busi-
nesses. The growth of private purpose tax-exempt bonds and other 
issues pertaining to tax-exempt credit are discussed in more detail 
in Special Analysis F. 

Table H-2. TAX EXPENDITURES AIDING STATE AND LOCAL GOVERNMENTS 
(Outlay equivalents; in millions of dollars) 

Fiscal year 
Description 

1986 1987 1988 

Deductibility of: 
Property taxes on owner-occupied homes 8,595 7,955 7,205 
Nonbusiness State and local taxes other than on owner-occupied 

homes 23,965 18,235 14,485 
Exclusion of interest on: 

23,965 18,235 14,485 

Public purpose State and Local debt 9,170 10,110 10,370 
IDBs for certain energy facilities 180 200 205 
IDBs for pollution control and sewage and waste disposal facilities 1,455 1,660 1,930 
Small-issue IDBs 2,470 2,635 2,805 
Owner-occupied mortgage revenue bonds 1,900 2,010 2,035 
State and local debt for rental housing 1,275 1,335 1,320 
Mass commuting vehicle IDBs 20 20 55 
IDBs for airports, docks and sports and convention facilities 595 685 785 
State and local student loan bonds 285 310 315 
State and local debt for private nonprofit educational facilities 260 280 285 
State and local debt for private nonprofit health facilities 2,105 2,250 2,250 
State and local debt for veterans housing 290 295 305 

Total (after interactions)1 42,710 38,970 36,075 
1 The estimate of total tax expenditures reflects interactive effects among the individual items. Therefore the individual items cannot be added 

to obtain a total. 

To curb the rapid growth of private purpose tax-exempt bonds, 
recent legislation has placed restrictions on their use. The Mort-
gage Subsidy Bond Tax Act of 1980 imposed a number of restric-
tions on tax-exempt mortgage revenue bonds (MRBs) for owner-
occupied housing as well as multifamily rental housing bonds, in-
cluding limitations on the volume issued in each State. The Deficit 
Reduction Act of 1984 (DEFRA) extended these limitations to De-
cember 31, 1987. The Tax Reform Act of 1986 (TRA) included 
mortgage revenue bonds under a new unified volume cap which 
also covers student loan bonds and industrial development bonds 
(IDBs), as noted below. DEFRA also placed restrictions on qualified 
veteran's MRBs. The issuance of these bonds is limited to five 
preexisting State programs in amounts based on previous volume 
levels. Future issuance will be limited to veterans who served in 
active duty before 1977. 
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The Tax Equity and Fiscal Responsibility Act of 1982 required 
that industrial development bonds (IDBs) be approved by an elected 
public official after a public hearing and that assets of certain IDB-
financed projects placed in service after 1982 be depreciated using 
straight-line rather than accelerated depreciation. The 1982 Act 
also eliminated the tax exemption for small issue IDBs issued after 
1986. DEFRA extended the expiration date to December 1988 and 
the TRA extended it one more year to December 1989 for small 
issue IDBs that are issued exclusively to finance manufacturing 
facilities. 

DEFRA also placed limits on the total volume of private purpose 
industrial revenue and student loan bonds that could be issued 
within each State. The maximum amount was limited to the great-
er of $150 per capita or $200 million per year. As mentioned 
earlier, the TRA combines the prior law volume cap for single 
family mortgage revenue bonds and multifamily rental housing 
bonds with the cap for IDBs and student loans. The cap is set at 
the greater of $75 per capita or $250 million for each State, 
through 1987. Subsequently, it is the greater of $50 per capita or 
$150 million. 

FEDERAL GRANTS-IN-AID BY FUNCTION, AGENCY, AND REGION 

Distribution of grants by function.—Under the Congressional 
Budget Act of 1974, the Congress reviews the budget and sets 
targets by function. Consequently, the functional classification of 
the budget has become important not only for analysis but also for 
congressional control. 

Table H-3. FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION 
(In billions of dollars) 

Actual Estimate 
Function 1986 1987 1988 1989 1990 1991 1992 

National defense 0.2 0.2 0.2 0.2 0.2 0.2 0.2 
Energy 0.5 0.4 0.3 0.3 0.2 0.3 0.3 
Natural resources and environment 4.3 3.8 3.4 3.2 3.2 3.2 3.0 
Agriculture 1.9 2.0 1.9 1.5 1.2 1.0 1.0 
Commerce and housing credit * * * 

Transportation 18.4 17.5 17.2 18.3 17.7 17.0 17.3 
Community and regional development 4.9 4.9 4.2 3.5 3.2 3.0 2.9 
Education, training, employment, and social services- 19.0 18.6 19.2 19.9 20.1 20.1 19.5 
Health 26.8 28.7 28.7 29.9 31.4 32.9 34.4 
Income security 29.1 31.0 29.2 27.6 28.8 29.4 30.0 
Veterans benefits and services 0.1 0.1 0.1 0.1 0.1 0.2 0.2 
Administration of justice 0.1 0.3 0.3 0.2 0.1 0.1 0.1 
General government 0.2 0.2 0.1 0.1 0.1 0.1 0.1 
General purpose fiscal assistance 7.0 2.2 1.5 1.6 1.6 1.7 1.7 

Total outlays 112.4 109.9 106.3 106.5 107.9 109.2 110.6 

*$50 million or less. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1988



C-14 • THE BUDGET FOR FISCAL YEAR 1988 

Table H-3 shows a functional distribution of Federal grant-in-aid 
outlays.2 (Consistent with the emphasis now being placed on longer 
range budget planning, Table H-3 and other tables in this Special 
Analysis show estimates through 1992.) The functional composition 
of grant outlays has changed significantly over the years, as shown 
in table H-4. The health function has increased from 3 percent of 
Federal aid in 1960 to an estimated 27 percent in 1988. Transporta-
tion has declined from 43 percent in 1960 to an estimated 16 
percent in 1988. Other changes occurred between 1960 and 1988 in 
education, training, employment, and social services programs, 
which increase from 7 percent in 1960 to an estimated 18 percent 
in 1988. General purpose fiscal assistance also increased with the 
addition of general revenue sharing, from 2 percent in 1960 to 9 
percent in 1980. In 1987, outlays for this function are expected to 
drop to 2 percent of total grants, due primarily to the termination 
of the general revenue sharing program. 

Table H-4. PERCENTAGE DISTRIBUTION OF FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION 

Actual Estimate 

1960 1970 1980 1986 1987 1988 1989 1990 1991 1992 

Natural resources and environment . 2 2 6 4 3 3 3 3 3 3 
Agriculture 3 3 1 2 2 2 1 1 1 1 
Transportation 43 19 14 16 16 16 17 16 16 16 
Community and regional development.... 2 7 7 4 4 4 3 3 3 3 
Education, training, employment, and 

social services 7 27 24 17 17 18 19 19 18 18 
Health 3 16 17 24 26 27 28 29 30 31 
Income security 38 24 20 26 28 28 26 27 27 27 
General purpose fiscal assistance 2 2 9 6 2 1 1 1 2 2 
Other * 1 1 1 1 1 1 1 1 1 

Total 100 100 100 100 100 100 100 100 100 100 

* 0.5% or less. 

Distribution of grants by agency.—Table H-5 shows grant outlays 
by agency. The Department of Health and Human Services will 
provide 44 percent of total estimated grant-in-aid outlays in 1988, 
far more than any other agency. 

Distribution of grants by region.—Most grant funds are distribut-
ed among States or localities by formulas, with elements in the 
formula that reflect program objectives. For example, the distribu-
tion of most highway funds among States is affected by the number 
of miles of highways in the State; the distribution of education 
grants is affected by the number of school children meeting certain 
criteria. Two of the largest grants, medicaid and aid to families 
with dependent children, are open-ended grants, whereby States 
determine the program level and the Federal Government reim-

2 Table H - l l contains functional data and programmatic detail within each function for both budget author-
ity and outlays. 
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Table H-5. FEDERAL GRANT-IN-AID OUTLAYS BY AGENCY 
(In billions of dollars) 

Agency Actual 1986 
Estimate 

Agency Actual 1986 
1987 1988 

Funds Appropriated to the President 0.3 0.3 0.2 
Department of Agriculture 10.4 11.3 9.8 
Department of Commerce 0.4 0.4 0.2 
Department of Education 8.8 8.5 8.6 
Department of Energy 0.3 0.2 0.1 
Department of Health and Human Services 45.0 47.4 46.3 
Department of Housing and Urban Development 11.4 12.3 12.0 
Department of the Interior 1.3 1.4 1.3 
Department of Justice 0.1 0.3 0.3 
Department of Labor 5.7 5.5 5.9 
Department of Transportation 18.3 17.5 17.1 
Department of the Treasury 5.4 0.4 0.3 
Environmental Protection Agency 3.4 3.0 2.7 
Other 1.5 1.6 1.5 

Total outlays 112.4 109.9 106.3 

burses the States for a portion of their total costs. As a result of 
these and other factors, the distribution of grants differs among 
regions, as shown in Table H-6. 

Table H-6. DISTRIBUTION OF GRANTS BY REGION, SELECTED FISCAL YEARS 

Federal Region 

Dollars per capita Average 
annual 
percent 

in-
crease, 
1976-

86 

19861 

total 
grants 1976 1986 2 

Average 
annual 
percent 

in-
crease, 
1976-

86 

6.6 298 518 5.5 
. 18.3 329 635 6.6 

. 12.6 290 497 5.4 

. 16.7 243 391 4.8 

. 20.7 240 449 6.3 

. 10.7 238 377 4.6 
4.7 226 393 5.6 
4.0 301 526 5.6 

. 13.8 269 423 4.5 
4.4 323 502 4.4 

112.4 268 459 5.4 

Maine, Vermont, New Hampshire, Massachusetts, Connecticut, Rhode 
Island 

New York, New Jersey, Puerto Rico, Virgin Islands 
Virginia, Pennsylvania, Delaware, Maryland, West Virginia, District of 

Columbia 
Kentucky, Tennessee, North Carolina, South Carolina, Georgia, Alabama, 

Mississippi, Florida 
Illinois, Indiana, Michigan, Ohio, Wisconsin, Minnesota 
Arkansas, Louisiana, Oklahoma, New Mexico, Texas 
Iowa, Kansas, Missouri, Nebraska 
Colorado, Montana, North Dakota, South Dakota, Utah, Wyoming 
Arizona, California, Nevada, Hawaii, other territories 
Idaho, Oregon, Washington, Alaska 

United States 
1 Preliminary estimate, in billions of dollars. 
2 See "Federal Expenditures by State," Bureau of the Census, for additional information concerning State distribution of Federal grants and 

other Federal spending. 

The highest per capita aid in 1986 went to Region II, which 
includes New York, New Jersey, Puerto Rico, and the Virgin Is-
lands. The lowest per capita aid in 1986 went to Regions IV, VI, 
and VII, generally covering the South and the Plains States. 
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HISTORICAL PERSPECTIVES 

In recent decades, Federal aid to State and local governments 
has become a major factor in the financing of certain government 
functions. The rudiments of the present system date back more 
than 120 years to the Civil War. The Morrill Act, passed in 1862, 
established the land grant colleges and instituted certain federally 
required standards, as is characteristic of the present grant-in-aid 
system. Federal aid was later initiated for agriculture, highways, 
vocational education and rehabilitation, forestry, and public health. 
In the depression years, Federal aid was extended to meet income 
security and other social welfare needs. 

Table H-7. HISTORICAL TREND OF FEDERAL GRANT-IN-AID OUTLAYS 
(Fiscal years; dollar amounts in billions) 

Total 
grants-in-

aid 

Federal grants < is a percent of 
Total 

grants-in-
aid 

Federal outlays1 State and 
local 

expendi-
tures 3 

Gross 
National 
Product 

Total 
grants-in-

aid 
Total Domestic 

programs2 

State and 
local 

expendi-
tures 3 

Gross 
National 
Product 

Five-year intervals: 
1950 $2.3 5.3% 11.6% 10.4% 0.8% 
1955 3.2 4.7 17.2 10.1 0.8 
1960 7.0 7.6 20.6 14.6 1.4 
1965 10.9 9.2 20.3 15.2 1.6 
1970 24.1 12.3 25.3 19.2 2.4 
1975 49.8 15.0 23.1 22.7 3.3 

Annually: 
1980 91.5 15.5 23.3 25.8 3.4 
1981 94.8 14.0 21.6 24.6 3.2 
1982 88.2 11.8 19.0 21.6 2.8 
1983 92.5 11.4 18.6 21.3 2.8 
1984 97.6 11.5 19.6 21.1 2.6 
1985 105.9 11.2 19.3 21.0 2.7 
1986 112.4 11.4 19.8 20.6 2.7 
1987 estimate 109.9 10.8 18.9 NA 2.5 
1988 estimate 106.3 10.4 18.6 NA 2.2 
1989 estimate 106.5 10.0 17.8 NA 2.1 
1990 estimate 107.9 9.7 17.4 NA 2.0 
1991 estimate 109.2 9.5 17.0 NA 1.9 
1992 estimate 110.6 9.4 16.6 NA 1.8 

1 Includes off-budget outlays; all grants are on-budget. 
2 Excludes outlays for national defense, international affairs, and net interest. 
3 As defined in the national income and product accounts. 
NA=Not available. 
Note—For additional detail, see the Historical Tables volume of the Budget of the United States Government, Fiscal Year 1988. 

However, Federal grants did not become a significant factor in 
Government expenditures until after World War II. As shown in 
table H-7, Federal grants to State and local governments were $2 
billion in 1950, and by 1965 they had risen to $11 billion. In 1981 
they increased to nearly $95 billion, an average annual increase of 
14.2 percent since 1965. In 1988 Federal grants are estimated to be 
$106.3 billion, 10.4 percent of total Federal outlays and 18.6 percent 
of domestic Federal outlays. 
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Table H-7 also shows grants-in-aid as a percent of State and 
local expenditures and as a percent of gross national product 
(GNP). Grants as a percent of State and local expenditures in-
creased from 10.4 percent in 1950 to 25.8 percent in 1980, declining 
to 20.6 percent in 1986. Grants increased as a percent of GNP from 
0.8 percent in 1950 to 3.4 percent in 1980, and are projected to 
decline to 1.8 percent by 1992. 

Table H-8 shows the composition of grant-in-aid outlays for se-
lected years since 1950 according to the categories of payments for 
individuals, physical capital investment, and other purposes. 
Almost half of estimated 1988 grants are to States and localities as 
payments for individuals.3 Among the larger of these programs are 
medicaid, family support payments (AFDC), housing assistance, 
and nutrition programs. 

Table H-8. COMPOSITION OF GRANT-IN-AID OUTLAYS 
(Fiscal years; dollar amounts in billions) 

Total 
grants-in-

aid 

Composition of grants-in-aid Share of State and local 
capital expenditures financed 

by— Total 
grants-in-

aid 

Grants for 
payments 

for 
individ-
uals 1 

Grants for 
physical 
capital 
invest-
ment 2 

Other 

Share of State and local 
capital expenditures financed 

by— Total 
grants-in-

aid 

Grants for 
payments 

for 
individ-
uals 1 

Grants for 
physical 
capital 
invest-
ment 2 

Other 
Grants-in-aid Own source 

revenues 

Five-year intervals: 
1950 2.3 1.3 0.5 0.5 8.4% 91.6% 
1955 3.2 1.6 0.8 0.8 8.3 91.7 
1960 7.0 2.5 3.3 1.2 23.9 76.1 
1965 10.9 3.7 5.0 2.2 24.8 75.2 
1970 24.1 8.6 7.0 8.4 24.6 75.4 
1975 49.8 16.4 10.9 22.5 25.7 74.3 

Annually: 
1980 91.5 31.9 22.5 37.1 36.4 63.6 
1981 94.8 36.9 22.1 35.7 35.9 64.1 
1982 88.2 37.9 20.1 30.2 34.0 66.0 
1983 92.5 41.6 20.5 30.4 33.7 66.3 
1984 97.6 44.3 22.7 30.6 34.9 65.1 
1985 105.9 48.1 24.8 33.0 33.7 66.3 
1986 112.4 51.4 26.2 34.7 31.3 68.7 
1987 estimate 109.9 54.2 24.8 30.8 NA NA 
1988 estimate 106.3 52.9 23.4 30.0 NA NA 

1 For an identification of accounts in this category, see Table H—11, including its footnotes. 
2 Excludes capital grants that are included as payments for individuals. 
NA=Not available. 

Table H-8 also shows the share of State and local capital expend-
itures financed by Federal grants or by revenues from State and 
local own sources. The Federal share increased from 8.3 percent in 
1955 to 23.9 percent in 1960 largely because of the initiation of 
Federal trust fund financing for the interstate highway system. 
The share increased from 24.6 percent in 1970 to 36.4 percent in 
1980, increasing by almost half in ten years. In contrast, this 

3 Payments for individuals are defined as Federal outlays providing benefits in cash or in-kind that constitute 
income transfers to individuals or families. 
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percentage declined to 31.3 percent in 1986, largely because State 
and local capital spending financed by their own revenues has 
increased significantly. The major capital investment programs are 
for highways, mass transit, community development block grants, 
and sewage treatment systems. 

Grants for capital investment are estimated to be $23.4 billion in 
1988, 22 percent of total grants-in-aid. 

GRANTS MANAGEMENT 

The increase in grant expenditures since World War II was 
accompanied by an increase in the number of grants designated for 
specific purposes. This increase took place especially in the 1960's 
and early 1970's. These grants usually contained Federal legislative 
and regulatory mandates, required matching funds from the recipi-
ent governments, and gave little discretion in their use to State 
and local officials. They came to be known as categorical grants, 
with complex administrative requirements to ensure that their 
purposes were met. 

To reverse this trend and to devolve authority, broad-based 
grants have been emphasized in recent years. In addition, many 
mandatory administrative or procedural requirements associated 
with grant programs have been simplified or eliminated. Regula-
tory reforms and management improvements have increased the 
efficiency of the intergovernmental grant-in-aid system and have 
strengthened the authority of State and local elected officials over 
Federal financing and development activities in their jurisdictions. 

General purpose and broad-based grants.—General-purpose aid 
gives State and local governments almost complete discretion in 
determining their use. Broad-based aid, which includes block 
grants, gives State and local governments considerable discretion 
within a broadly defined program area. Table H-9 shows general-
purpose and broad-based grants as a percent of total grants for 
selected years from 1972 to 1990. 

General-purpose aid increased dramatically with the introduction 
of the general revenue sharing program, from less than 2 percent 
of all grants in 1972 to more than 14 percent in 1975, but declined 
to 6.5 percent in 1985. The general revenue sharing program was 
terminated in 1986. The remaining programs in this category are 
expected to comprise 1.6 percent of total grants-in-aid in 1988. 

Under the current administration, broad-based aid has increased 
as a percent of total Federal aid. Based on proposals in the 1982 
Budget, Congress enacted nine block grants that consolidated 57 
grant programs. In 1982, Congress enacted the Job Training Part-
nership Act, which replaced several expiring Comprehensive Em-
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ployment and Training Act programs with a block grant to the 
States. 

In this budget the administration is proposing new block grants 
for highways and for family planning services. Broad-based aid is 
estimated to increase to 13.2 percent of total grants-in-aid in 1988. 

Table H-9. OUTLAYS FOR GENERAL-PURPOSE, BROAD-BASED, AND OTHER GRANTS 
(Dollar amounts in billions) 

Actual Estimate 

1972 1975 1980 1986 1987 1988 1989 1990 

General-purpose grants: 
General revenue sharing 6.1 

0.9 

6.8 

1.8 

5.1 

2.1 

0.1 

2.4 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Highway block grant 

0.5 

6.1 

0.9 

6.8 

1.8 

5.1 

2.1 

0.1 

2.4 1.7 1.8 1.9 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Highway block grant 

0.5 7.0 8.6 7.2 2.4 1.7 1.8 1.9 

Other general purpose fiscal 
assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Highway block grant 0.1 

3.3 
1.1 
0.5 
1.8 
2.7 

1.8 
2.1 

1.6 
3.0 
1.1 
0.6 
1.8 
2.7 

1.3 
2.0 

2.1 
2.7 
1.2 
0.5 
1.8 
2.7 

1.2 
1.8 

2.0 
2.6 
1.2 
0.5 
1.8 
2.7 

1.2 
1.6 

Community development 
Health block grants 
State education block grants 

0.1 
* 

0.1 3.9 
0.1 

3.3 
1.1 
0.4 
1.9 
2.7 

2.0 
1.9 

0.1 
3.3 
1.1 
0.5 
1.8 
2.7 

1.8 
2.1 

1.6 
3.0 
1.1 
0.6 
1.8 
2.7 

1.3 
2.0 

2.1 
2.7 
1.2 
0.5 
1.8 
2.7 

1.2 
1.8 

2.0 
2.6 
1.2 
0.5 
1.8 
2.7 

1.2 
1.6 

Employment and training 
Social services block grant 
Low-income home energy 

assistance 

1.9 
1.3 
2.0 

2.1 
2.8 

3.3 
1.1 
0.4 
1.9 
2.7 

2.0 
1.9 

0.1 
3.3 
1.1 
0.5 
1.8 
2.7 

1.8 
2.1 

1.6 
3.0 
1.1 
0.6 
1.8 
2.7 

1.3 
2.0 

2.1 
2.7 
1.2 
0.5 
1.8 
2.7 

1.2 
1.8 

2.0 
2.6 
1.2 
0.5 
1.8 
2.7 

1.2 
1.6 Other 0.8 1.1 1.4 

3.3 
1.1 
0.4 
1.9 
2.7 

2.0 
1.9 

0.1 
3.3 
1.1 
0.5 
1.8 
2.7 

1.8 
2.1 

1.6 
3.0 
1.1 
0.6 
1.8 
2.7 

1.3 
2.0 

2.1 
2.7 
1.2 
0.5 
1.8 
2.7 

1.2 
1.8 

2.0 
2.6 
1.2 
0.5 
1.8 
2.7 

1.2 
1.6 

Subtotal, broad-based 
grants 

Other grants 
2.9 

31.0 
4.6 

38.2 
10.3 
72.5 

13.4 
91.8 

13.4 
94.1 

14.1 
90.5 

14.1 
90.6 

13.6 
92.4 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 

34.4 49.8 91.5 112.4 109.9 106.3 106.5 107.9 Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 

1.6% 
8.3% 

90.1% 

14.1% 
9.2% 

76.7% 

9.4% 
11.3% 
79.3% 

6.4% 
11.9% 
81.7% 

2.2% 
12.2% 
85.6% 

1.6% 
13.2% 
85.2% 

1.7% 
13.2% 
85.1% 

1.7% 
12.6% 
85.6% 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
*$50 million, on or less. 
1 For detail, see grants in the general purpose fiscal assistance function, Table, H—11. Amounts in Table H-9 above include shared revenues 

from the Tennessee Valley Authority, shown in the energy function. 

In 1986 there were approximately 340 different grant programs. 
Most of the spending is concentrated in relatively few—more than 
85 percent of estimated obligations in 1986 were concentrated in 
only 25 programs. 

Most general-purpose and broad-based grants reduce or eliminate 
the requirement that recipients match Federal funds with their 
own. Despite the increase in these grants, matching requirements 
for all grants as a whole have increased. In 1980, State and local 
governments were estimated to provide approximately $.37 of re-
quired matching funds for each $1 of Federal aid; the State and 
local share in 1986 was about $.50 for each Federal dollar. The 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1988



C-14 • THE BUDGET FOR FISCAL YEAR 1988 

increase is because of the significant growth in programs such as 
medicaid that require a larger than average matching share. 

Federalism.—The President's success in restoring governmental 
authority and establishing regulatory flexibility to State and local 
governments has been substantial. Last year the Domestic Policy 
Council's Working Group on Federalism submitted a Statement of 
Federalism Principles to the President for his signature. On April 
8, 1986, the President signed the Statement which serves to clarify 
the relationship between Federal, State, and local governments. 
The Federalism Working Group is currently considering alterna-
tive ways to carry out these principles throughout the Government. 
The Federalism Working Group has also recommended to the Do-
mestic Policy Council that "crossover sanctions", which apply to 
one grant program in order to influence State policy in another 
area, be evaluated. 

Regulatory relief.—Regulatory relief is another area where the 
administration is seeking to give more flexibility and authority to 
State and local governments. The administration's regulatory 
policy guidelines include provisions that state: 

• Federal regulations should not preempt State laws or regula-
tions, except to guarantee rights of national citizenship or to 
avoid significant burdens on interstate commerce. 

• Regulations establishing terms or conditions of Federal grants, 
contracts, or financial assistance should be limited to the mini-
mum necessary to achieve the purposes for which the funds 
were authorized and appropriated. 

The structural changes legislated to convert categorical programs 
into block grants were accompanied by dramatic regulatory relief 
that reduced red tape and gave States and localities more flexibil-
ity in the use of the funds. Administration initiatives continue to 
provide State and local governments with regulatory relief for 
individual grant programs, maintain the regulatory relief provided 
for the new block grants, and reform selected crosscutting require-
ments, using "common" rules to carry out Federal regulations. 

OMB continued to lead a Presidential task force to make grants 
management more business-like and revise OMB Circular A-102, 
"Uniform Requirements for Grants to State and Local Govern-
ments." A-102 was identified as a target for regulatory relief by 
the Presidential Task Force on Regulatory Relief. Two products 
were developed: (1) a revised and shortened OMB circular, provid-
ing guidance to agencies on business-like management practices, 
and (2) a single, "common" agency rule, specifying terms and condi-
tions of awards to grantees, to eliminate redundant and inconsist-
ent administrative requirements among the 26 agencies. 
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Management Improvements. —In 1986, the administration carried 
out a number of efforts to improve management of the grant-in-aid 
system. The major accomplishments included the following: 

• New emphasis was placed on efforts to curb fraud, waste, and 
abuse. The President signed Executive Order 12549, "Debar-
ment and Suspension" on February 18, 1986, directing over 20 
agencies to participate in a government-wide system of debar-
ment and suspension for nonprocurement programs and activi-
ties (grants, loans, etc.). OMB and an interagency task force 
developed procedural guidelines to ensure consistency in 
agency implementation, prescribing which programs and ac-
tivities are covered by the Order, government-wide criteria, 
and minimum due process procedures. Proposed OMB guide-
lines were issued in February, 1986; final guidelines are expect-
ed in early 1987. 

• In February, 1986, pursuant to a Presidential memorandum, 17 
agencies issued a single, "common" final regulation simplifying 
uniform relocation assistance policies. The common rule recog-
nizes State and local competence, deletes regulatory planning 
requirements, and changes the reporting frequency, which had 
been annual in most cases, to no more than every three years. 

• A cash management seminar promoting the new cash manage-
ment policies developed by a joint State and Federal task force 
was held in 1986. Several States expressed interest in one of 
the optional funding techniques. OMB and Treasury have pre-
pared proposed amendments to the Intergovernmental Coop-
eration Act to permit full implementation. 

OTHER SOURCES OF FEDERAL AID INFORMATION 

The grant-in-aid series in the budget provides a comprehensive 
picture of Federal grants-in-aid, which are programs financed but 
not directly administered by the Federal Government. The Census 
series (published in Governmental Finances) and the national 
income and product accounts (NIPA) series (published in Special 
Analysis B and in the Survey of Current Business) are parts of a 
broader statistical concept encompassing the entire economy, and 
as a consequence grants-in-aid are defined somewhat differently 
than in the budget. Both series omit the following items that the 
budget includes: 

—Federal aid to the Governments of Puerto Rico and U.S. terri-
tories; 

—certain payments in-kind, primarily commodities purchased by 
the Department of Agriculture and donated to the school lunch 
and other nutrition programs; and 
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—payments to private, nonprofit entities (such as nonprofit hos-
pitals) that operate under State auspices or within a State 
plan. 

One major group of payments excluded in the budget definition 
of grants but included in the Census and NIPA series is payments 
for research conducted by public universities. The budget series 
excludes these payments because they are considered to be a pur-
chase of services for the Federal Government rather than aid for 
State or local programs. Because both Census and the NIPA series 
focus on total cash payments to State and local governments, they 
count these as grants. A major item included only in the Census 
definition is unemployment compensation for Federal employees, 
ex-servicemen, and temporary extended benefits. One major kind of 
outlay included in the budget and Census definitions but excluded 
from the NIPA series is grants to subsidize the operation of public 
enterprises, mainly housing and transportation facilities. These are 
counted as subsidies by the Federal Government in the NIPA 
rather than as grants. Table H-10 shows these and other minor 
differences among the three series, but the differences are largely 
offsetting and the three series exhibit similar patterns. 

Table H-10. THREE MEASURES OF FEDERAL GRANTS-IN-AID TO STATE AND LOCAL GOVERNMENTS, 
1982-85 

(In billions of dollars) 

1982 1983 1984 1985 

Budget (Special Analysis H) 88.2 92.5 97.6 105.9 
Less principal exclusions: 

Agricultural commodities - 1 . 1 - 2 . 0 - 1 . 8 - 2 . 5 
Geographical exclusions - 1 . 8 - 2 . 5 - 2 . 6 - 2 . 7 

Plus payments for research 3.4 4.2 4.6 5.1 
Federal unemployment benefits and related 0.4 0.2 0.4 0.4 
All other (net) - 3 . 1 - 3 . 9 0.7 1.0 

Federal payments (Census) 86.0 88.5 99.0 107.2 
Less: 

Low-rent public housing - 4 . 8 - 5 . 5 - 5 . 6 - 6 . 2 
Federal unemployment benefits and related - 0 . 4 - 0 . 2 - 0 . 4 - 0 . 4 
All other (net) 2.6 2.9 - 2 . 3 - 2 . 9 

Grants-in-aid (national income and product accounts) 83.4 85.7 90.7 97.7 

In addition to these data sources, information on the distribution 
of Federal funds to State and local governments can be found in 
several other documents. 

—Budget Information for the States (BIS) provides estimates of 
State funding allocations for the largest formula grant pro-
grams for the past, present and budget year. These programs 
comprise approximately 80 percent of total Federal aid to State 
and local governments. The document is prepared by the Office 
of Management and Budget soon after the Budget is released. 
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—Federal Expenditures by State is a report prepared by the 
Bureau of the Census that shows Federal spending by State for 
the most recently completed fiscal year. This document in-
cludes the outlay data on Federal grants to State and local 
governments that previously appeared in the Department of 
the Treasury publication, Federal Aid to States. 

—The Consolidated Federal Funds Report (CFFR) is two annual 
documents that show the distribution of Federal spending by 
county areas and by local governmental jurisdictions. It is 
released by the Bureau of the Census in the Spring. 

—The Catalog of Federal Domestic Assistance is prepared by the 
General Services Administration with data collected by the 
Office of Management and Budget and is available from the 
Government Printing Office. The basic edition of the Catalog is 
usually published in June and an update is generally published 
in December. It contains a detailed listing of grant-in-aid and 
other assistance programs; discussions of eligibility criteria, 
application procedures, and estimated obligations; and related 
information. This is a primary reference source for communi-
ties wishing to apply for grants-in-aid. 

—The Federal Register is published daily by the Government 
Printing Office and has current information on agencies that 
are accepting applications for specific programs. These notices 
also provide information on eligibility criteria and application 
procedures. 

—The Federal Assistance Awards Data System (FAADS) provides 
computerized information about current grant funding. Data 
on all direct assistance awards are provided quarterly to the 
States and to the Congress. 

THE STATE AND LOCAL GOVERNMENT SECTOR OF THE NATIONAL 
INCOME AND PRODUCT ACCOUNTS4 

The national income and product accounts (NIPA) provide a 
comprehensive statistical description of the U.S. economy that in-
cludes State and local government receipts and expenditures. These 
data measure the relationship between the State and local govern-
ments as a sector of the economy and other sectors. 

There are three major differences between NIPA data and a 
government's own budgetary accounting for receipts and expendi-
tures. First, financial transactions and the purchase and sale of 
land and other existing assets are excluded from NIPA data but 
are generally included in budgetary data. Second, a large number 
of transactions in the NIPA accounts are recorded on an accrual 
basis, while many governments show transactions on a cash basis. 

4 Special Analysis B provides general information on the Federal sector of the national income and product 
accounts. 
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Third, NIPA data aggregate total State and local transactions, 
whereas many governments separate their general fund from spe-
cial funds. As a result of these differences, NIPA totals are not the 
same as an aggregate of these governments' financial budgets. 
However, the NIPA data do provide timely estimates of total State 
and local fiscal transactions not otherwise available and if used 
with care can provide helpful financial indicators. 

NIPA State and local sector.—The following chart shows State 
and local operating account surpluses and deficits as a percent of 
receipts, excluding the social insurance funds (primarily pensions). 
The social insurance funds have been excluded because their sur-
pluses are for future pension obligations and are not available for 
carrying out the general responsibilities of these governments. It is 
reasonable for the operating account to be in deficit because it 
includes capital expenditures, often financed through borrowing. 

The peaks and troughs in the operating account are largely the 
result of: 

—changes in economic activity, which affect primarily receipts; 
—decisions regarding debt-financed capital spending; and 
—changes in Federal aid. 
The operating account was in deficit every year from 1955 to 

1971. Unlike this earlier period, during the 1970's it was generally 
in surplus. In part, this change reflected the growth of Federal 
grants (rather than State and local borrowing) to finance new 
infrastructure. 

—The surpluses in the early 1970's were largely the result of the 
initiation of general revenue sharing and strong economic 
growth. 

—The low point in 1975 was largely the result of the recession. 
—The surpluses in the latter 1970's were largely the result of the 

economic recovery, increases in anti-recession Federal grants, 
reductions in debt-financed capital spending, and general re-
straints in government spending exemplified by the passage of 
Proposition 13 in California in 1978. 

The recession brought the account into deficit in 1980 and 1982, 
albeit quite small ones relative to the 1955-71 period. As a result of 
the recession, States and localities reduced expenditures, and in-
creased taxes. These actions along with national economic growth 
over the past four years have helped return the account to surplus 
for 1983-1986. 
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State and Local Surpluses and Deficits (Operating Account) 
as a Percent of Receipts 
Percent Percent 

Note: Excludes Social Insurance Funds 

DETAILED FEDERAL A I D TABLES 

The following two tables present detailed Federal aid data for 
1986, 1987, and 1988. Table H-l l , "Federal Grants to State and 
Local Governments—Budget Authority and Outlays," provides de-
tailed budget authority and outlay data for grants-in-aid. Table H-
12, "Credit Assistance to State and Local Governments," provides 
information on direct and guaranteed loans to State and local 
governments. 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1986 
actual 

1987 
estimate 

1988 
estimate 

OUTLAYS 

1986 
actual 

1987 
estimate 

NATIONAL DEFENSE: 
Department of Defense-Military: 

National Guard centers construction 
Other 

Federal Emergency Management Agency: 
Emergency management planning and 

assistance 

95 

79 
Total, national defense. 175 

ENERGY: 
Department of Energy: 

Energy conservation 
Department of Housing and Urban Devel-

opment: 
Assistance for solar and conservation 

improvements 
Tennessee Valley Authority: 

Tennessee Valley Authority fund 

263 

Total, energy.. 263 

NATURAL RESOURCES AND ENVIRON-
MENT: 

Department of Agriculture: 
Watershed and flood prevention oper-

ations 
Resource conservation and development. 
State and private forestry 
Forest research 

Department of Commerce-. 
Operations research and facilities 

Department of the Interior: 
Abandoned mine reclamation fund 
Regulation and technology 
Land acquisition 
Urban park and recreation fund 
Historic preservation fund 
Resource management 
Construction 
Sport fish restoration 
Miscellaneous permanent appropriations.. 

Environmental Protection Agency: 
Sewage treatment system construction 

grants 
Abatement control, and compliance 
Hazardous substance superfund 
Leaking underground storage tank trust 

172 
8 

25 

139 

149 
35 
46 

24 
5 
2 

122 
121 

1,774 
271 
32 

Total, natural resources and envi-
ronment 2,926 

AGRICULTURE: 
Department of Agriculture: 

Food donations (Commodity Credit Cor-
poration) 

Temporary emergency food assistance 
program 

Extension Service 
Cooperative State Research Service 

1,281 

50 
328 
285 

78 
175 

14 

15 

85 

161 
45 

141 
110 

2,000 
275 
266 

16 

3,155 

100 95 

77 81 
177 177 

311 

32 

196 
538 

54 

151 
45 

174 
114 

2,000 
296 
297 

169 
10 
25 

139 

130 
34 
90 

7 
25 

6 
3 

39 
152 

3,109 
260 
49 

3,138 4,255 

1,400 

21 
332 
308 

1,279 

263 
240 

1,281 

50 
340 
260 

77 
174 

215 

13 

202 
431 

101 
7 

29 
7 

129 

140 
45 
73 

7 
22 

2 
1 

121 
113 

2,599 
285 

74 

3,757 

1,400 

25 
332 
285 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1986 
actual 

1987 
estimate 

1988 
estimate 

OUTLAYS 

1986 
actual 

1987 
estimate 

Payments to States and possessions 
(AMS) 
Total, agriculture.. 1,945 2,063 1,782 1,932 2,044 

COMMERCE AND HOUSING CREDIT: 
Department of Agriculture: 

Miscellaneous expiring appropriations 
Department of Commerce: 

Enterprise development and opportunity.. 
Total, commerce 

credit 
and housing 

TRANSPORTATION: 
Department of Transportation: 

Federal-aid highways (trust fund) 
Highway traffic safety grants 
Highway-related safety grants 
Motor carrier safety grants 
Other highway programs 
Formula mass transit grants 
Discretionary grants - transit 
Interstate transfer grants - transit 
Research, training, and human re-

sources 
Washington metro 
Miscellaneous expired accounts 
Federal Railroad Administration 
Grants-in-aid for airports 
Boat safety 
Research and special programs 
Pipeline safety 

Washington Metropolitan Area Transit Au-
thority: 
Interest payments 

14,465 
126 

9 
16 
38 

2,058 
1,053 

191 

6 
217 

13,242 
110 

10 
66 
80 

2,000 
1,002 

200 

6 
201 

13,242 
110 
10 
50 

1,374 

130 

16 
973 

48 
4 

10 
1,017 

45 
4 

1,017 
30 

13,785 
136 

11 
14 

164 
1,652 

633 
389 

84 
533 

22 
853 

23 
4 

12,319 
128 

9 
27 

120 
1,996 

898 
360 

7 
196 
450 

45 
889 

39 
4 

52 52 52 56 57 
Total, transportation. 19,273 18,046 16,019 18,366 17,544 

COMMUNITY AND REGIONAL DEVELOP-
MENT: 

Funds Appropriated to the President: 
Disaster relief 

Department of Agriculture: 
Rural water and waste disposal grants-
Rural community fire protection grants-
Rural development loan fund 
Miscellaneous expiring appropriations 

Department of Commerce: 
Economic development assistance pro-

grams 
Other programs 

Department of the Interior: 
Bureau of Indian Affairs.. 

Department of Housing and Urban Devel-
opment: 
Community development block grants 
Urban development action grants 
Rental housing development and reha-

bilitation 
Other community development 

297 

109 
3 

102 

30 
1 

106 288 

178 
3 

191 28 

11 

2,990 
316 

144 

17 

2,625 
20 

95 

23 

2,510 

75 

253 
2 

11 

3,326 
461 

142 
13 

266 
167 

1 
14 

1 

201 
3 

17 

3,292 
428 

322 
6 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

actual 
1987 

estimate estimate 

OUTLAYS 

1986 
actual 

1987 
estimate 

Federal Emergency Management Agency: 
Emergency management planning and 

assistance 
National insurance development fund 

Appalachian Regional Commission: 
Appalachian regional development pro-

grams 
Neighborhood Reinvestment Corporation: 

Neighborhood Reinvestment Corporation-
Total, community and regional 

development 

112 

18 19 

4,211 3,012 2,735 

EDUCATION, TRAINING, EMPLOYMENT, 
AND SOCIAL SERVICES: 

Department of Commerce: 
Public telecommunications facilities 
Miscellaneous appropriations 

Department of Defense-Civil: 
Payment to the Henry M. Jackson 

Foundation 
Department of Health and Human Serv-

ices, except Social Security: 
Social services block grant 
Community services 
Interim assistance to States for immi-

gration 
Human development services 
Family social services 
Work incentives 

Department of the Interior: 
Operation of Indian programs 

Department of Labor: 
Training and employment services 
Federal-State employment service 
Community service employment for 

older Americans 
Department of Education: 

Compensatory education for the disad-
vantaged 

Impact aid 
Special programs 
Bilingual education 
Immigrant education 
Indian education 
Education for the handicapped 
Rehabilitation services and handicapped 

research 
Payments to institutions for the handi-

capped 
Vocational and adult education 
Student financial assistance1 

Higher education 
Higher education facilities loans and 

insurance 
Libraries 

Community Services Administration: 
Community services programs 

Corporation for Public Broadcasting: 
Public broadcasting fund 

23 

2,584 
352 

10 

2,700 
368 

1,827 
746 
203 

22 

2,680 
928 

69 

3,525 
676 
626 

98 
29 
61 

1,205 

1,191 

5 
898 

73 
10 

115 

160 

1,981 
978 
103 

23 

2,634 
840 

72 

3,938 
699 
809 
104 

60 
1,302 

1,234 

6 
546 

98 

2,700 
310 

928 
2,210 

682 

23 

3,693 
843 

72 

4,144 
548 
722 
104 

60 
1,352 

1,278 

6 
128 

154 

18 

4,861 

18 

2,671 
350 

200 258 

1,831 
794 
227 

22 

3,019 
957 

71 

3,392 
678 
575 

52 
46 
59 

1,596 

1,198 

3 
1,008 

82 

6 
98 

- 2 

160 

135 

19 

4,881 

24 

10 

2,661 
368 

1,912 
908 
110 

23 

2,885 
915 

70 

3,097 3,946 
760 576 
615 820 
112 102 
21 7 
48 60 

1,239 1,165 

1,264 1,265 

10 6 
1,035 516 

60 2 
9 8 

186 79 

- 2 - 1 

200 170 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1988



SPECIAL ANALYSIS B B-15 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1986 
actual 

1987 
estimate 

1988 
estimate 

OUTLAYS 

1986 
actual 

1987 

National Endowment for the Arts: 
National Endowment for the Arts.. 

Institute of Museum Services: 
Institute of Museum Services 

Total, education, training, em-
ployment, and social services 

HEALTH: 
Department of Agriculture: 

Food Safety and Inspection Service 
Department of Health and Human Serv-

ices, except Social Security: 
Medicaid 1 

Public health service management 
Health resources and services1 

Disease control, research and training 
Alcohol, drug abuse, and mental 

health1 

Department of Labor: 
Occupational Safety and Health Admin-

istration 
Mine Safety and Health Administration... 

Total, health 

INCOME SECURITY: 
Department of Agriculture: 

Child nutrition programs (incl. Sect. 
32) i . . . 

Food stamp program administration1 

Nutrition assistance for Puerto Rico1.... 
Women, infants, and children pro-

grams 1 

Commodity supplemental food pro-
gram 1 

Special milk program 1 

Cash and commodities for selected 
groups1 

Rural housing preservation grants1 

Rural housing for domestic farm labor1 

Mutual and self-help housing 1 

Department of Health and Human Serv-
ices, except Social Security-. 
Family support payments to States 

(AFDC and CSE) 1 

Program administration 
Payments to States from receipts for 

child support 
Low income home energy assistance1... 
Refugee and entrant assistance1 

Department of Labor: 
Unemployment trust fund - administra-

tion 
Department of Housing and Urban Devel-

opment: 
Subsidized housing program 1 

Shelter programs1 

Payments for operation of low income 
housing 1 

18,139 

34 

24,644 

1,045 
177 

490 

26,449 

4,083 
947 
820 

1,578 

37 
11 

194 
19 
10 

9,899 
15 

2,008 
391 

1,598 

3,693 

18,753 20,101 18,953 18,573 

35 

26,640 

1,068 
214 

697 

26,864 
155 
930 
216 

522 

33 

24,995 

35 

26,700 

1,078 
164 

494 

1,079 
175 

640 

28,719 28,753 26,823 28,693 

4,375 
1,056 

853 

1,661 

41 
18 

194 
5 
2 

3,850 
1,090 

825 

1,685 

35 

193 

4,014 
968 
824 

1,577 

36 
15 

183 

1,159 

10,414 
18 

1,822 
328 

1,599 

3,969 
15 

1,435 

9,776 
3 

1,237 
245 

1,700 

3,920 
5 

1,377 

9,877 

2,046 
422 

1,570 

5,221 

1,181 

4,322 
1,128 

849 

1,700 

42 
19 

211 
20 
10 

6 

10,606 

1,838 
366 

1,599 

4,925 
8 

1,344 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1986 
actual 

1987 
estimate estimate 

OUTLAYS 

actual 
1987 

estimate 

Low-rent public housing (forgiven 
loans) 

Congregate services program 1 

Federal Emergency Management Agency: 
Emergency food and shelter1 

895 
3 

70 

1,829 
3 

70 

1,552 1,012 
4 

89 
Total, income security. 27,437 29,709 27,573 29,070 30,986 

VETERANS BENEFITS AND SERVICES: 
Veterans Administration: 

Medical care1 

Grants for constructing State care fa-
cilities 1 

Other veterans 
Total, veterans benefits and serv-

ices 

ADMINISTRATION OF JUSTICE: 
Department of Justice: 

Justice assistance 
Crime victims fund 
National Institute of Corrections 
Revolving fund 

Department of the Treasury: 
Payments to the Government of Puerto 

Rico 
Department of Housing and Urban Devel-

opment: 
Fair housing assistance 

Equal Employment Opportunity Commis-
sion: 
Equal Employment Opportunity Commis-

sion 
Other Temporary Commissions: 

State Justice Institute: salaries and ex-
penses 
Total, administration of justice.. 

GENERAL GOVERNMENT: 
Department of the Interior: 

Administration of territories 
Trust Territory of the Pacific Islands... 

Total, general government. 

GENERAL PURPOSE FISCAL ASSIST-
ANCE: 

Department of Agriculture: 
Forest Service permanent appropriations. 

Department of Defense-Civil: 
Corps of Engineers permanent appro-

priations 
Department of the Interior: 

Payments in lieu of taxes 
Payments to States - mineral leasing 

receipts 
Bureau of Land Management permanent 

appropriations 
National wildlife refuge fund 
Payments to the U.S. territories 

125 
59 

6 

19 

215 

151 

685 

4 

100 

423 

83 
11 

110 

358 
63 

3 

20 

464 

140 

274 

8 

105 

435 

76 
13 
65 

121 90 

10 

24 21 

133 133 

74 171 

26 

6 

105 

391 

50 
13 
70 

399 

7 

100 

423 

19 
12 
78 
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Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

BUDGET AUTHORITY OUTLAYS 
Function, agency and program 1986 1987 1988 1986 1987 1988 

actual estimate estimate actual estimate estimate 

Department of the Treasury: 
General revenue sharing 4,185 5,114 76 
Internal revenue collections for Puerto 

4,185 5,114 76 

Rico 205 205 205 205 205 205 
Miscellaneous permanent appropriations- 97 108 111 100 108 111 

Department of Energy: 
Payments to States under the Federal 

Power Act 1 1 1 * 1 1 
District of Columbia: 

Federal payment to the District of Co-
lumbia 530 580 527 530 580 527 
Total, general purpose fiscal as-

sistance 6,403 1,869 1,505 6,988 2,231 1,504 

Total, grants-in-aid 107,676 106,231 102,118 112,357 109,879 106,278 

*$500 thousand or less. 
1 Programs included in the 'grants for payments to individuals' category shown in Table H-8. 
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Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS 1 

(In millions of dollars) 

Function, agency and program 1986 
actual 

1987 
estimate 

Direct Loans 
Energy, natural resources and environment: 

Department of the Interior: 
Bureau of Reclamation loan program 

Drought emergency loan fund 

Environmental Protection Agency: 
Construction grants 

Abatement, control, and compliance 

Total, energy, natural resources and envi-
ronment 

Commerce and housing credit: 
Department of Agriculture: 

Rural housing insurance fund.. 

Transportation: 
Department of Transportation: 

Federal-aid highways (trust fund). 

Right-of-way revolving fund. 

Total, transportation 

Community and regional development: 
Department of Agriculture: 

Rural development insurance fund.. 

Department of Commerce: 
Coastal energy impact fund.. 

Department of Interior: 
BIA revolving fund for loans., 

Loan disbursements.. 
Met loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 
Outstandings 

Loan disbursements.. 
Net loans 

47 
38 

3 
3 

14 

22 
22 
24 

72 
62 

532 

25 
13 

381 

1 
1 

76 

48 
131 

49 
1 

207 

453 
249 

7,957 

5 
2 

96 

7 
2 

38 
28 

507 

-1 
13 

1 
-11 

3 

49 
48 
72 

64 
596 

25 
15 

396 

77 

48 
131 

48 • 

208 

383 
-1,659 

6,298 

100 

13 
8 
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Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS '—Continued 
(In millions of dollars) 

Function, agency and program 1986 
actual 

1987 
estimate 

1988 
estimate 

Department of Housing and Urban Development: 
Community development 

FHA revolving fund (liquidating programs) 

Urban renewal programs 

Outstandings 

Loan disbursements 
Net loans 
Outstandings 

Net loans 
Outstandings 

Net loans 

53 

89 
11 

300 

-26 
359 

* 

1 

61 

6 6 
-8 
292 

-38 
322 

-1 

61 

29 
-51 
241 

-218 
104 

Total, community and regional development... 

Education, training, employment, and social services: 
Department of Education: 

College housing loans 

Higher education facilities loan and insurance 
fund 

Outstandings 

53 

89 
11 

300 

-26 
359 

* 

1 

61 

6 6 
-8 
292 

-38 
322 

-1 

Total, community and regional development... 

Education, training, employment, and social services: 
Department of Education: 

College housing loans 

Higher education facilities loan and insurance 
fund 

Loan disbursements 
Net loans 
Outstandings 

Loan disbursements 
Net bans 
Outstandings 

Net loans 

554 
239 

8,766 

470 
-1,693 

7,074 

400 
-4,153 

2,921 

Total, community and regional development... 

Education, training, employment, and social services: 
Department of Education: 

College housing loans 

Higher education facilities loan and insurance 
fund 

Loan disbursements 
Net loans 
Outstandings 

Loan disbursements 
Net bans 
Outstandings 

Net loans 

7 
-23 

717 

-6 
109 

16 
6 

169 

21 
-323 

395 

-6 
104 

16 
-16 

153 

20 
-293 

102 

-51 
52 

Student loans and other 

Outstandings 

Loan disbursements 

7 
-23 

717 

-6 
109 

16 
6 

169 

21 
-323 

395 

-6 
104 

16 
-16 

153 

20 
-293 

102 

-51 
52 

Total education, training, employment, and 
social services 

Health: 
Department of Health and Human Services: 

Medical facilities guarantee and loan fund 

General purpose fiscal assistance: 
Other independent agencies: 

Loans to the District of Columbia 

Grand total, direct loans 

Net loans 
Outstandings 

7 
-23 

717 

-6 
109 

16 
6 

169 

21 
-323 

395 

-6 
104 

16 
-16 

153 
-75 

78 
Total education, training, employment, and 

social services 

Health: 
Department of Health and Human Services: 

Medical facilities guarantee and loan fund 

General purpose fiscal assistance: 
Other independent agencies: 

Loans to the District of Columbia 

Grand total, direct loans 

Loan disbursements 
Net loans 
Outstandings 

Net loans 
Outstandings 

Net loans 
Outstandings 

New loans 
Net loans 
Outstandings 

23 
-22 

995 

37 
-344 

651 

20 
-420 

232 

Total education, training, employment, and 
social services 

Health: 
Department of Health and Human Services: 

Medical facilities guarantee and loan fund 

General purpose fiscal assistance: 
Other independent agencies: 

Loans to the District of Columbia 

Grand total, direct loans 

Loan disbursements 
Net loans 
Outstandings 

Net loans 
Outstandings 

Net loans 
Outstandings 

New loans 
Net loans 
Outstandings 

-1 
15 

-1 
14 

-1 
13 

Total education, training, employment, and 
social services 

Health: 
Department of Health and Human Services: 

Medical facilities guarantee and loan fund 

General purpose fiscal assistance: 
Other independent agencies: 

Loans to the District of Columbia 

Grand total, direct loans 

Loan disbursements 
Net loans 
Outstandings 

Net loans 
Outstandings 

Net loans 
Outstandings 

New loans 
Net loans 
Outstandings 

-564 
1,008 

-293 
715 

-30 
685 

Total education, training, employment, and 
social services 

Health: 
Department of Health and Human Services: 

Medical facilities guarantee and loan fund 

General purpose fiscal assistance: 
Other independent agencies: 

Loans to the District of Columbia 

Grand total, direct loans 

Loan disbursements 
Net loans 
Outstandings 

Net loans 
Outstandings 

Net loans 
Outstandings 

New loans 
Net loans 
Outstandings 

723 
—271 
11,905 

6 6 8 
-2,251 

9,653 

515 
-4,571 

4,724 
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C-14 • THE BUDGET FOR FISCAL YEAR 1988 

Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS '—Continued 
(In millions of dollars) 

Function, agency and program 1986 
actual 

1987 
estimate 

Guaranteed Loans 
Community and regional development: 

Department of Agriculture: 
Rural development insurance fund 

Department of Housing and Urban Development: 
Revolving fund (liquidating programs) 

Urban renewal programs 

Community development 

Department of Interior: 
Indian loans 

Total, community and regional development. 

Income security: 
Department of Housing and Urban Development: 

Low-rent public housing 

Grand total, guaranteed loans.. 

Net loans 
Outstandings.. 

New guaranteed loans.. 
Net loans 
Outstandings 

Outstandings 
New guaranteed loans.. 
Net loans 
Outstanding 

New guaranteed loans.. 
Net loans 
Outstanding 

New guaranteed loans.. 
Net loans 
Outstandings 

Net loans 
Outstandings.. 

New guaranteed loans.. 
Net loans 
Outstandings 

-14 
393 

50 
46 

292 

50 
31 

498 

-275 
8,612 

50 
-244 
9,110 

-10 
383 

14 
2 
2 

-14 

147 
147 
147 

30 
26 

117 

191 
151 
650 

-312 
8,300 

191 
-161 
8,950 

* $500 thousand or less. 
1 Only direct loans are included in budget outlays. New direct loan disbursements less loan repayments, sales, etc., are net loans, which are 

counted in the budget as outlays. Guaranteed loans are non-Federal loans guaranteed by the Federal Government. For a discussion of credit in the 
budget, see Special Analysis, F, "Federal Credit Programs" 
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SPECIAL ANALYSIS H 

FEDERAL AID TO STATE AND LOCAL GOVERNMENTS 1 

State and local governments have a vital constitutional role in 
providing government services. They have the major role in provid-
ing domestic public services, such as public education, law enforce-
ment, public roads, water supply, and sewage treatment. The Fed-
eral Government contributes directly toward that role both by 
promoting a healthy economy and by providing grants, loans, and 
tax subsidies to States and localities. 

Federal grants help State and local governments finance pro-
grams covering most areas of domestic public spending, including 
income support, capital spending, and other assistance. Federal 
grant-in-aid outlays, estimated to be $116.7 billion in 1988, are 
projected to increase to $119.0 billion in 1989. This increase reflects 
the administration's efforts to continue to support Federal grant 
programs for the needy, and to reduce Federal involvement in 
activities that are primarily State and local responsibilities. 

The grant-in-aid proposals in the 1989 budget are affected by the 
Bipartisan Budget Agreement of November 1987. This agreement 
was designed to meet the Gramm-Rudman-Hollings deficit targets 
for 1988 and 1989. The 1989 budget meets these targets as well as 
the other targets in the agreement, such as those for total domestic 
mandatory and domestic discretionary programs. 

Consistent with the agreement, the administration is proposing 
no major legislative changes for 1988 or 1989 for mandatory pro-
grams that are grants, such as medicaid or aid to families with 
dependent children, except for welfare reform. For 1989, the budget 
meets the overall target for total domestic discretionary programs, 
but proposes increases for high-priority discretionary grants, such 
as education and training, and reductions for grant programs that 
are not Federal priorities, such as grants for economic subsidies, 
community development, and mass transit. 

The major proposals affecting grants-in-aid in the 1989 budget 
include increases for welfare reform, education, and training, and 
reductions and terminations of some discretionary grant programs: 

• For welfare reform, the administration continues to support 
the proposed "AFDC Employment and Training Reorganiza-

1 Federal aid to State and local governments is defined as the provision of resources by the Federal Govern-
ment to support a State or local program of governmental service to the public. The three primary forms of aid 
are grants-in-aid (including shared revenues), loans, and tax expenditures. 

H - 1 
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F-88 THE BUDGET FOR FISCAL YEAR 1989 

tion Act of 1987" (H.R. 3200 and S.1655). This legislation 
authorizes a comprehensive employment and training pro-
gram in which teenage recipients would be encouraged to 
remain in or return to school, and older recipients would 
participate in a variety of employment and training activities 
designed to improve their employment status. The child sup-
port enforcement system would be strengthened to ensure 
that children receive adequate and timely support from par-
ents who are absent from the home. States would have broad 
flexibility to carefully test innovative alternatives to current 
programs that support low income families and individuals. 

• The administration proposes increases for major elementary 
and secondary education programs and for major employment 
and training programs above the 1988 levels. In addition to 
the increases for welfare reform, these increases will assist 
States and localities in meeting the educational and training 
needs of youth and adults. 

The administration is also proposing reductions or terminations 
of discretionary grant programs that are unnecessary, ineffective, 
or an inappropriate use of Federal funds. These proposals are 
motivated both by the need to reduce the Federal deficit and by a 
fundamental conviction about the proper relationship between Fed-
eral, State, and local governments. The major reductions or termi-
nations include: 

• Large reductions for mass transit programs. The penny gas 
tax for mass transit activities would continue to be used to 
fund mass transit capital spending, rural transit, and operat-
ing subsidies to small cities, but general tax dollars would not 
be used (except for the Washington, D.C. Metro, which is 
authorized separately). Operating subsidies for medium and 
large communities are proposed for elimination. 

• Termination of urban development action grants, economic 
development assistance, and Appalachian regional develop-
ment grants in order to reduce direct Federal intervention in 
the economic decisions of firms and individuals. 

• A phased termination of the community services block grant 
to allow grantees time to solicit other sources of Federal, 
State, local, and private funding. 

The accompanying chart shows trends in outlays in major grant 
categories from 1979 to 1989. Grant outlays for payments for indi-
viduals are estimated to be 54 percent of total grants by 1989; for 
physical capital investment, 21 percent; and for all other grants, 
largely for education, training, and social services, 26 percent. 

In addition to grants-in-aid, Federal direct lending and loan guar-
antees to State and local governments are another source of Feder-
al aid. Federal loans are used by States and localities for many 
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purposes, including land and water resource development and edu-
cation. In 1989, the Federal Government is expected to disburse 
$664 million in new loans to State and local governments, com-
pared to $641 million in 1988. New guaranteed loans are estimated 
to be $72 million in 1989, compared to $154 million in 1988. 

The two major State and local tax expenditures are the deduct-
ibility of most State and local taxes and the exclusion of interest on 
State and local securities from Federal taxation. As described later, 
some State and local tax expenditures were changed significantly 
in the Tax Reform Act of 1986. Federal aid to State and local 
governments through tax expenditures is estimated to be $43.5 
billion in 1989. 

Federal Grants to State and Local Governments 
$ Billions 

120 

100-

% Billions 
120 

-100 

1979 80 81 82 83 84 85 86 87 88 89 
Fiscal Years Estimate 

HIGHLIGHTS OF THE FEDERAL AID PROGRAM 

This section provides an overview of the Federal aid program 
proposed for 1989. Shown first are major differences between 
actual grant outlays in 1987 and estimated amounts for 1988 and 
1989. This presentation is followed by a more detailed description 
of proposals for specific grant programs and a discussion of pro-
posed levels of Federal aid through loans and tax expenditures. 
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Detailed data supporting the description of grant programs are in 
Table H- l l . 

Table H- l shows changes in grant outlays between 1987 and 
1988 and between 1988 and 1989. These changes are divided into 
three categories: payments for individuals, grants for physical cap-
ital investment, and all other grants. From 1987 to 1989, grants for 
payments for individuals increase $7.5 billion, capital grants in-
crease $1.0 billion, and other grants increase $2.1 billion. 

Table H - l . FEDERAL GRANT-IN-AID CHANGES, 1987-39 
(In billions of dollars) 

Total grants, 1987 actual 
Changes: 

Payments for individuals: 
Medicaid 
Housing assistance 
Food and nutrition assistance.. 
Family support payments 
Other 

Subtotal, payments for individuals, 1987-88 change.. 
Physical capital investment: 

Highway programs 
Sewage treatment plants 
Mass transit 
Community and regional development 
Other 

Subtotal, capital, 1987-88 change.. 
Other programs: 

Social services 
Elementary and secondary education... 
Other 

Subtotal, other programs, 1987-88 change.. 

Total grants, 1988 estimate 
Changes: 

Payments for individuals: 
Medicaid 
Housing assistance 
Food and nutrition assistance.. 
Other 

Subtotal, payments for individuals, 1988-89 change.. 
Physical capital investment: 

Sewage treatment plants 
Other 

Subtotal, capital, 1988-89 change.. 
Other programs, 1988-89 change 

Total grants, 1989 estimate.. 

' Less than $50 million. 

Energy, Natural Resources, Environment, and Agriculture.—State 
and local energy conservation grants administered by the Depart-
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ment of Energy are used to weatherize school buildings, hospitals, 
and the homes of low-income individuals. Grants are also available 
to help States develop energy conservation programs. States have 
received more than $3.0 billion from the settlement of cases involv-
ing violations of rules and regulations under the price control 
program which expired in 1981. Because these amounts are avail-
able to fund the State grant programs, the budget includes no new 
budget authority for these activities for 1989. 

Grants to States for land acquisition and development of outdoor 
recreation lands, and for State historic preservation efforts are also 
proposed for elimination in 1989. These needs can be met through 
State, local, and private resources and the positive effect of Federal 
tax incentives on private investment in historic buildings. 

The budget authority requested for grants for the abandoned 
mine reclamation fund in 1989 is $130 million, $30 million less 
than the 1988 level. The lower level reflects spending that can be 
absorbed by States each year until program completion in 1992. 
Approximately 225 projects in 22 States will be financed by the 
1989 request. 

Outlays for sport fish restoration grants are estimated to increase 
from $148 million in 1988 to $163 million in 1989, using increased 
funds from motorboat fuel taxes, excise taxes, and customs duties 
added by the Deficit Reduction Act of 1984. 

The Environmental Protection Agency sewage treatment con-
struction grants program was created to help State and local gov-
ernments build municipal wastewater treatment systems. The 
original objective of this program—to reduce the pollution from 
municipal waste—has largely been met with the assistance that 
has been provided since 1972. For 1989, the administration is re-
questing $1.5 billion in budget authority divided evenly between 
the existing grant program and the new state revolving fund (SRF) 
program. Capitalization grants to SRFs are intended to set up self-
sustaining financial mechanisms that would make loans, support 
refinancing, and provide loan guarantees. The 1989 funding level is 
consistent with the President's long-term program level of $12 
billion from 1986 to 1993 proposed in the 1988 budget. Outlays are 
estimated to be $2.4 billion in 1989, largely from prior-year commit-
ments. 

The hazardous substance superfund pays for the cleanup of aban-
doned hazardous waste sites and chemical spills. Budget authority 
of $219 million is requested for 1989 for site specific cooperative 
agreements with States. This funding level, which is $25 million 
above the 1988 level, should finance the cleanup of 26 sites in 1989, 
nine more than in 1988. 

The Extension Service makes formula and project grants to 
States to provide out-of-school education in agriculture and other 
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subjects at State and local levels. The administration proposes to 
terminate the project grants to States that are used to support 
such programs as urban gardening, pest management, and support 
for rural development centers, and to reduce funding for food and 
nutrition education. These activities can be funded from the formu-
la grant, which would continue. Proposed budget authority for 
Extension Service grants for 1989 is $300 million, a $58 million 
reduction from the 1988 amount. Proposed funding for formula 
grants is slightly more than in 1988. 

Transportation.—The Federal Government assists States and lo-
calities with their transportation programs by providing aid for 
highways, bridges, mass transit, airports, and other projects. The 
administration is requesting $17.0 billion in budget authority for 
these grant programs in 1989, a $1.9 billion reduction from the 
1988 total. 

The Federal-aid highway program helps fund the interstate high-
way system, other primary highways, bridges, and rural and urban 
highways. Obligations for Federal-aid highways are proposed to be 
$12.3 billion in 1989, $0.7 billion less than in 1988. The administra-
tion is proposing to carry out the highway programs within the 
level of anticipated user fee receipts. To ensure prudent use of the 
user fee revenue, the administration plans to require States to 
provide at least 20 percent of the project costs for all demonstra-
tion and special interest projects, now 100 percent federally funded. 

The administration proposes budget authority of $196 million in 
1989 for three highway and motor carrier safety grant programs. 
The program level for these grants, which supplement other State 
highway safety programs, is proposed to be $10 million more than 
the 1988 level. 

The administration is proposing $1.4 billion in budget authority 
in 1989 for mass transit (except for Washington Metro). This 
amount is limited to receipts provided by the one cent per gallon of 
the gasoline tax dedicated to mass transit activities. Most of these 
subsidies would be distributed by existing formulas to States and 
localities, which could use the formula grant funds for public trans-
portation capital projects provided they make matching contribu-
tions of at least 50 percent. The administration is also proposing to 
terminate operating subsidies to large and medium-sized cities. 
Only small urban and rural areas could use funds for transit 
operating subsidies, which would also require a 50 percent match. 

The administration is also proposing no funding in 1989 or later 
years for discretionary grants that are used to build new or expand 
current transit systems. In the past, these subsidies have promoted 
the construction of local transit systems that often have been un-
necessary, too costly, and underutilized. 
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In addition to the $1.4 billion from trust funds, the administra-
tion proposes a $128 million construction grant from general funds 
for the Washington, D.C. Metrorail system. 

Grants-in-aid for airports are proposed to be funded at a program 
level of $1.2 billion in 1989, slightly below the 1988 level of $1.3 
billion. This grant is designed to assist airports with construction 
needs in order to enhance capacity and safety in the national 
airport and airway system. 

Community and Regional Development.—The community develop-
ment block grant program (CDBG) provides flexible community 
and economic development support to cities, counties, Indian tribes, 
and U.S. territories. The administration proposes to establish the 
CDBG program level at $2.6 billion for 1989, slightly below the 
1988 program level of $2.9 billion. The 1989 program level includes 
$2.5 billion of new budget authority and a transfer of $145 million 
from the rehabilitation loan fund upon its termination at the end 
of 1988. Although this will reduce the total resources available for 
the CDBG program, recently enacted legislation targets assistance 
toward the most needy within communities. 

The administration proposes to terminate the urban development 
action grants program at the end of 1988. No funding is proposed 
for 1989. This proposal is consistent with the Government-wide 
effort to reduce local economic development subsidies and reduce 
excessive Federal subsidization of the economic decisions of firms 
and individuals. Cities may use CDBG resources for economic de-
velopment projects. 

In 1983, the administration proposed and Congress enacted, the 
rental rehabilitation grant program to help States and localities 
rehabilitate properties for low-income renters. This program was 
intended for communities that do not have enough standard qual-
ity low- and moderate-income housing to support a rental voucher 
program. The administration is proposing $150 million in budget 
authority for this program in 1989, an amount adequate to meet 
this program's objectives. 

Congress enacted a second grant program in 1983 to subsidize the 
construction or substantial rehabilitation of rental housing in low-
and moderate-income neighborhoods with shortages of rental hous-
ing. New housing construction is an expensive means of housing 
the poor compared to approaches that utilize existing housing. 
Moreover, this program is difficult to justify with the high vacancy 
rates for housing and the poor targeting of funds to areas with real 
need. For these reasons the rental development grant program is 
proposed to be terminated in 1989. 

The administration is not requesting funds in 1989 for the eco-
nomic development assistance programs administered by the Eco-
nomic Development Administration (EDA). There is no evidence 
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that categorical EDA project grants create net employment gains 
for the Nation. Instead, federally targeted aid for businesses 
merely distorts market incentives. Funds for State and local com-
munity and economic development are available in 1989 through 
the community development block grant program. 

Programs administered by the Appalachian Regional Commis-
sion (ARC) are intended to promote economic development of the 
13-State Appalachian region. Both the Commission and its pro-
grams are proposed to be terminated in 1989. This proposal reflects 
the administration's policy to rely on the private sector to provide 
the major stimulus for economic development. Moreover, ARC 
highway funds duplicate other Federal highway programs, and 
ARC development programs assist rural districts that on the whole 
are not substantially worse off than rural communities nationwide, 
and therefore do not warrant special assistance. 

Education.—The administration's policies for assisting education 
activities of State and local governments provide significantly in-
creased assistance for programs that provide supplementary aid for 
persons with disabilities and for the educationally and economical-
ly disadvantaged. For these programs the administration is re-
questing $8.6 billion in budget authority, an increase of $0.4 billion 
above the 1988 level of $8.2 billion. 

Major education grants for students with special needs include 
compensatory education for the disadvantaged, education for the 
handicapped, vocational and adult education, bilingual education, 
and Indian education. For the largest program, compensatory edu-
cation for the disadvantaged, the administration is requesting $4.6 
billion in budget authority for 1989, an increase of $0.2 billion 
above the 1988 enacted level. Budget authority for education for 
the handicapped is proposed to be $1.8 billion in 1989, 3 percent 
more than the 1988 level. The administration proposes to maintain 
budget authority for vocational education at $0.9 billion, and in-
crease funding for adult education from $122 million in 1988 to 
$148 million in 1989. This increase is to enhance efforts to combat 
adult illiteracy. 

The administration is requesting budget authority of $1.0 billion 
for 1989 to assist State and local governments carry out school 
improvement programs, $95 million more than for 1988. Most of 
this increase is for the State education block grant, which has 
proposed budget authority of $540 million in 1989. This block grant 
provides States and localities with resources that can be used for a 
wide variety of educational purposes. 

Impact aid payments compensate school districts whose enroll-
ments and available revenues are deemed to have been adversely 
affected by Federal activities. The major category of aid is for 
districts with children who both live on and whose parents work on 
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Federal property. No funds are proposed for the current authority 
to provide funds to school districts with children who either live on 
or whose parents work on Federal property. In general, the pres-
ence of these children imposes little or no burden on most districts. 
Budget authority of $582 million is requested in 1989 for all impact 
aid programs, a reduction of $118 million from the 1988 amount. 

Training and Employment—Budget authority proposed for basic 
State block grants under the Job Training Partnership Act of 1982 
(JTPA) is $1.8 billion in 1989, the same as the 1988 enacted level. 
States have considerable discretion in using these funds to prepare 
low-income youth, welfare recipients, and economically disadvan-
taged unskilled adults for employment. 

The summer youth employment program finances minimum-wage 
public sector summer jobs for youth between the ages of 14 and 21. 
There is little evidence that simply providing jobs during the 
summer has benefited those youth most in need of employment 
skills. The administration therefore proposes to change the current 
summer program to give local areas flexibility in designing a pro-
gram of jobs, basic skill remediation, and vocational training for 
low-income youth. Under the proposal, the resources would be 
available for year-round programs of assistance, for subsidized 
summer jobs, or for both activities, depending on local choice. The 
administration is proposing $718 million for this program for 1989, 
the same as enacted in 1988. 

The administration proposes to replace the two existing pro-
grams financed under the Trade Adjustment Assistance Act (TAA) 
and the JTPA for assisting dislocated workers with an entirely new 
worker readjustment assistance program (WRAP). This new pro-
gram would be available to all dislocated workers, whether they 
are unemployed due to increased imports, have been permanently 
laid off, have lost their farms, or are long-term unemployment 
insurance recipients. Services, which could include counseling, job 
search assistance, basic education, and job skill training, would be 
provided in a two-tiered approach, with services that lead to quick 
adjustment provided first. The administration is proposing $980 
million in budget authority in 1989 for serving dislocated workers. 
This includes a grant of $948 million and direct benefits of $32 
million. 

No budget authority is requested in 1989 for the work incentive 
(WIN) program. The services provided by this program would be 
provided more effectively by the work and training component of 
the welfare reform proposal, described earlier and in the "other 
income security" section below. 

Grant outlays for the State employment service are estimated to 
be $928 million in 1989, $49 million less than the 1988 amount. 
Fewer funds will be required in 1989 when the new worker read-
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justment assistance program begins providing States with substan-
tial new resources for job services now financed with these grants. 

Social Services.—Budget authority requested for the social serv-
ices block grant is $2.7 billion for 1989, the same as was enacted for 
1988. Child day care, foster care, child protective service, prepara-
tion and delivery of meals, and legal services are some examples of 
social services offered by the States. In addition, States may trans-
fer up to 10 percent of their social services allotment to other block 
grants that support health services, health promotion and disease 
prevention, or low-income home energy assistance. 

The administration proposes to begin to phase out the communi-
ty services block grant program beginning in 1989, with termina-
tion proposed for 1993. This will give local grantees time to solicit 
other sources of Federal, State, local, and private funding. 

Grants for vocational rehabilitation services help physically and 
mentally disabled persons become gainfully employed and live 
more independently. The administration is proposing $1.5 billion of 
budget authority for 1989 for this program, slightly more than the 
amount enacted for 1988. 

In 1989, budget authority of $1.1 billion is requested for foster 
care and adoption assistance. These funds support State efforts to 
reunite children with their families or to place them promptly in 
adoptive homes. 

Grants for human development services supplement State, local, 
and nonprofit efforts to improve the quality of life for low-income, 
neglected, abused, or homeless children, and for elderly people and 
other special groups. The largest program for children is Head 
Start, which helps local community groups provide child develop-
ment programs for low-income preschool children. For 1989 the 
administration proposes $2.2 billion in budget authority for these 
grant programs. This amount is the same as the 1988 amount, 
which is $319 million more than the 1987 level. 

Health.—The medicaid program continues to be the largest 
grant-in-aid. This program supports State and local efforts to pro-
vide health services to an estimated 25.0 million low-income resi-
dents. Almost half of the spending is to help finance the costs of 
long-term institutional care for the low-income elderly and the 
mentally retarded. For 1989, medicaid outlays are estimated to be 
$32.7 billion. The administration is not proposing medicaid legisla-
tion for 1989. Medicaid outlays will be affected by changes in 
regulatory and administrative policies beginning in 1989. 

Budget authority of $1.3 billion is requested in 1989 for the 
health block grants, $196 million more than for 1988. The block 
grants include those for maternal and child health; preventive 
health and health services; alcohol, drug abuse, and mental health 
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and a proposed new family planning block grant to give States 
greater flexibility in delivering voluntary family planning services. 

Administration of Unemployment Compensation.—Grants to 
States for the administration of the unemployment compensation 
program, which provides income to eligible unemployed workers, 
are financed by a Federal tax on employers. Outlays for this grant 
are estimated to be $1.7 billion in 1989, slightly higher than the 
1988 level. This will allow for increases in costs and improvement 
of State quality control efforts. 

Housing Assistance.—Housing vouchers are the cornerstone of 
the administration's housing policy. They are targeted to very low-
income households, can be used in most privately-owned rental 
units that meet certain housing quality standards, and are less 
costly than other housing subsidies. Moreover, they give tenants 
greater freedom to choose where they wish to live. 

Outlays for the grant portion of the subsidized housing program 
are estimated to be $6.3 billion in 1989, $1.1 billion more than in 
1988. Grant outlays under this program include new construction 
and modernization activities for public and Indian housing. Also 
included are the vouchers, existing housing, moderate rehabilita-
tion, and State-sponsored new construction programs funded under 
Section 8 of the Housing Act of 1937. The administration is propos-
ing grants for vouchers for 100,000 additional households and 
grants for construction of 1,000 Indian housing units and 7,000 
elderly or handicapped units to add to an estimated 4.3 million 
households served by the Department of Housing and Urban Devel-
opment (HUD). About 1,000 of the 7,000 units will be built for the 
mentally handicapped homeless. Furthermore, under HUD's new 
regulations, homeless families will receive priority in the voucher 
program. 

Approximately 20-25 percent of the 108,000 additional subsidized 
units would be provided for nonmetropolitan areas. In addition, the 
administration proposes 20,000 housing vouchers to be provided by 
the Farmers Home Administration (FmHA) in rural areas plus 
1,200 vouchers to assist rural families displaced due to prepayment 
of rural rental housing loans. This is in addition to the 7,500 
vouchers provided in 1987 legislation for rural housing demonstra-
tion programs. Both the HUD non-metropolitan vouchers and the 
FmHA vouchers would replace the units formerly provided by the 
FmHA rural housing construction subsidy loan and grant pro-
grams proposed for termination in the 1989 budget. 

Budget authority of $1.5 billion is requested for 1989 for pay-
ments for the operation of low-income housing. These payments are 
used to subsidize operating costs for almost 1.4 million low-rent 
public and Indian housing units. This request assumes implementa-
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tion of improved verification procedures to reduce fraud and abuse. 
It also assumes public housing authorities will have more flexibil-
ity in setting rents so that both public housing authorities and 
tenants will have greater incentive to reduce dependency on the 
Federal Government. 

The Consolidated Omnibus Budget Reconciliation Act of 1985 
changed the treatment of loans in the low-rent public housing loan 
fund. Beginning in 1986 these "loans" to local housing authorities 
are forgiven if the funds are used as specified. The payments are 
therefore not loans but grants and are now classified in the budget 
as grants-in-aid. Outlays for these grants are estimated to be $1.5 
billion in 1988 and $1.1 billion in 1989. 

Food and Nutrition Assistance.—Food stamps help low-income 
families maintain a nutritious diet. Food stamp benefits are classi-
fied as direct payments to individuals by the Federal Government 
and not as grants to State or local governments; a grant from the 
Federal Government reimburses the States for about half of their 
food stamp administrative expenses. Outlays for the Federal share 
of State administrative expenses for the food stamp program are 
estimated to be $1.2 billion in 1989, about the same as in 1988. 

In place of the regular food stamp program, the Government of 
Puerto Rico receives a nutrition assistance block grant. Outlays for 
this grant are estimated to be $0.9 billion in 1989. 

Child nutrition programs subsidize institutions for meals served 
to students in schools, child care facilities, and other institutional 
settings. Budget authority proposed for the grant program in 1989, 
including food donations from the Section 32 program, is 4.8 bil-
lion, an increase of $0.1 billion from the 1988 amount. 

The supplemental feeding programs, which include the special 
supplemental food program for women, infants, and children (WIC) 
and the commodity supplemental food program, provide nutritious 
food supplements and nutrition education to more than 3 million 
low-income women, infants, and children. WIC is designed to pre-
vent health problems associated with inadequate diets during criti-
cal stages of child development. The budget authority request of 
$1.9 billion for 1989 would maintain monthly participation levels 
somewhat above 3 million. 

The Commodity Credit Corporation (CCC) donates surplus food 
such as cheese, butter, and nonfat dry milk to needy families, 
charitable institutions, and schools. CCC donated commodities 
valued at $0.7 billion are expected to be distributed through State 
and local governments in 1989. (These funds are classified as grants 
in the agriculture function in the budget.) 

Other Income Security.—Family support payments to States in-
clude the aid to families with dependent children (AFDC) program 
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and the child support enforcement (CSE) program. AFDC helps 
State and local governments finance their cash assistance pay-
ments to needy families. The child support enforcement grants 
finance an average of 90 percent of State and local administrative 
expenses for establishing paternity and for collecting support from 
legally liable absent parents. Collections on behalf of AFDC recipi-
ents offset about 11 percent of State and Federal AFDC costs. 
Proposed budget authority for 1989 for the AFDC and CSE pro-
grams is $10.7 billion, including welform reform, which is described 
next. 

For welfare reform, the budget reflects the administration's con-
tinued support of the "AFDC Employment and Training Reorgani-
zation Act of 1987" (H.R. 3200 and S.1655). This legislation proposes 
reforms for AFDC work and training programs, strengthens the 
Federal-State child support enforcement system and provides broad 
authority to States to demonstrate new ways of helping families 
and individuals achieve financial independence. 

Under the comprehensive employment and training program, 
teenage recipients would be encouraged to remain in or return to 
school, and older recipients would participate in a variety of em-
ployment and training activities designed to improve their employ-
ment status. The unsuccessful work incentive (WIN) program clas-
sified in the education, training, employment and social services 
function would no longer be funded. 

Changes in child support enforcement would require States to 
establish mandatory child support guidelines to help ensure that 
single-parent families receive adequate support from parents who 
are absent from the home. Employers would be required to auto-
matically withhold from wages court ordered amounts to be paid as 
child support. 

Under the proposed demonstration activity, States could receive 
waivers in a range of current programs for the low-income popula-
tion if the demonstrations cost no more each year than the pro-
grams being modified, are designed to permit sound evaluation, 
and do not adversely affect those in need. In total, welfare reform 
would cost an estimated $168 million in Federal outlays in 1989. 

The Federal Government subsidizes States for all of the initial 
resettlement costs of welfare, health, employment, English lan-
guage training, and other services for refugee and entrant assist-
ance. Budget authority of $268 million is requested in 1989 for 
refugee assistance, $65 million less than the 1988 level. 

For low-income home energy assistance, $1.2 billion in budget 
authority is requested for 1989, $0.3 billion below the 1988 enacted 
level. This program is a block grant to help States make payments 
to individuals, fuel vendors, or public housing operators for the fuel 
bills of low-income households. This reduction recognizes the hun-
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dreds of millions of dollars in oil overcharge settlements available 
to States for these purposes. 

Administration of Justice.—For the two major justice assistance 
programs, juvenile justice and State and local assistance, the ad-
ministration is proposing no new budget authority for 1989. These 
programs have met their objectives and are now primarily the 
responsibility of State and local governments. 

The administration will continue to support the victims of crime 
program in accordance with the Comprehensive Crime Control Act 
of 1984. Outlays are estimated to be $82 million in 1989. 

General Government—The District of Columbia's operating 
budget is financed in part by an annual reimbursement for the net 
cost of the Federal presence. The administration requests $525 
million in budget authority for the Federal payment to the District 
of Columbia in 1989, a reduction of $25 million from the 1988 level. 
The reduction is primarily because Federal agencies will now be 
billed directly by the District for water and sewer charges. These 
amounts are therefore not included in the Federal payment to the 
District. 

Additional information on these and other grant programs is in 
Part 5 of the 1989 Budget. For a detailed list of all grant programs 
and proposed budget authority and outlays, see Table H- l l . 

Loans.—Another form of Federal aid to State and local govern-
ments is assistance in obtaining credit, either directly through 
loans and advances, or indirectly through loan guarantees. The 
Federal Government provides credit assistance to States, localities, 
and Indian tribes on more favorable terms than private lenders. 
Direct loans and loan guarantees are used to finance rural and 
community development, housing, and a variety of other activities. 

Direct loan disbursements (excluding repayments) are estimated 
to be $664 million in 1989, compared to $641 million in 1988. 

A Federal loan guarantee occurs when a government agency 
enters into a formal commitment to use government funds to repay 
a lender upon default by the borrower. New loan guarantees to 
State and local governments are estimated to be $72 million in 
1989, compared to $154 million in 1988. 

More information on Federal credit activities is available in table 
H-12 and in Special Analysis F. 

Tax Expenditures.—Federal aid to State and local governments is 
also provided through tax expenditures. Tax expenditures are one 
of the means by which the Federal Government carries out public 
policy objectives; in many cases they can be considered alternatives 
to direct spending programs. To compare direct Federal spending 
with assistance provided through tax expenditures, estimates for 
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tax expenditures are generally shown as outlay equivalents; that is, 
the level of budget outlays required to provide the same amount of 
after-tax benefits as the tax expenditure. A detailed discussion of 
the measurement and definition of tax expenditures and a com-
plete list of revenue loss and outlay equivalent estimates for specif-
ic tax expenditure items is presented in Special Analysis G. 

Tax expenditures that provide aid to State and local govern-
ments are estimated to be $43.5 billion in 1989. The two major 
categories of tax expenditures are the deductibility of most State 
and local taxes and the exclusion of interest on State and local 
securities from Federal taxation. Individuals can claim income and 
property tax payments to State and local governments (other than 
payments already taken as business deductions) as itemized deduc-
tions on their Federal tax returns. This permits States and local-
ities to raise a dollar of revenue with less than a dollar of net cost 
to their citizens. Beginning in calendar year 1987, the Tax Reform 
Act of 1986 disallowed the deduction for sales taxes. 

Interest on virtually all State and local government securities is 
tax exempt. As a result, State and local governments can sell their 
debt at lower interest rates than would be possible if such interest 
were taxable. The exclusion of interest on public purpose State and 
local debt subsidizes the financing of traditional public projects, 
such as toll roads, sewer systems, and schools. However, as shown 
in table H-2, State and local jurisdictions also provide the benefits 
of tax-exempt financing to a wide variety of private and quasi-
public activities, such as pollution control, housing and small busi-
nesses. The growth of private purpose tax-exempt bonds and other 
issues pertaining to tax-exempt credit are discussed in more detail 
in Special Analysis F. 

To curb the rapid growth of private purpose tax-exempt bonds, 
recent legislation has placed restrictions on their use. The Mort-
gage Subsidy Bond Tax Act of 1980 imposed a number of restric-
tions on tax-exempt mortgage revenue bonds (MRBs) for owner-
occupied housing as well as multifamily rental housing bonds, in-
cluding limitations on the volume issued in each State. The Deficit 
Reduction Act of 1984 (DEFRA) extended these limitations to De-
cember 31, 1987. The Tax Reform Act of 1986 (TRA) included 
mortgage revenue bonds under a new unified volume cap which 
also covers student loan bonds and industrial development bonds 
(IDBs), as noted below. DEFRA also placed restrictions on qualified 
veteran's MRBs. The issuance of these bonds is limited to five 
preexisting State programs in amounts based on previous volume 
levels. Future issuance will be limited to veterans who served in 
active duty before 1977. 

The Tax Equity and Fiscal Responsibility Act of 1982 required 
that industrial development bonds (IDBs) be approved by an elected 
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Table H-2. TAX EXPENDITURES AIDING STATE AND LOCAL GOVERNMENTS 
(Outlay equivalents; in millions of dollars) 

Fiscal year Fiscal year 
Description 

1987 1988 1989 

Deductibility of: 
Property taxes on owner-occupied homes 10,285 10,100 10,410 
Nonbusiness State and local taxes other than on owner-occupied 

homes 22,480 17,250 17,305 
Exclusion of interest on: 

22,480 17,250 17,305 

Public purpose State and Local debt 13,790 14,410 15,440 
IDBs for certain energy facilities 380 385 400 
IDBs for pollution control and sewage and waste disposal facilities 2,085 2,150 2,215 
Small-issue IDBs 3,420 3,435 3,475 
Owner-occupied mortgage revenue bonds 2,420 2,375 2,360 
State and local debt for rental housing 1,730 1,650 1,630 
Mass commuting vehicle IDBs 20 50 40 
IDBs for airports, docks and sports and convention facilities 950 960 1,000 
State and local student loan bonds 385 385 390 
State and local debt for private nonprofit educational facilities 335 320 315 
State and local debt for private nonprofit health facilities 3,000 2,870 2,850 
State and local debt for veterans housing 375 355 350 

Total (after interactions) 1 46,940 42,975 43,480 
1 The estimate of total tax expenditures reflects interactive effects among the individual items. Therefore the individual items cannot be added 

to obtain a total. 

public official after a public hearing and that assets of certain IDB-
financed projects placed in service after 1982 be depreciated using 
straight-line rather than accelerated depreciation. The 1982 Act 
also eliminated the tax exemption for small issue IDBs issued after 
1986. DEFRA extended the expiration date to December 1988 and 
the TRA extended it one more year to December 1989 for small 
issue IDBs that are issued exclusively to finance manufacturing 
facilities. 

DEFRA also placed limits on the total volume of private purpose 
industrial revenue and student loan bonds that could be issued 
within each State. The maximum amount was limited to the great-
er of $150 per capita or $200 million per year. As mentioned 
earlier, the TRA combines the prior law volume cap for single 
family mortgage revenue bonds and multifamily rental housing 
bonds with the cap for IDBs and student loans. The cap was set at 
the greater of $75 per capita or $250 million for each State, 
through 1987. In 1988 and later years, it is the greater of $50 per 
capita or $150 million. 

FEDERAL GRANTS-IN-AID BY FUNCTION, AGENCY, AND REGION 

Distribution of Grants by Function.—Under the Congressional 
Budget Act of 1974, the Congress reviews the budget and sets 
targets by function. Consequently, the functional classification of 
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Table H-3. FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION 
(In billions of dollars) 

Actual Estimate 
1987 1988 1989 1990 1991 1992 1993 

National defense 0.2 0.2 0.2 0.2 0.2 0.2 0.2 
Energy 0.5 0.4 0.4 0.3 0.3 0.3 0.3 
Natural resources and environment 4.1 3.9 3.5 3.5 3.2 2.9 2.6 
Agriculture 2.1 1.8 1.3 1.1 1.0 1.0 1.0 
Commerce and housing credit .'. * * 

Transportation 16.9 17.9 17.8 17.7 17.1 16.6 16.1 
Community and regional development 4.2 4.5 4.4 4.1 3.6 3.4 3.1 
Education, training, employment, and social services- 18.7 21.3 21.7 22.6 22.7 22.0 22.1 
Health 29.5 32.8 35.1 38.2 41.4 45.2 49.1 
Income security 30.0 31.5 32.3 32.3 32.8 34.0 34.9 
Veterans benefits and services 0.1 0.1 0.1 0.2 0.2 0.2 0.2 
Administration of justice 0.2 0.3 0.3 0.2 0.2 0.2 0.2 
General government 2.0 2.0 1.9 1.6 1.7 1.7 1.8 

Total outlays 108.4 116.7 119.0 121.9 124.3 127.7 131.5 

*$50 million or less. 

the budget has become important not only for analysis but also for 
congressional control. 

One major function change has been made for this budget. The 
general purpose and fiscal assistance function has been abolished 
as a major function; all activities formerly included in this function 
have been transferred to the general government function, where 
they appear as a separate subfunction. This change was made 
because the general revenue sharing program, which constituted 
the bulk of the former major function, was ended by Congress, and 
the remaining general purpose fiscal assistance activities are not 
significantly large to warrant being a separate major function. 

Table H-3 shows a functional distribution of Federal grant-in-aid 
outlays.2 The functional composition of grant outlays has changed 
significantly over the years, as shown in table H-4. The health 
function has increased from 3 percent of Federal aid in 1960 to an 
estimated 29 percent in 1989. Transportation has declined from 43 
percent in 1960 to an estimated 15 percent in 1989. Other changes 
occurred between 1960 and 1989 in education, training, employ-
ment, and social services programs, which increase from 7 percent 
in 1960 to an estimated 18 percent in 1989. General government 
also increased with the addition of general revenue sharing, from 2 
percent in 1960 to 9 percent in 1980. In 1989, outlays for this 
function are expected to drop to 2 percent of total grants, due 
primarily to the termination of the general revenue sharing pro-
gram in 1986. 

2 Table H - l l contains functional data and programmatic detail within each function for both budget author-
ity and outlays. 
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Table H-4. PERCENTAGE DISTRIBUTION OF FEDERAL GRANT-IN-AID OUTLAYS BY FUNCTION 

Actual Estimate 

1960 1970 1980 1987 1988 1989 1990 1991 1992 1993 

Natural resources and environment 2 2 6 4 3 3 3 3 2 2 
Agriculture 3 3 1 2 2 1 1 1 1 1 
Transportation 43 19 14 16 15 15 14 14 13 12 
Community and regional development.... 2 7 7 4 4 4 3 3 3 2 
Education, training, employment, and 

social services 7 27 24 17 18 18 19 18 17 17 
Health 3 16 17 24 28 29 31 33 35 37 
Income security 38 24 20 28 27 27 26 26 27 27 
General government 2 2 9 2 2 2 1 1 1 1 
Other * 1 1 1 1 1 1 1 1 1 

Total 100 100 100 100 100 100 100 100 100 100 

*0.5% or less. 

Distribution of Grants by Agency.—Table H-5 shows grant out-
lays by agency. The Department of Health and Human Services 
will provide 46 percent of total estimated grant-in-aid outlays in 
1989, far more than any other agency. 

Table H-5. FEDERAL GRANT-IN-AID OUTLAYS BY AGENCY 
(In billions of dollars) 

Agency Actual 1987 
Estimate 

Agency Actual 1987 
1988 1989 

Department of Agriculture 10.9 11.3 11.0 
Department of Commerce 0.4 0.4 0.2 
Department of Education 8.7 9.7 10.4 
Department of Energy 0.2 0.2 0.2 
Department of Health and Human Services 47.9 52.6 54.4 
Department of Housing and Urban Development 10.9 12.1 12.7 
Department of the Interior 1.3 1.4 1.3 
Department of Justice 0.2 0.3 0.2 
Department of Labor 5.6 5.8 5.8 
Department of Transportation 16.9 17.8 17.8 
Department of the Treasury 0.4 0.3 0.3 
Environmental Protection Agency 3.3 2.9 2.8 
Federal Emergency Management Agency 0.4 0.4 0.4 
Other 1.5 1.5 1.5 

Total outlays 108.4 116.7 119.0 

Distribution of Grants by Region.—Most grant funds are distrib-
uted among States or localities by formulas, with elements in the 
formula that reflect program objectives. For example, the distribu-
tion of most highway funds among States is affected by the number 
of miles of highways in the State; the distribution of education 
grants is affected by the number of school children meeting certain 
criteria. Two of the largest grants, medicaid and aid to families 
with dependent children, are open-ended grants, whereby States 
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determine the program level and the Federal Government reim-
burses the States for a portion of their total costs. As a result of 
these and other factors, the distribution of grants differs among 
regions, as shown in Table H-6. 

Table H-6. DISTRIBUTION OF GRANTS BY REGION, SELECTED FISCAL YEARS 

Federal F 

Maine, Vermont, New Hampshire, Massachusetts, Connecticut, Rhode 
Island 

New York, New Jersey, Puerto Rico, Virgin Islands 
Virginia, Pennsylvania, Delaware, Maryland, West Virginia, District of 

Columbia 
Kentucky, Tennessee, North Carolina, South Carolina, Georgia, 

Alabama,Mississippi, Florida 
Illinois, Indiana, Michigan, Ohio, Wisconsin, Minnesota 
Arkansas, Louisiana, Oklahoma, New Mexico, Texas 
Iowa, Kansas, Missouri, Nebraska 
Colorado, Montana, North Dakota, South Dakota, Utah, Wyoming 
Arizona, California, Nevada, Hawaii, other territories 
Idaho, Oregon, Washington, Alaska 

United States.. 

Dollars per capita Average 
annual 
percent 

in-
crease, 
1977-

87 

19871 

total 
grants 1977 1987 2 

Average 
annual 
percent 

in-
crease, 
1977-

87 

6.5 348 507 3.8 
18.0 388 623 4.9 

12.2 330 478 3.8 

15.9 282 367 2.7 
19.5 278 423 4.3 
10.0 259 353 3.2 
4.5 241 378 4.6 
3.8 326 502 4.4 

13.5 314 403 2.3 
4.3 355 490 2.2 

108.4 307 439 3.6 
1 Preliminary estimate, in billions of dollars. 
2 See "Federal Expenditures by State," Bureau of the Census, for additional information concerning State distribution of Federal grants and 

other Federal spending. 

The highest per capita aid in 1987 went to Region II, which 
includes New York, New Jersey, Puerto Rico, and the Virgin Is-
lands. The lowest per capita aid in 1987 went to Regions IV, VI, 
and VII, generally covering the South and the Plains States. 

HISTORICAL PERSPECTIVES 

In recent decades, Federal aid to State and local governments 
has become a major factor in the financing of certain government 
functions. The rudiments of the present system date back more 
than 120 years to the Civil War. The Morrill Act, passed in 1862, 
established the land grant colleges and instituted certain federally 
required standards, as is characteristic of the present grant-in-aid 
system. Federal aid was later initiated for agriculture, highways, 
vocational education and rehabilitation, forestry, and public health. 
In the depression years, Federal aid was extended to meet income 
security and other social welfare needs. 

However, Federal grants did not become a significant factor in 
Government expenditures until after World War II. As shown in 
table H-7, Federal grants to State and local governments were $2 
billion in 1950, and by 1965 they had risen to $11 billion. In 1981 
they increased to nearly $95 billion, an average annual increase of 
14.2 percent since 1965. From 1981 to 1989, they are estimated to 
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Table H-7. HISTORICAL TREND OF FEDERAL GRANT-IN-AID OUTLAYS 
(Fiscal years; dollar amounts in billions) 

Total 
grants-in-

aid 

Federal grants as a percent of 
Total 

grants-in-
aid 

Federal outlays1 State and 
local 

expendi-
tures 3 

Gross 
National 
Product 

Total 
grants-in-

aid 
Total Domestic 

programs2 

State and 
local 

expendi-
tures 3 

Gross 
National 
Product 

Five-year intervals: 
1950 $2.3 5.3% 11.6% 10.4% 0.8% 
1955 3.2 4.7 17.2 10.1 0.8 
1960 7.0 7.6 20.6 14.6 1.4 
1965 10.9 9.2 20.3 15.2 1.6 
1970 24.1 12.3 25.3 19.2 2.4 
1975 49.8 15.0 23.1 22.7 3.3 

Annually: 
1980 91.5 15.5 23.3 25.8 3.4 
1981 94.8 14.0 21.6 24.6 3.2 
1982 88.2 11.8 19.0 21.6 2.8 
1983 92.5 11.4 18.6 21.3 2.8 
1984 97.6 11.5 19.6 20.9 2.6 
1985 105.9 11.2 19.3 20.9 2.7 
1986 112.4 11.3 19.8 20.5 2.7 
1987 108.4 10.8 18.9 18.2 2.5 
1988 estimate 116.7 11.0 19.0 NA 2.5 
1989 estimate 119.0 10.9 18.7 NA 2.4 
1990 estimate 121.9 10.6 18.1 NA 2.3 
1991 estimate 124.3 10.3 17.6 NA 2.2 
1992 estimate 127.7 10.3 17.3 NA 2.1 
1993 estimate 131.5 10.3 17.0 NA 2.0 

1 Includes off-budget outlays; all grants are on-budget. 
2 Excludes outlays for national defense, international affairs, and net interest. 
3 As defined in the national income and product accounts. 
NA=Not available. 
Note.—For additional detail, see the Historical Tables volume of the Budget of the United States Government, Fiscal Year 1989. 

grow at an average annual rate of 2.9 percent. In 1989 Federal 
grants are estimated to be $119.0 billion, 10.9 percent of total 
Federal outlays and 18.7 percent of outlays for domestic Federal 
programs. 

Table H-7 also shows grants-in-aid as a percent of State and 
local expenditures and as a percent of gross national product 
(GNP). Grants as a percent of State and local expenditures in-
creased from 10.4 percent in 1950 to 25.8 percent in 1980, and 
declined to 18.2 percent in 1987. Grants increased as a percent of 
GNP from 0.8 percent in 1950 to 3.4 percent in 1980, and are 
projected to decline to 2.4 percent by 1989. 

Table H-8 shows the composition of grant-in-aid outlays for se-
lected years since 1950 according to the categories of payments for 
individuals, physical capital investment, and other purposes. In 
1989, 54 percent of grants are to States and localities as payments 
for individuals.3 Among the larger of these programs are medicaid, 

3 Payments for individuals are defined as Federal outlays providing benefits in cash or in-kind that constitute 
income transfers to individuals or families. 
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Table H-8. COMPOSITION OF GRANT-IN-AID OUTLAYS 
(Fiscal years; dollar amounts in billions) 

Total 
grants-in-

aid 

Composition of grants-in-aid Share of State and local 
capital expenditures financed 

b y -Total 
grants-in-

aid 

Grants for 
payments 

for 
individ-
uals 1 

Grants for 
physical 
capital 
invest-
ment 2 

Other 

Share of State and local 
capital expenditures financed 

b y -Total 
grants-in-

aid 

Grants for 
payments 

for 
individ-
uals 1 

Grants for 
physical 
capital 
invest-
ment 2 

Other 
Grants-in-aid Own source 

revenues 

Five-year intervals: 
1950 2.3 1.3 0.5 0.5 8.4% 91.6% 
1955 3.2 1.6 0.8 0.8 8.3 91.7 
1960 7.0 2.5 3.3 1.2 23.9 76.1 
1965 10.9 3.7 5.0 2.2 24.8 75.2 
1970 24.1 8.6 7.0 8.4 24.6 75.4 
1975 49.8 16.4 10.9 22.5 25.7 74.3 

Annually: 
1980 91.5 31.9 22.5 37.1 36.4 63.6 
1981 94.8 36.9 22.1 35.7 35.9 64.1 
1982 88.2 37.9 20.1 30.2 34.0 66.0 
1983 92.5 41.6 20.5 30.4 33.7 66.3 
1984 97.6 44.3 22.7 30.6 34.7 65.3 
1985 105.9 48.1 24.8 33.0 33.4 66.6 
1986 112.4 52.8 26.2 33.3 30.9 69.1 
1987 108.4 56.4 23.8 28.2 26.3 73.7 
1988 estimate 116.7 61.0 25.0 30.7 NA NA 
1989 estimate 119.0 63.8 24.8 30.4 NA NA 

1 For an identification of accounts in this category, see Table H-ll,including its footnotes. 
2 Excludes capital grants that are included as payments for individuals. 
NA=Not available. 

family support payments (AFDC), housing assistance, and nutrition 
programs. 

Table H-8 also shows the share of State and local capital expend-
itures financed by Federal grants or by revenues from State and 
local own sources. The Federal share increased from 8.3 percent in 
1955 to 23.9 percent in 1960 largely because of the initiation of 
Federal trust fund financing for the interstate highway system. 
The share increased from 24.6 percent in 1970 to 36.4 percent in 
1980, increasing by almost half in ten years. In contrast, this 
percentage declined to 26.3 percent in 1987, largely because State 
and local capital spending financed by their own revenues and by 
borrowing has increased significantly. The major capital invest-
ment programs are for highways, mass transit, community develop-
ment block grants, and sewage treatment systems. 

Grants for capital investment are estimated to be $24.8 billion in 
1989, 21 percent of total grants-in-aid. 

GRANTS MANAGEMENT 

The increase in grant expenditures since World War II was 
accompanied by an increase in the number of grants designated for 
specific purposes. This increase took place especially in the 1960's 
and early 1970's. These grants usually contained Federal legislative 
and regulatory mandates, required matching funds from the recipi-
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ent governments, and gave little discretion in their use to State 
and local officials. They came to be known as categorical grants, 
with complex administrative requirements to ensure that their 
purposes were met. 

To reverse this trend and to devolve authority, broad-based 
grants have been emphasized in recent years. In addition, many 
mandatory administrative or procedural requirements associated 
with grant programs have been simplified or eliminated. Regula-
tory reforms and management improvements have increased the 
efficiency of the intergovernmental grant-in-aid system and have 
strengthened the authority of State and local elected officials over 
Federal financing and development activities in their jurisdictions. 

General Purpose and Broad-based Grants.—General-purpose aid 
gives State and local governments almost complete discretion in 
determining their use. Broad-based aid, which includes block 
grants, gives State and local governments considerable discretion 
within a broadly defined program area. Table H-9 shows general-
purpose and broad-based grants as a percent of total grants for 
selected years from 1972 to 1991. 

General-purpose aid increased dramatically with the introduction 
of the general revenue sharing program, from less than 2 percent 
of all grants in 1972 to more than 14 percent in 1975. The general 
revenue sharing program was terminated in 1986. The remaining 
programs in this category are expected to comprise 1.8 percent of 
total grants-in-aid in 1989. 

Under the current administration, broad-based aid has increased. 
Based on proposals in the 1982 Budget, Congress enacted nine 
block grants that consolidated 57 grant programs. In 1982, Con-
gress enacted the Job Training Partnership Act, which replaced 
several expiring Comprehensive Employment and Training Act 
programs with a block grant to the States. The administration is 
proposing a new block grant beginning in 1989 for family planning. 

Broad-based aid is estimated to be 10.6 percent of total grants-in-
aid in 1989. 

In 1987 there were approximately 372 different grant programs. 
Most of the spending is concentrated in relatively few—more than 
85 percent of estimated obligations in 1987 were concentrated in 
only 25 programs. 

Most general-purpose and broad-based grants reduce or eliminate 
the requirement that recipients match Federal funds with their 
own. Despite the increase in these grants, matching requirements 
for all grants as a whole have increased slightly. In 1980, State and 
local governments were estimated to provide approximately $.37 of 
required matching funds for each $1 of Federal aid; the State and 
local share in 1986 was about $.41 for each Federal dollar. The 
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Table H-9. OUTLAYS FOR GENERAL-PURPOSE, BROAD-BASED, AND OTHER GRANTS 
(Dollar amounts in billions) 

Actual Estimate 

1972 1975 1980 1987 1988 1989 1990 1991 

General-purpose grants: 
General revenue sharing 6.1 

0.9 

6.8 

1.8 

0.1 

2.0 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Community development 
Health block grants 
State education block grants 

0.5 

6.1 

0.9 

6.8 

1.8 

0.1 

2.0 2.0 2.1 1.8 1.9 
Other general purpose fiscal 

assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Community development 
Health block grants 
State education block grants 

0.5 7.0 8.6 2.1 2.0 2.1 1.8 1.9 

Other general purpose fiscal 
assistance and TVA1 

Subtotal, general-
purpose grants 

Broad-based: 
Community development 
Health block grants 
State education block grants 

0.1 
* 

0.1 3.9 
0.1 

3.0 
1.2 
0.5 
1.9 
2.7 

1.8 
2.0 

3.0 
1.1 
0.5 
1.9 
2.7 

1.6 
2.3 

3.0 
1.2 
0.5 
1.9 
2.7 

1.2 
2.0 

3.0 
1.3 
0.6 
1.8 
2.7 

1.2 
1.9 

2.9 
1.3 
0.6 
1.8 
2.7 

1.2 
1.8 

Employment and training 
Social services block grant 
Low-income home energy 

assistance 

1.9 
1.3 
2.0 

2.1 
2.8 

3.0 
1.2 
0.5 
1.9 
2.7 

1.8 
2.0 

3.0 
1.1 
0.5 
1.9 
2.7 

1.6 
2.3 

3.0 
1.2 
0.5 
1.9 
2.7 

1.2 
2.0 

3.0 
1.3 
0.6 
1.8 
2.7 

1.2 
1.9 

2.9 
1.3 
0.6 
1.8 
2.7 

1.2 
1.8 Other 0.8 1.1 1.4 

3.0 
1.2 
0.5 
1.9 
2.7 

1.8 
2.0 

3.0 
1.1 
0.5 
1.9 
2.7 

1.6 
2.3 

3.0 
1.2 
0.5 
1.9 
2.7 

1.2 
2.0 

3.0 
1.3 
0.6 
1.8 
2.7 

1.2 
1.9 

2.9 
1.3 
0.6 
1.8 
2.7 

1.2 
1.8 

Subtotal, broad-based 
grants 

Other grants 
2.9 

31.0 
4.6 

38.2 
10.3 
72.5 

13.1 
93.2 

13.0 
101.6 

12.6 
104.4 

12.4 
107.7 

12.2 
110.3 

Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

34.4 49.8 91.5 108.4 116.7 119.0 121.9 124.3 Total 

ADDENDUM: PERCENT OF 
TOTAL 

General-purpose grants 
Broad-based grants 
Other grants 

1.6% 
8.3% 

90.1% 

14.1% 
9.2% 

76.7% 

9.4% 
11.3% 
79.3% 

1.9% 
12.1% 
86.0% 

1.8% 
11.2% 
87.1% 

1.8% 
10.6% 
87.7% 

1.5% 
10.2% 
88.3% 

1.5% 
9.8% 

88.7% 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

*$50 million, on or less. 
1 Includes most grants in the general government function, and shared revenues from the Tennessee Valley Authority, shown in the energy 

function in Table H—11. 

increase is because of the significant growth in programs such as 
medicaid that require a larger than average matching share. 

Federalism and Regulatory Relief.—Federalism and regulatory 
relief are areas where the administration is providing more flexi-
bility and authority to State and local governments. Some exam-
ples of administration action in this area are listed below. 

In October 1987 the President signed Executive Order 12612, 
"Federalism." This Executive Order is designed to restore the origi-
nally-intended division of responsibilities between the Federal Gov-
ernment and the States and to ensure that the principles of feder-
alism guide agencies in the formulation and implementation of 
policies. In addition to listing these principles, the Executive Order 
establishes federalism policymaking criteria for the development of 
regulatory and legislative proposals, establishes limits on Federal 
preemption of State laws, and requires that each Executive depart-
ment and agency designate an official to be responsible for imple-
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mentation of the order. Finally, the Office of Management and 
Budget is given the authority for Government-wide coordination 
and review to further ensure that the goals of the order are 
achieved. 

During 1987 the administration began a review of regulatory 
impediments to efficient State management of federally-funded 
programs. These impediments were identified by a number of 
States as being particularly onerous and were submitted to the 
President by the National Governors' Association. By February 
1988 the administration will have taken action on nearly 50 of 
these items and will have presented its final report to the States. 
The administration will continue to work closely with the National 
Governors' Association and other groups to further identify and 
address a variety of regulatory impediments. 

In March 1987, the President directed all Federal grant-making 
agencies to simultaneously propose and subsequently adopt verba-
tim a single, Government-wide grants management "common rule" 
to replace agency implementation of OMB Circular A-102, "Uni-
form Administrative Requirements for Grants and Cooperative 
Agreements with State and Local Governments." The final rule is 
scheduled to be published in March 1988 in the Federal Register. 
The common rule will eliminate redundant and inconsistent ad-
ministrative requirements among and within the 24 Federal grant-
making agencies by rescinding all inconsistent grants administra-
tion provisions in program regulations, and by superceding all 
similar provisions of noncodified program manuals, handbooks, and 
other materials, unless required by legislation or approved by 
OMB. 

The single, Government-wide grants management common rule 
will also contain numerous policy changes to further federalism, 
regulatory relief and business-like management of grants. Two par-
ticularly significant federalism changes affect States. First, States 
will no longer have to follow uniform Federal standards or require-
ments for financial management systems, equipment or procure-
ment. Instead, States will expend and account for grant funds 
according to their own State laws and procedures. Second, in State-
administered programs (other than the open-ended entitlement pro-
grams), States will no longer have to apply uniform Federal admin-
istrative standards to subgrantees. Instead, States will be free to 
condition and manage funds which "flow-down" to subgrantees 
according to their own State laws and procedures. 

Finally, in March 1988 Federal agencies will be meeting for the 
third consecutive year with State Single Points of Contact, who are 
responsible for implementation of Executive Order 12372, the Inter-
governmental Review Process. The Executive Order, now in its 
fourth year of implementation, allows States to choose which Fed-
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eral programs they wish to review and requires that the Federal 
agencies accommodate State comments and concerns or explain 
why they cannot. Since implementation of the Order, significant 
achievements in intergovernmental cooperation and consultation 
have been realized. The annual meeting affords both the Federal 
agencies and State and local governments the opportunity to 
review achievements in cooperation realized through the order, and 
identify areas for further progress. 

Management Improvements.—The administration has also carried 
out a number of efforts to improve management of the grants-in-
aid system. 

In December 1987, 18 agencies issued interim final rules to re-
place the February 1986 Government-wide common rule for Uni-
form Relocation Assistance with a Government-wide single rule, 
promulgated by the Department of Transportation. The single rule 
will continue to recognize State and local competence, delete regu-
latory planning requirements, and change the reporting frequency, 
which had been annual in most cases, to no more than every three 
years. Uniform Relocation Assistance is one of 68 crosscutting re-
quirements that affect Federal assistance and direct Federal devel-
opment. 

In May 1987, OMB proposed for public comment new, standard 
reporting formats for financial reporting on open-ended entitle-
ment programs (e.g., medicaid and aid to families with dependent 
children). This new reporting would replace the many inconsistent 
and incomplete reports now called for with complete, consistent 
and logical reporting across all of the affected programs. 

As part of this administration's initiatives to curb fraud, waste, 
and abuse, OMB is directing a series of actions so that suspension 
and debarment decisions in nonprocurement (grants, loans, etc.) 
programs by one Federal agency will have Government-wide effect, 
as established by Executive Order 12549 of February 1986. Govern-
ment-wide effect means that a suspended or debarred participant 
for one Federal agency will no longer be able to receive a subgrant, 
subcontract, or loan from another Federal agency. In May 1988, 
agencies will issue final rules and start taking nonprocurement 
suspension and debarment actions with Government-wide effect. 

A State and Federal task force is working on ways to improve 
the intergovernmental transfers of about $120 billion in Federal 
assistance funds. Proposed legislation would require that States be 
charged interest on Federal funds from the time they receive funds 
to the time recipients' checks clear the States' banks. Similarly, the 
Federal Government will pay interest when State funds are used 
for Federal assistance payments. Full implementation of this pro-
posal would save the Federal Government about $50 million in 
interest costs annually. 
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OTHER SOURCES OF FEDERAL AID INFORMATION 

The grant-in-aid series in the budget provides a comprehensive 
picture of Federal grants-in-aid, which are programs financed but 
not directly administered by the Federal Government. The Census 
series (published in Governmental Finances) and the national 
income and product accounts (NIPA) series (published in Special 
Analysis B and in the Survey of Current Business) are parts of a 
broader statistical concept encompassing the entire economy, and 
as a consequence grants-in-aid are defined somewhat differently 
than in the budget. Both series omit the following items that the 
budget includes: 

—Federal aid to the Governments of Puerto Rico and U.S. terri-
tories; 

—certain payments in-kind, primarily commodities purchased by 
the Department of Agriculture and donated to the school lunch 
and other nutrition programs; and 

—payments to private, nonprofit entities (such as nonprofit hos-
pitals) that operate under State auspices or within a State 
plan. 

One major group of payments excluded in the budget definition 
of grants but included in the Census and NIPA series is payments 
for research conducted by public universities. The budget series 
excludes these payments because they are considered to be a pur-
chase of services for the Federal Government rather than aid for 
State or local programs. Because both Census and the NIPA series 
focus on total cash payments to State and local governments, they 
count these as grants. A major item included only in the Census 
definition is unemployment compensation for Federal employees, 
ex-servicemen, and temporary extended benefits. One major kind of 
outlay included in the budget and Census definitions but excluded 
from the NIPA series is grants to subsidize the operation of public 
enterprises, mainly housing and transportation facilities. These are 
counted as subsidies by the Federal Government in the NIPA 
rather than as grants. Table H-10 shows these and other minor 
differences among the three series, but the differences are largely 
offsetting and the three series exhibit similar patterns. 

In addition to these data sources, information on the distribution 
of Federal funds to State and local governments can be found in 
several other documents. 

—Budget Information for the States (BIS) provides estimates of 
State funding allocations for the largest formula grant pro-
grams for the past, present and budget year. These programs 
comprise approximately 80 percent of total Federal aid to State 
and local governments. The document is prepared by the Office 
of Management and Budget soon after the Budget is released. 
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Table H-10. THREE MEASURES OF FEDERAL GRANTS-IN-AID TO STATE AND LOCAL GOVERNMENTS, 
1983-86 

(In billions of dollars) 

1983 1984 1985 1986 

Budget (Special Analysis H) 92.5 97.6 105.9 112.4 
Less principal exclusions: 

Agricultural commodities - 2 . 0 - 1 . 8 - 2 . 5 - 1 . 7 
Geographical exclusions - 2 . 5 - 2 . 6 - 2 . 7 - 2 . 7 

Plus payments for research 4.2 4.6 5.1 5.4 
Federal unemployment benefits and related 0.2 0.4 0.4 0.4 
All other (net) - 3 . 9 0.7 1.0 1.8 

Federal payments (Census) 88.5 99.0 107.2 115.6 
Less: 

Low-rent public housing - 5 . 5 - 5 . 6 - 6 . 2 - 6 . 2 
Federal unemployment benefits and related - 0 . 2 - 0 . 4 - 0 . 4 - 0 . 4 
All other (net) 2.9 - 2 . 3 - 2 . 8 - 1 . 6 

Grants-in-aid (national income and product accounts) 85.7 90.7 97.8 107.4 

—Federal Expenditures by State is a report prepared by the 
Bureau of the Census that shows Federal spending by State for 
the most recently completed fiscal year. This document in-
cludes the outlay data on Federal grants to State and local 
governments that previously appeared in the Department of 
the Treasury publication, Federal Aid to States. 

—The Consolidated Federal Funds Report (CFFR) is two annual 
documents that show the distribution of Federal spending by 
county areas and by local governmental jurisdictions. It is 
released by the Bureau of the Census in the Spring. 

—The Catalog of Federal Domestic Assistance is prepared by the 
General Services Administration with data collected by the 
Office of Management and Budget and is available from the 
Government Printing Office. The basic edition of the Catalog is 
usually published in June and an update is generally published 
in December. It contains a detailed listing of grant-in-aid and 
other assistance programs; discussions of eligibility criteria, 
application procedures, and estimated obligations; and related 
information. This is a primary reference source for communi-
ties wishing to apply for grants-in-aid. 

—The Federal Register is published daily by the Government 
Printing Office and has current information on agencies that 
are accepting applications for specific programs. These notices 
also provide information on eligibility criteria and application 
procedures. 

—The Federal Assistance Awards Data System (FAADS) provides 
computerized information about current grant funding. Data 
on all direct assistance awards are provided quarterly to the 
States and to the Congress. 
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THE STATE AND LOCAL GOVERNMENT SECTOR OF THE NATIONAL 
INCOME AND PRODUCT ACCOUNTS4 

The national income and product accounts (NIPA) provide a 
comprehensive statistical description of the U.S. economy that in-
cludes State and local government receipts and expenditures. These 
data measure the relationship between the State and local govern-
ments as a sector of the economy and other sectors. 

There are three major differences between NIPA data and a 
government's own budgetary accounting for receipts and expendi-
tures. First, financial transactions and the purchase and sale of 
land and other existing assets are excluded from NIPA data but 
are generally included in budgetary data. Second, a large number 
of transactions in the NIPA accounts are recorded on an accrual 
basis, while many governments show transactions on a cash basis. 
Third, NIPA data aggregate total State and local transactions, 
whereas many governments separate their general fund from spe-
cial funds. As a result of these differences, NIPA totals are not the 
same as an aggregate of these governments' financial budgets. 
However, the NIPA data do provide timely estimates of total State 
and local fiscal transactions not otherwise available and if used 
with care can provide helpful financial indicators. 

NIPA State and Local Sector.—The following chart shows State 
and local operating account surpluses and deficits as a percent of 
receipts, excluding the social insurance funds (primarily pensions). 
The social insurance funds have been excluded because their sur-
pluses are for future pension obligations and are not available for 
carrying out the general responsibilities of these governments. It is 
reasonable for the operating account to be in deficit because it 
includes capital expenditures, often financed through borrowing. 

The peaks and troughs in the operating account are largely the 
result of: 

—changes in economic activity, which affect primarily receipts; 
—decisions regarding debt-financed capital spending; and 
—changes in Federal aid. 
The operating account was in deficit every year from 1955 to 

1971. Unlike this earlier period, during the 1970's it was generally 
in surplus. In part, this change reflected the growth of Federal 
grants (rather than State and local borrowing) to finance new 
infrastructure. 

—The surpluses in the early 1970's were largely the result of the 
initiation of general revenue sharing and strong economic 
growth. 

—The low point in 1975 was largely the result of the recession. 

4 Special Analysis B provides general information on the Federal sector of the national income and product 
accounts. 
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—The surpluses in the latter 1970's were largely the result of the 
economic recovery, increases in anti-recession Federal grants, 
reductions in debt-financed capital spending, and general re-
straints in government spending exemplified by the passage of 
Proposition 13 in California in 1978. 

The recession brought the account into deficit in 1980 and 1982, 
albeit quite small ones relative to the 1955-71 period. As a result of 
the recession, States and localities reduced expenditures and in-
creased taxes. These actions along with national economic growth 
over the past four years have helped return the account to surplus 
for 1983-1986. The gradual decline into deficit in 1987 is in part 
due to increases by States and localities in capital spending fi-
nanced by borrowing. 

State and Local Surpluses and Deficits (Operating Account) 
as a Percent of Receipts 
Percent Percent 

Note: Excludes Social Insurance Funds 

DETAILED FEDERAL AID TABLES 

The following two tables present detailed Federal aid data for 
1987, 1988, and 1989. Table H-l l , "Federal Grants to State and 
Local Governments—Budget Authority and Outlays," provides de-
tailed budget authority and outlay data for grants-in-aid. Table H-
12, "Credit Assistance to State and Local Governments," provides 
information on direct and guaranteed loans to State and local 
governments. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1989



F-88 THE BUDGET FOR FISCAL YEAR 1989 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1987 
actual estimate 

1989 
estimate 

OUTLAYS 

1987 
actual estimate 

NATIONAL DEFENSE: 
Department of Defense—Military: 

National Guard centers construction 
Other 

Federal Emergency Management Agency: 
Emergency management planning and 

assistance 

107 
7 

78 
Total, national defense. 191 

ENERGY: 
Department of Energy: 

Energy conservation 
Department of Housing and Urban Devel-

opment: 
Assistance for solar and conservation 

improvements 
Tennessee Valley Authority: 

Tennessee Valley Authority fund 

200 

Total, energy.. 202 

NATURAL RESOURCES AND ENVIRON-
MENT: 
Department of Agriculture: 

Water resource management and im-
provement 

Resource conservation and development.. 
State and private forestry 
Forest research 

Department of Commerce: 
Operations research and facilities 

Department of the Interior: 
Abandoned mine reclamation fund 
Regulation and technology 
Land acquisition 
Urban park and recreation fund 
Historic preservation fund 
Resource management 
Construction 
Sport fish restoration 
Miscellaneous permanent appropriations.. 

Environmental Protection Agency: 
Sewage treatment system construction 

grants 
Abatement, control, and compliance 
Hazardous substance superfund 
Leaking underground storage tank trust 

Total, natural resources and envi-
ronment 

AGRICULTURE: 
Department of Agriculture: 

Food donations (Commodity Credit Cor-
poration) 

Temporary emergency food assistance 
program-

Extension Service 
Cooperative State Research Service.. 

102 
7 

27 

158 

161 
45 
33 

24 
5 
2 

141 
110 

2,361 
295 
176 

36 

3,682 

1,445 

50 
339 
379 

110 
21 

110 

89 

107 
7 

80 
211 199 193 

200 242 

10 

203 
202 455 

141 

160 
40 
17 

- 1 
28 

5 
2 

161 
118 

2,304 
285 
194 

14 

50 

130 
42 

3,611 

1,043 

50 
358 
306 

195 
119 

1,500 
290 
219 

124 
7 

27 
13 

158 

135 
44 
80 

4 
25 

5 
2 

85 
1 1 2 

2,919 
290 
42 

40 

2,634 4,073 

652 

300 
257 

1,445 1,043 652 

46 50 16 
319 353 312 
281 304 276 
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SPECIAL ANALYSIS F F-ll 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY OUTLAYS 

Function, agency and program 1987 
actual 

1988 
estimate 

1989 
estimate 

1987 
actual 

1988 
estimate 

1989 
estimate 

Payments to States and possessions 
(AMS) 1 1 1 1 1 
Total, agriculture 

COMMERCE AND HOUSING CREDIT: 
Department of Commerce: 

Minority business development 

2,214 1,758 1,209 2,092 1,751 1,257 Total, agriculture 

COMMERCE AND HOUSING CREDIT: 
Department of Commerce: 

Minority business development 1 1 1 1 
Total, commerce and housing 

credit 1 1 1 i _ 1 

TRANSPORTATION: 
Department of Transportation-. 

Federal-aid highways (trust fund) 
Highway traffic safety grants 
Highway-related safety grants 
Motor carrier safety grants 
Other highway programs 

13,262 
121 

10 
50 
96 

2,000 
1,097 

200 

6 
201 

13,486 
220 

10 
50 

101 
1,736 
1,200 

124 

2 
180 

13,482 
126 

10 
60 

12,414 
115 

9 
26 
85 

1,822 
668 
264 

5 
150 

345 
22 

917 
22 
4 

12,968 
121 

9 
41 

130 
2,131 

753 
239 

2 
159 

200 
26 

979 
37 

1 
4 

54 

12,989 
128 
11 
48 

135 
1,992 

763 
186 

1 
164 

200 
17 

1,110 
12 

Formula mass transit grants 
Discretionary grants - transit 

13,262 
121 

10 
50 
96 

2,000 
1,097 

200 

6 
201 

13,486 
220 

10 
50 

101 
1,736 
1,200 

124 

2 
180 

1,394 

12,414 
115 

9 
26 
85 

1,822 
668 
264 

5 
150 

345 
22 

917 
22 
4 

12,968 
121 

9 
41 

130 
2,131 

753 
239 

2 
159 

200 
26 

979 
37 

1 
4 

54 

12,989 
128 
11 
48 

135 
1,992 

763 
186 

1 
164 

200 
17 

1,110 
12 

Interstate transfer grants - transit 

13,262 
121 

10 
50 
96 

2,000 
1,097 

200 

6 
201 

13,486 
220 

10 
50 

101 
1,736 
1,200 

124 

2 
180 

12,414 
115 

9 
26 
85 

1,822 
668 
264 

5 
150 

345 
22 

917 
22 
4 

12,968 
121 

9 
41 

130 
2,131 

753 
239 

2 
159 

200 
26 

979 
37 

1 
4 

54 

12,989 
128 
11 
48 

135 
1,992 

763 
186 

1 
164 

200 
17 

1,110 
12 

Research, training, and human re-
sources 

13,262 
121 

10 
50 
96 

2,000 
1,097 

200 

6 
201 

13,486 
220 

10 
50 

101 
1,736 
1,200 

124 

2 
180 

12,414 
115 

9 
26 
85 

1,822 
668 
264 

5 
150 

345 
22 

917 
22 
4 

12,968 
121 

9 
41 

130 
2,131 

753 
239 

2 
159 

200 
26 

979 
37 

1 
4 

54 

12,989 
128 
11 
48 

135 
1,992 

763 
186 

1 
164 

200 
17 

1,110 
12 

Washington metro 
Miscellaneous expired accounts - mass 

transit 

13,262 
121 

10 
50 
96 

2,000 
1,097 

200 

6 
201 

13,486 
220 

10 
50 

101 
1,736 
1,200 

124 

2 
180 128 

12,414 
115 

9 
26 
85 

1,822 
668 
264 

5 
150 

345 
22 

917 
22 
4 

12,968 
121 

9 
41 

130 
2,131 

753 
239 

2 
159 

200 
26 

979 
37 

1 
4 

54 

12,989 
128 
11 
48 

135 
1,992 

763 
186 

1 
164 

200 
17 

1,110 
12 

Federal Railroad Administration 11 
869 

29 
4 

11 
1,700 

22 

12,414 
115 

9 
26 
85 

1,822 
668 
264 

5 
150 

345 
22 

917 
22 
4 

12,968 
121 

9 
41 

130 
2,131 

753 
239 

2 
159 

200 
26 

979 
37 

1 
4 

54 

12,989 
128 
11 
48 

135 
1,992 

763 
186 

1 
164 

200 
17 

1,110 
12 

Grants-in-aid for airports 
Boat safety 
Research and special programs 

11 
869 

29 
4 

11 
1,700 

22 
1,700 

15 

12,414 
115 

9 
26 
85 

1,822 
668 
264 

5 
150 

345 
22 

917 
22 
4 

12,968 
121 

9 
41 

130 
2,131 

753 
239 

2 
159 

200 
26 

979 
37 

1 
4 

54 

12,989 
128 
11 
48 

135 
1,992 

763 
186 

1 
164 

200 
17 

1,110 
12 

Pipeline safety 

11 
869 

29 
4 

4 

49 

5 

52 

12,414 
115 

9 
26 
85 

1,822 
668 
264 

5 
150 

345 
22 

917 
22 
4 

12,968 
121 

9 
41 

130 
2,131 

753 
239 

2 
159 

200 
26 

979 
37 

1 
4 

54 

5 

57 

Washington Metropolitan Area Transit Au-
thority: 
Interest payments 52 

4 

49 

5 

52 52 

12,968 
121 

9 
41 

130 
2,131 

753 
239 

2 
159 

200 
26 

979 
37 

1 
4 

54 

5 

57 
Total, transportation 

COMMUNITY AND REGIONAL DEVELOP-
MENT: 
Department of Agriculture: 

Rural water and waste disposal grants.... 
Rural community fire protection grants.... 
Rural development loan fund 

18,009 18,896 16,971 16,919 17,854 17,818 Total, transportation 

COMMUNITY AND REGIONAL DEVELOP-
MENT: 
Department of Agriculture: 

Rural water and waste disposal grants.... 
Rural community fire protection grants.... 
Rural development loan fund 

109 
3 

109 
3 

75 157 
3 

163 
3 

14 
9 

218 
1 

15 

3,037 
400 

5 

324 
10 

157 

140 
2 

Rural development grant program * 

205 
1 

14 

2,967 
354 

163 
3 

14 
9 

218 
1 

15 

3,037 
400 

5 

324 
10 

157 

* 

179 

Department of Commerce: 
Economic development assistance pro-

grams 192 182 

* 

205 
1 

14 

2,967 
354 

163 
3 

14 
9 

218 
1 

15 

3,037 
400 

5 

324 
10 

157 

* 

179 
Other programs 

192 182 

* 

205 
1 

14 

2,967 
354 

163 
3 

14 
9 

218 
1 

15 

3,037 
400 

5 

324 
10 

157 

* 

179 

Department of the Interior: 
Bureau of Indian Affairs 

Department of Housing and Urban Devel-
opment: 
Community development block grants „ 
Urban development action grants 
Supplemental aid for facilities for the 

homeless 

14 

3,000 
225 

15 

314 

16 

2,880 
216 

13 

2,480 
- 5 0 

* 

205 
1 

14 

2,967 
354 

163 
3 

14 
9 

218 
1 

15 

3,037 
400 

5 

324 
10 

157 

13 

3,015 
366 

5 

348 
10 

230 

Rental housing development and reha-
bilitation 

Other community development 

14 

3,000 
225 

15 

314 206 150 166 
7 

201 

163 
3 

14 
9 

218 
1 

15 

3,037 
400 

5 

324 
10 

157 

13 

3,015 
366 

5 

348 
10 

230 
Federal Emergency Management Agency: 

Disaster relief 112 108 173 

166 
7 

201 

163 
3 

14 
9 

218 
1 

15 

3,037 
400 

5 

324 
10 

157 

13 

3,015 
366 

5 

348 
10 

230 
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H-32 THE BUDGET FOR FISCAL YEAR 1989 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1987 
actual estimate 

1989 
estimate 

OUTLAYS 

1987 
actual 

1988 
estimate 

Appalachian Regional Commission: 
Appalachian regional development pro-

grams 
Neighborhood Reinvestment Corporation: 

Neighborhood Reinvestment Corporation.. 

Total, community and regional 
development 

101 

19 

102 

19 19 

141 

19 

EDUCATION, TRAINING, EMPLOYMENT, 
AND SOCIAL SERVICES: 
Department of Commerce-. 

Public telecommunications facilities 
Miscellaneous appropriations 

Department of Defense—Civil: 
Payment to the Henry M. Jackson 

Foundation 
Department of Health and Human Serv-

ices, except Social Security: 
Social services block grant 
Community services block grant 
Interim assistance to States for immi-

gration 
Human development services 
Foster care and adoption assistance 
Work incentives 

Department of the Interior: 
Operation of Indian programs 

Department of Labor: 
Training and employment services 
Worker readjustment 
Federal-State employment service 
Community service employment for 

older Americans 
Department of Education: 

Compensatory education for the disad-
vantaged 

Impact aid 
School improvement programs 
Bilingual, immigrant, and refugee edu-

cation 
Indian education 
Education for the handicapped 
Vocational rehabilitation and handi-

capped research 
Payments to institutions for the handi-

Vocational and adult education 
Student financial assistance1 

Higher education 
Libraries 
Chicago litigation settlement 

Community Services Administration: 
Community services programs 

Corporation for Public Broadcasting: 
Public broadcasting fund 

National Endowment for the Arts: 
National Endowment for the Arts.. 

Institute of Museum Services: 
Institute of Museum Services 

4,104 3,840 2,861 4,235 

20 

10 

2,700 
405 

1,899 
1,041 

126 

23 

2,986 

961 

74 

3,938 
708 
861 

150 
60 

1,575 

1,356 

6 
983 

76 
26 

126 
83 

21 

2,700 
382 

928 
2,218 

811 
93 

20 

3,020 

951 

73 

4,321 
700 
937 

151 
62 

1,706 

1,458 

5 
984 

73 
23 

125 

200 

32 

5 

214 

33 

5 

2,700 
310 

644 
2,218 
1,075 

20 

2,659 
948 
892 

74 

4,554 
582 

1,032 

162 
64 

1,754 

1,486 

5 
1,011 

65 

228 
33 

5 

22 

10 

2,688 
361 

1,771 
783 
137 

23 

2,929 

939 

68 

3,199 
695 
785 

103 
37 

1,159 

1,280 

6 
1,225 

66 
15 

122 

- 3 

200 

31 

5 

123 

19 

4,498 

22 

2,685 
406 

928 
2,150 

979 
95 

20 

3,014 

977 

75 

3,825 
737 
682 

131 
27 

1,627 

1,451 

6 
964 

96 
21 

150 
17 

- 2 

214 

32 
6 
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SPECIAL ANALYSIS F F-ll 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

BUDGET AUTHORITY OUTLAYS 
Function, agency and program 1987 1988 1989 1987 1988 1989 

actual estimate estimate actual estimate estimate 

Total, education, training, em-
ployment, and social services 20,430 22,015 22,530 18,657 21,336 21,687 

HEALTH: 
Department of Agriculture: 

Food Safety and Inspection Service 33 35 37 34 35 37 
Department of Health and Human Serv-

ices, except Social Security: 
Medicaid1 27,612 30,657 32,733 27,435 30,664 32,733 
Public health service management 

30,657 
140 

27,435 30,664 
70 

Public health emergency fund 30 
140 

23 5 
Health resources and services1 1,091 1,140 1,032 1,128 1,183 1,233 

8 Health care improvement 15 
1,233 

8 
Disease control, research and training 214 226 233 182 176 217 
Alcohol, drug abuse, and mental 

health1 711 791 733 622 713 736 
Department of Labor: 

Occupational Safety and Health Admin-
istration 59 47 48 59 46 47 

Mine Safety and Health Administration.... 5 5 5 5 5 5 
Total, health 29,757 32,902 34,974 29,466 32,846 35,091 

INCOME SECURITY: 
Department of Agriculture: 

Child nutrition programs (incl. Sect. 
32) 1 4,637 4,701 4,845 4,289 4,649 4,867 

Food stamp program administration1 1,056 1,129 1,189 1,107 1,154 1,181 
Nutrition assistance for Puerto Rico1 853 879 908 852 876 907 
Supplemental feeding programs1 1,703 1,850 1,921 1,701 1,859 1,919 
Special milk program 1 18 21 19 15 23 21 
Cash and commodities for selected 

groups1 194 194 199 188 193 198 
Rural housing preservation grants1 19 19 10 18 20 
Rural housing for domestic farm labor1. 10 10 9 11 11 
Mutual and self-help housing 1 8 8 6 8 8 

Department of Health and Human Serv-
ices, except Social Security: 
Family support payments to States 

(AFDC and CSE) 1 10,460 11,125 10,723 10,540 10,784 10,933 
8 Program administration 15 3 3 3 8 

10,933 
8 

Payments to States from receipts for 
child support * * * * 

Low income home energy assistance1.... 1,822 1,532 1,187 1,829 1,558 1,218 
Refugee and entrant assistance1 328 333 268 374 293 284 

Department of Labor: 
Unemployment trust fund—administra-

tion 1,633 1,656 1,675 1,560 1,656 1,675 
Department of Housing and Urban Devel-

1,633 1,656 1,560 1,675 

opment: 
Subsidized housing programs1 5,053 4,913 5,723 4,588 5,192 6,334 
Supportive housing demonstration pro-

6,334 

gram 1 85 64 
8 

75 29 45 
Emergency shelter grants program 1 60 

64 
8 

75 
2 37 30 

Payments for operation of low income 
60 2 37 30 

housing 1 1,350 1,450 1,518 1,388 1,486 1,515 
Low-rent public housing (forgiven 

1,486 

loans) 1 1,300 1,436 956 1,393 1,531 1,064 
Congregate services program 1 3 4 4 5 5 
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F-88 THE BUDGET FOR FISCAL YEAR 1989 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY 

1987 
actual 

1988 
estimate 

1989 
estimate 

OUTLAYS 

1987 
actual estimate 

Federal Emergency Management Agency: 
Emergency food and shelter1 125 

Total, income security. 30,732 

VETERANS BENEFITS AND SERVICES: 
Veterans Administration: 

Medical care1 

Grants for constructing State care fa-
cilities 1 

Other veterans 

Total, veterans benefits and serv-
ices 

ADMINISTRATION OF JUSTICE: 
Department of Justice: 

Justice assistance 
Crime victims fund 
National Institute of Corrections 

Department of the Treasury: 
Payments to the Government of Puerto 

Rico 
Department of Housing and Urban Devel-

opment: 
Fair housing assistance 

Equal Employment Opportunity Commis-
sion: 
Equal Employment Opportunity Commis-

sion 
Other Temporary Commissions: 

State Justice Institute: salaries and ex-
penses 
Total, administration of justice.. 

GENERAL GOVERNMENT: 
Department of Agriculture: 

Forest Service permanent appropriations., 
Department of Defense—Civil: 

Corps of Engineers permanent appro-
priations 

Department of the Interior: 
Payments in lieu of taxes 
Bureau of Land Management permanent 

appropriations 
Payments to States - mineral leasing 

receipts 
National wildlife refuge fund 
Payments to the U.S. territories 
Administration of territories 
Trust Territory of the Pacific Islands 

Department of the Treasury: 
General revenue sharing 
Internal revenue collections for Puerto 

Rico 
Miscellaneous permanent appropriations.. 

Department of Energy: 
Payments to States under the Federal 

Power Act 

110 

386 
77 

2 

506 

213 

105 

1 

375 
11 
69 
76 
67 

114 80 114 

31,450 31,289 29,972 31,494 

185 
107 

111 

198 
85 

2 

328 

314 

105 

150 

412 
12 
70 
75 
42 

205 
105 

146 

10 

20 

165 

306 

105 

78 

439 
12 
70 
68 

3 

205 
108 

95 

148 
49 

3 

20 

234 

303 

7 

105 

78 

375 
11 
71 
52 
38 

76 

225 
97 
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SPECIAL ANALYSIS F F-ll 

Table H - l l . FEDERAL GRANTS TO STATE AND LOCAL GOVERNMENTS—BUDGET AUTHORITY AND 
OUTLAYS—Continued 

(In millions of dollars) 

Function, agency and program 
BUDGET AUTHORITY OUTLAYS 

Function, agency and program 1987 
actual 

1988 
estimate 

1989 
estimate 

1987 
actual 

1988 
estimate 

1989 
estimate 

District of Columbia: 
Federal payment to the District of Co-

lumbia 

Total, general government 

Total, grants-in-aid 

580 550 525 560 552 527 

District of Columbia: 
Federal payment to the District of Co-

lumbia 

Total, general government 

Total, grants-in-aid 

1,799 2,049 1,927 2,000 1,955 1,948 

District of Columbia: 
Federal payment to the District of Co-

lumbia 

Total, general government 

Total, grants-in-aid 111,737 117,373 114,905 108,392 116,666 119,015 
1 Programs included in the "grants for payments to individuals" category shown in Table H-8. 
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F-88 THE BUDGET FOR FISCAL YEAR 1989 

Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS1 

(In millions of dollars) 

Function, agency and program 1987 1988 1989 
actual estimate estimate 

51 29 23 
40 19 23 

520 539 561 

-1 -1 -1 
13 12 12 

1 
-11 -1 -1 

4 3 2 

4 49 31 
4 46 26 

27 74 100 

56 78 54 
32 64 47 

565 628 676 

25 22 18 
14 12 9 

395 407 416 

* 1 
-38 -18 -21 

38 21 

45 45 48 
-27 

104 104 104 

45 47 48 
-65 -18 -21 

143 125 104 

466 450 504 
—1,796 -1,044 —798 

6,431 5,386 4,588 

3 
-8 —3 —3 

89 85 82 

7 9 
3 4 -4 

55 60 55 

Direct Loans 
Energy, natural resources and environment: 

Department of the Interior: 
Bureau of Reclamation loan program.. 

Drought emergency loan fund.. 

Environmental Protection Agency: 
Construction grants 

Abatement, control, and compliance.. 

Total, energy, natural resources and envi-
ronment 

Agriculture, commerce and housing credit: 
Department of Agriculture: 

Rural housing insurance fund (program)., 

Transportation: 
Department of Transportation: 

Federal aid to highways (trust fund). 

Right-of-way revolving fund. 

Total, transportation. 

Community and regional development: 
Department of Agriculture: 

Rural development insurance fund.. 

Department of Commerce: 
Coastal energy impact fund.. 

Department of Interior: 
BIA revolving fund for loans. 

Disbursements.. 
Net loans 
Outstandings.. 

Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 
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SPECIAL ANALYSIS F F-ll 

Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS '—Continued 
(In millions of dollars) 

Function, agency and program 1987 
actual 

1988 
estimate 

Department of Housing and Urban Development: 
Community development 

Revolving fund (liquidating programs). 

Total, community and regional development... 

Education: 
Department of Education: 

College housing loans 

College housing and academic facilities 

Higher education facilities loan and insurance 
fund 

Student loans 

Student financial assistance 

Total, education 

Health: 
Department of Health and Human Services-. 

Medical facility guarantee and loan fund 

General purpose fiscal assistance: 
Other independent agencies: 

Loans to the District of Columbia 

Grand total, direct loans 

Disbursements.. 
Net loans 
Outstandings.. 

Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Net loans 
Outstandings.. 

Disbursements.. 
Net loans 
Outstandings.. 

Net loans 
Outstandings.. 

Net loans 
Outstandings.. 

New loans 
Net loans 
Outstandings.. 

63 
24 

324 

-30 
329 

22 
-57 

267 

—327 
2 

539 
-1,808 

7,228 

-523 
569 

-59 
107 

153 

- 7 
9 

-588 
839 

15 

-293 
715 

666 
-2,708 

9,899 

481 
-1,427 

5,801 

-295 
274 

3 
3 
3 

-54 
53 

9 
-73 

79 

-9 

12 
-429 

409 

-1 
14 

-30 
685 

641 
-1,829 

8,069 
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F-88 THE BUDGET FOR FISCAL YEAR 1989 

Table H-12. CREDIT ASSISTANCE TO STATE AND LOCAL GOVERNMENTS '—Continued 
(In millions of dollars) 

Function, agency and program 1987 
actual 

1988 
estimate 

Guaranteed Loans 

Community and regional development: 
Department of Agriculture: 

Rural development insurance fund 

Department of Housing and Urban Development: 
Revolving fund (liquidating programs) 

Community development grants 

Department of Interior: 
BIA, Indian loans 

Total, community and regional development... 

Income security: 
Department of Housing and Urban Development: 

Low-rent public housing 

Grand total, guaranteed loans.. 

Net loans 
Outstandings.. 

New guaranteed loans.. 
Net loans 
Outstandings 

New guaranteed loans.. 
Net loans 
Outstanding 

New guaranteed loans.. 
Net loans 
Outstanding 

New guaranteed loans.. 
Net loans 
Outstandings 

Net loans 
Outstandings.. 

New guaranteed loans.. 
Net loans 
Outstandings 

-9 
343 

14 
12 
12 

54 
54 
54 

31 
27 

118 

99 
84 

528 

-249 
6,252 

99 
-165 
6,780 

* $500 thousand or less. 
1 Only direct loans are included in budget outlays. New direct loan disbursements less loan repayments, sales, etc., are net loans, which are 

counted in the budget as outlays. Guaranteed loans are non-Federal loans guaranteed by the Federal Government. For a discussion of credit in the 
budget, see Special Analysis, F, "Federal Credit Programs" 
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