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Factors Determining California’s Share
of Federal Formula Grants

Tim Ransdell December 2002

Overview
To accomplish most of its policy objectives, Congress mandates that federal

government agencies undertake specific functions, from national defense to trade
negotiations.  However, Congress also enlists the assistance of other entities
through formula grants when programs are best administered at the state or local
level.  Through these grants, state and local governments are currently funded to
implement federal policies in such areas as health, transportation, housing,
agriculture, education, and law enforcement.

In fiscal year 2001, the federal government distributed $284 billion through
158 formula grant programs; California received $34 billion or roughly 12
percent of those funds.  In the first of an ongoing series of reports examining
federal funding formulas and California, this report describes the major f a c to r s
u s e d by  f e de r a l  f o r m u l a  g r a n t  p r o g r a m s  to  a l l o c a t e  f u n d s  a n d  de s c r i b e s  how
California’s share of programs varies by the factors employed.

A companion document illustrates California’s current and historical shares
o f  roughly 160 major federal grants.  Future reports will provide objective, in-
depth information on the mechanics and operation of funding formulas within
individual programs, beginning with welfare funding through the Temporary
Assistance for Needy Families (TANF) program.  Ultimately, this series is
intended to add depth and detail to our understanding of federal funding
f o r m u l a s — w h i c h  a l l o c a t e  o n e - s i x t h  o f  t h e  f e d e r a l  b u d g e t — a n d  t h e i r  e f f e c t  o n 
policymaking in California.

Federal Formula Grants
Formula grants (sometimes block or categorical grants) differ from other

federal grants in that they employ a predetermined mathematical construct to
accomplish distributive goals.  Unlike discretionary or project grants (which are
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allotted on a competitive basis by a federal agency) and congressional earmarks
(through which a specific recipient or program receives funding), formulas are
generally employed to allocate funds on an ongoing basis.

Allocation formulas are typically prescribed in statutory language, although
Congress sometimes leaves decisions regarding specific details—and occasionally
the entire formula design—to the implementing agency.

Congress often distributes formula funding as block grants, which typically
allocate a specified sum or percentage of total funds to a state or local entity by
formula and often allow flexibility in implementation.  An alternative approach is
the matching grant, which may contain similar elements but requires state or
local expenditure of funds before federal funds are provided as a match.  The
open-ended Medicaid entitlement program functions in this manner, with
federal funds reimbursing state-reported expenditures at rates that vary
depending on formula statistics.

Top Ten Federal Formula Grant Programs
(ranked by total federal expenditures in fiscal year 2001)

1. Grants to States for Medicaid

2. Highway Planning and Construction

3. Temporary Assistance for Needy Families—Family Assistance Grants

4. Title I Grants to Local Educational Agencies

5. Head Start

6. National School Lunch Program

7. Special Education—Grants to States

8. Foster Care—Title IV-E

9. State Children’s Health Insurance Program (SCHIP)

10. Special Supplemental Nutrition Program for Women, Infants,
        and Children (WIC)
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Formula Factors
S o m e  f e d e r a l  pr o g r a m s  di s tr ib u t e  f u n d in g  a c c o r di n g  to  s i m p l e  c e n s u s  f i g u r e s ;

o th e r s  e m p l o y  m o r e  c o m pl e x  f a c t o r s , s u c h  a s  to ta l  n u m be r  o f  v e h ic l e  m i l e s  t r a v e l e d
o r  n u m b e r  o f  c h il dr e n  in  f a m i l i e s  a t  o r  b e l o w  13 0  p e r c e n t o f  th e  po v e r ty  l e v e l 
e s t a b l i s h e d b y  th e  f e d e r a l  g o v e r n m e n t .  T h e  f o l l o w i n g  i s  a  b r ie f  di s c u s s i o n  o f  s o m e 
o f  th e  m o s t c o m m o n  f a c to r s  e m pl o y e d w h e n  di s tr ib u ti n g  f e de r a l  f u n di n g  th r o u g h
f o r m u l a  g r a n t s  a n d h o w  t h e  f a c t o r s  o p e r a t e  w it h  r e s pe c t  to  C a l i f o r n i a , w i th  s o m e 
f a c to r s  w o r k i n g  t o  t h e  s t a t e ’ s  a dv a n t a g e  a n d  o th e r s  t o  i ts  d i s a dv a n t a g e .  F u t u r e 
r e p o r ts  in  t h is  s e r i e s  w i l l  d is c u s s  f o r m u l a s  u s e d  t o  de t e r m i n e  f u n d i n g  l e v e l s  i n 
s pe c i f i c  f e d e r a l  g r a n t  p r o g r a m s .

In some formulas, convoluted mechanisms achieve deliberate results.  The
Low-Income Home Energy Assistance Program formula favors “heating days”
over “cooling days” by squaring the number of heating days to skew f un din g
to w a rd c o l de r N o rth ea s te rn s ta te s  a nd a w ay f r o m w ar m er S o u th wes te rn s ta te s .  O n e
c o m po n e n t o f  th e  C o m m u n i t y  D e v e l o p m e n t Bl o c k  G r a n t f o r m u l a  allocates funds
on the basis of population loss and the stock of “pre-1940 housing,” which
naturally favors older Northeastern and Midwestern states, whereas an alternative
calculation emphasizing poverty and overcrowding results in California receiving
16 percent of total funds.

Population
A few formulas, such as the Social Services Block Grant (SSBG), distribute

funding based solely on overall state population.  As the crudest benchmark for
examining alternative formula allocations and federal fund distributions
generally, California’s population on April 1, 2000, was 33,872,000, representing
approximately 12 percent of the U.S. population.1  (The primary source for
population data used in this report is the U.S. Census Bureau.2)  Despite a
dramatic slowdown in the 1990s, population growth in California outpaced

1U.S. Census Bureau, Statistical Abstract of the United States: 2001, Table 18; and U.S. Census Bureau, Population Change
and Distribution: 1990 to 2000, Census 2000 Brief, C2KBR/01-2, April 2001.

2There may be some variation with statistics produced by other entities, such as the California Department of Finance’s
(DOF’s) State Demographic Research Unit and private observers. The use of Census Bureau statistics is for consistency
alone and does not represent an endorsement of one source over another.  In fact, DOF statistics, which take into account
driver’s license registrations, often prove to be more accurate than the Census Bureau totals. T he  l as t  C en s us  B ur e au 
e s t im at e s  of  th e 20 0 0 po p ul at io n  r el e as ed  b e f o r e  th e de c en nia l  ce ns u s , b a s e d on  ex tr a po l a tio ns  from the 1990 decennial
census, predicted that California’s 2000 population was 33.1 million. DOF’s estimated figure of 34 million proved to be
notably closer to the actual 2000 census headcount of 33.9 million.
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growth in the nation for more than a generation.  During the 1980s, population
growth in California far exceeded that in the rest of the nation, as shown in
Figure 1.1 (11.7 percent compared to 5.0 percent from 1980 to 1985 a nd 12.8
pe rcent c ompa red to 4.6 pe rcent f rom  1985 to  1990) .  How ever , be tw ee n 1990 and
2000, California and the nation grew at roughly similar rates:

California’s population increased by 5.7 percent between 1990 and 1995 and
7.6 percent between 1995 and 2000.  Population in the United States as a w h o l e
g r e w  o n l y  s l i g h tl y  m o r e  s l o w l y , by  5 .6 pe r c e n t  b e tw e e n  1 99 0 a n d  1 99 5  and by 7.1
percent between 1995 and 2000.3

Population projections for the next two decades suggest that the state will
continue to grow at a faster rate than the nation as a whole.  Census Bureau
demographers anticipate 5.9 percent growth for California between 2000 and
2005, slightly faster than the nation’s projected 4.1 percent increase.  By the
middle of the decade, however, California is expected to begin to grow at a rate
more than twice that of the nation as a whole, as shown in Figure 1.2.  During
the ten-year span between 2005 and 2015, California’s population is expected to
grow by 20.1 percent, whereas population within the country as a whole is
projected to grow by only 8.5 percent.  Similarly, the growth rate between 2015
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Figure 1.1—Population Growth, 1980–2005, California and the United States

3U.S. Census Bureau, Statistical Abstract of the United States: 2001, 1999, and 1998; U.S. Census Bureau, Census of
Population and Housing, 1980–1995.
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Figure 1.2—Population Growth Projections, 2005–2025, California and the United States

and 2025 is projected to be 19.1 percent in California and just 8.0 percent in the
rest of the country.4

Overall, California’s population represented 9.8 percent of the U.S.
population in 1970, 10.5 percent in 1980, 12.0 percent in 1990, and 12.0
percent in 2000.  The state’s population is projected to remain at 12.0 percent of
the nation’s total population in 2005, growing to 13.3 percent in 2015, and 14.7
percent in 2025.5

Poverty
Poverty rates and statistics for the number of persons living in poverty are

used to calculate distributions for a number of federal programs.  In 1999, 14.1
percent of Californians lived in a family whose income fell below the federal
poverty line—a higher concentration of poor persons than evident in the 11.8
percent rate in the nation as a whole.  California was home to 4.7 million, or
14.5 percent, of the nation’s 32.3 million people living in poverty in 1999, giving
the state the 12th highest poverty rate in the nation.6  Poverty s ta ti s t i c s  s i n c e  th e n 
s h o w  a  s h a r p  de c l in e  f o r  C a l i f o r n i a .  Between 1999 and 2001, the state’s poverty

4U.S. Census Bureau, Projections of the Total Population of States:  1995 to 2025, Series A.

5U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 18; U.S. Census Bureau, Population Change and
Distribution: 1990 to 2000, Census 2000 Brief, C2KBR/01-2, April 2001; and U.S. Census Bureau, Projections of the
Total Populations of States:  1995 to 2025.

6U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 684; U.S. Census Bureau, Current Population
Reports, P60-210; and http://www.census.gov/hhes/poverty/histpov/hstpov21.html.
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rate declined from 14.1 percent to 12.6 percent, and the nation’s poverty rate
edged downward from 11.8 percent to 11.7 percent.  In 2001, 13.1 percent of
the nation’s residents living below the poverty line were in California—down
from 14.5 percent two years before—and the state’s ranking fell from 12th
highest poverty rate in the nation to 18th highest.7

Because poverty is calculated at particular levels of income, some federal
allocation formulas calculate eligible populations precisely at the official p o v e r t y 
l e v e l ,  w h e r e a s  o t h e r s  u s e  a  s p e c i f i e d  p e r c e n t a g e  o f  t h a t  l e v e l  ( s a y  1 2 5  percent
or 185 percent of the poverty level).  California’s share of individuals living at
each of these levels is similar to its share of persons living in families with
incomes below the poverty line.

T h e  f e d e r a l  g o v e r n m e n t  e m pl o y s  t w o  s l ig h t l y  di f f e r e n t  m e a s u r e s  o f
p o v e r ty — poverty thresholds and poverty guidelines.  Poverty thresholds,
calculated by the Census Bureau, estimate the number of persons in poverty
based upon family size and other family circumstances.  Poverty guidelines are a
simplified and more current version developed by the Department of Health a nd
Hu m a n S er v ic es ( HHS ) to  de t e rmin e  e lig i bil ity  f or s o me f e de ral pr ogra m s.  Both
data sets are adjusted for inflation using the Department of Labor’s consumer
price index.  HHS poverty guidelines are used to distribute funds for the
Community Development Block Grant; Head Start; Low-Income Home Energy
Assistance; State Children’s Health Insurance Program; Food Stamps; Special
Supplemental Nutrition Program for Women, Infants, and Children; National
School Lunch Program; School Breakfast program; and some peripheral aspects
of Medicaid.8

Child Poverty
The number of children living in poverty is an important factor in

determining the distribution of funds under the $8 billion Title I Grants to Local
Educational Agencies program—the largest federal education grant program and
the fourth largest formula grant of any kind.  In 1998, 22.8 percent (or

7U.S. Census Bureau, “Housing and Household Statistics,” Current Population Survey, March 2001 and March 2002.
Poverty statistics for 2000 come from the March supplement to the Current Population Survey, a sample survey of
a pp r o xim at el y  5 0,00 0  h ou s eh ol ds  na tio nw id e, co nd u ct ed  e a ch  m o nt h f o r  t he  Bu r e au  of  L a bo r  St a tis t ics , an d  a r e  no t f r o m  the
2000 census. Moreover, t he  s ta t e’ s  a nd  n at ion ’ s  ec on om ies  h a ve  d ec l in ed  co ns id e r a bl y  s in ce  20 00 , s o co n cl us ion s  s h o ul d b e
d r a w n  c a ut io u s l y.

8For additional information, see the Institute for Research on Poverty at the University of Wisconsin, http://www.ssc.
wisc.edu/irp.
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2,064,698) of California children ages 17 years or younger were living below the
federally defined poverty line.  At that time, 21.8 percent of California school-age
children (ages 5 to 17) and 23.9 percent of the state’s preschool-age children were
living in poverty.9   By 2001, California’s child poverty rate had declined to 15.4
percent, with 1.1 million of the state’s 7.1 million school-age children living
below the federal poverty line.  In the nation as a whole, the school-age child
poverty rate was 15.1 percent in 2001, with 14 percent of the nation’s school-age
children in poverty residing in California.10

Be c a use t h e T it l e I p r ogram  o ste n s ibl y f ocuse s  o n p o or c h il dr en , C ali f ornia ’ s
rec e ipts  f rom t h e pr o g ram m ig ht b e  e xpe c te d t o  r efl e ct th e  s ta t e ’s r e l ativ e l y h ig h  s har e 
of c hil dr e n in  po vert y .  Y e t in  f is cal y ear 2 001, t h e s ta te ’s $ 1 bil l io n s h a re o f  T itl e  I
fun din g w a s o nl y  12.4  pe rce n t o f th e n a tio n’s  $8.1 bil lio n  to ta l , a nd  th at f ig ure
act u ally r epr es e nte d a  h ig h  w ate r m ark f o r th e  s ta te ’ s T it l e I s h are.

H is to r i c a l l y , a  k e y  r e a s o n  f o r  t h e  s t a t e ’ s  l o w  s h a r e  o f  T i tl e  I  f u n d s  is  th a t
p o v e r ty  s t a t i s t ic s  a r e  u p da te d o n l y  e v e r y  t e n  y e a r s .  A s  l a t e  a s  19 9 2, t h e  pr o g r a m
w a s  f u n d e d  b a s e d o n  19 80  de c e n n i a l  c e n s u s  n u m b e r s  f o r  p o v e r t y , r e s u l ti n g  in  a 
m is a l l o c a t io n  o f  T i t l e  I  do l l a r s .  A  C a l i f o r n i a - p r o m o te d  r e m e dy  d u r i n g  t h e  19 94 
r e a u t h o r iz a t i o n  o f  t h e  El e m e n ta r y  a n d  S e c o n d a r y  Edu c a ti o n  A c t  r e q u i r e d
s e m ia n n u a l  u p da te s  o f  po v e r ty  d a ta , w h i c h  w e r e  t o  b e  u s e d f o r  T it l e  I a l l o c a t io n s .11

H o w e v e r , i n  1 99 7, a p pr o p r ia to r s  f r o m  s l o w - g r o w th  s t a t e s  in s e r te d a  1 00  p e r c e n t
“ h o l d  h a r m l e s s ”  c l a u s e , s ta ti n g  th a t  n o  s c h o o l  d i s t r i c t  in  f i s c a l  y e a r  1 9 98  c o u l d
r e c e i v e  l e s s  th a n  i t  h a d  r e c e iv e d in  f i s c a l  y e a r  19 97 , t h u s  p r e v e n t i n g  f u n d in g  s h i f t s 
t o  s c h o o l  di s tr ic ts  in  C a l i f o r n i a  a n d  o th e r  f a s t - g r o w th  s t a t e s .  T h e  1 00  pe r c e n t  h o l d 
h a r m l e s s  o r  s u c c e s s o r  l a n g u a g e  h a s  r e m a in e d  a t ta c h e d to  a n n u a l  a p pr o pr ia t io n s
m e a s u r e s  s in c e  th a t  ti m e .

Per Capita Income
Some formulas use a measure of “fiscal capacity”—the ability of a state or

loc a lity  to  r ai s e r ev e nues o f its  o wn t h rough  s ta te  o r l o c al ta x es—in  a n a t te mpt to

9U.S. Census Bureau, “Housing and Household Statistics,” Current Population Survey, March 2001 and March 2002.

10U.S. Census Bureau and Bureau of Labor Statistics, CPS Annual Demographic Survey, March Supplement, March 2001
(Revised December 4, 2001).

11Opponents of intercensal updating of these poverty figures for Title I, typically from slow-growth states, argue that
because poverty data are collected from only one in every 20 census respondents, attempts to estimate persons in poverty
at small geographic levels (such as a county or school district) have too great a margin for error.  Supporters counter that
such errors would not likely be worse than ignoring pronounced growth shifts for as much as a decade.
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shift federal funding toward poorer states and away from wealthier ones.  Per
capita income (PCI) is commonly used as a measure of fiscal capacity, a nd  its  u s e
in  th e h u g e M ed ic aid pr ogra m  m ake s  it a r guabl y  th e m ost s ig nif i c ant formula factor
used in federal grant distribution.  A state’s federal matching rate for Medicaid is
based on the state’s per capita income compared to the national average, and
high-income states receive a lower reimbursement percentage than low-income
states.

Alt h ough C alif o r nia  r e main s  w ealt h ie r t h an th e  n ati o nal a v erage , its  r elati v e
wea l th  h a s  de cl in ed c o nside r abl y o ver t h e pa s t tw o de cade s .  T h e  s ta t e  h ad th e 9t h 
hig h est p e r c ap ita  in c ome a m ong s ta te s ( in clu din g t h e D is tr ic t o f C ol u mbia )  in 
200 0, a  s l ig ht de clin e  f rom  its  8 th  r an k in g i n  1990  a nd w e ll do w n f ro m  its  r ankin g 
as th e 3r d r ic h e st s t a te  in  1980.  ( In i tia l p r oje ct io ns f o r 200 1 s how  C alif o rnia 
de c l in in g  f urth e r, to  a  r an k in g o f  11th .)   A s  s hown  in  F i g ure 1 .3, C a l if orn ia ’s p e r
cap ita  in c ome i n  2000  w as $ 32,149 , w her e as th e  n ati o nal l e vel w a s $29 ,469.  T he
sta te  w it h  th e h ig hes t pe r c apita  in com e  th at  y ear w as C o n necti c ut, w h ere i ts 
$40 ,702 p e r c ap ita  in c ome w a s n ea r ly tw ic e th a t o f th e s t a te  w i th  th e  l owes t,
Mis s is sip pi, w h ic h h a d a  pe r  c api ta  in c o me o f  $20,9 00.12

In 2000, California’s personal income per capita was 108.8 percent of the
national average; it was 111.8 percent in 1990 and 118.1 percent in 1980.  If
p r e l i m i n a r y  e s t im a t e s  h o l d, C a l i f o r n i a ’ s  in c o m e  l e v e l  w i l l  h a v e  f a l l e n  t o  1 07 .9 
p e r c e n t  o f  t h e  n a ti o n a l  a v e r a g e  in  2 0 01 .  T h e  a l t e r n a ti v e  m e a s u r e  o f  d is p o s a b l e
personal income—income after taxes and other mandatory deductions—shows a
steeper decline; California’s 2000 level is 106.8 percent of the national average,
down from the 1990 level of 111.0 percent and the 1980 l ev e l  o f  1 18 .6 pe r c e n t .13

T h u s , a l th o u g h  C a l i f o r n i a ’ s  r a n k in g  a m o n g  t h e  s t a te s  fell by only one notch
between 1990 and 2000—from 8th to 9th place—the state’s income level
relative to the national average declined more sharply, largely as a result of the
state’s deep recession in the early 1990s.

Use of per capita income figures in determining the Federal Medicaid
Assistance Percentage (FMAP) to reimburse states for Medicaid spending

12U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 652; U.S. Bureau of Economic Analysis,
Survey of Current Business, May 2001; Regional Economic Information System, Bureau of Economic Analysis, Survey of
Current Business, Table SA1-3, April 2002; and unpublished data.

13U.S. Census Bureau, Statistical Abstract of the United States:  2001, Tables 652 and 653; U.S. Bureau of Economic
Analysis, Survey of Current Business, May 2001; and unpublished data.
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Figure 1.3—Per Capita Income, 1990–2001, California and the United States

disadvantages California, as the formula reimburses states with lower per capita
income at higher rates than higher-income states.14  The use of per capita income
also reduces California’s share of funding for federal foster care, vocational
education, and a range of other programs.

According to the General Accounting Office, PCI was first used in the 1950s
a s  a n  i n di c a t o r  o f  s ta te s ’  a b il i ty  t o  f in a n c e  pr o g r a m s  a n d  o f  t h e ir  po v e r ty  l e v e l  (the
assumption being that low-income states would have higher poverty rates).15

Since that time, a formal poverty definition has been created, and better measures
of fiscal capacity now exist.  It is important to note that California has a high per
capita income but also a high poverty rate—a phenomenon called income
inequality.16  Thus, formulas originally drafted to assist poor people by bettering
the fortunes of low-income states actually fail in that effort and may actually
drain the treasuries of the state and local governments that must then attempt to
backfill the shortfall.17

14For further information, see Tim Ransdell, The Distribution of Federal Medicaid Dollars: California Fiscal Implications of
Block Granting and Other Approaches, California Institute, Washington, D.C., 1995.

15See U.S. General Accounting Office (testimony), Medicaid Formula: Fairness Could Be Improved, GAO/T-HRD-91-5,
December 7, 1990, p. 2.

16See Deborah Reed, California’s Rising Income Inequality:  Causes and Concerns, Public Policy Institute of California, San
Francisco, California, 1999.

17An alternative fiscal capacity factor proposed for use in some formula shifts would measure a version of a state’s taxable
resources. The most recent GAO study on the subject, dated 1990 (and thus using 1989 data), however, determined that
California’s per capita taxable resources were about 10 percent above the national average, and thus use of taxable
revenues as a fiscal capacity factor would produce results roughly similar to use of per capita income. See U.S. General
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Fiscal Effort
S o m e  pr o g r a m s  i n c o r p o r a t e  i n  th e ir  f o r m u l a s  a  f a c to r  to  r e pr e s e n t  t h e  s a c r i f i c e

o r  e f f o r t m a d e  by  a  s t a t e  o r  l o c a l it y  t o  s u p po r t  th e  pr o g r a m ’ s  g o a l s .  F o r  e x a m p l e , a 
f a c to r  m ig h t  r e w a r d  a  s t a te  o n  t h e  b a s i s  o f  it s  l e v e l  o f  p a y m e n ts  t o  e l i g ib l e  p e r s o n s ,
t h e r e by  c r e a t in g  a n  in c e n ti v e  f o r  a  s ta te  t o  r a i s e  ta x e s  t o  p a y  f o r  th e  f e d e r a l  g o a l  in 
q u e s t io n .  A  ty pi c a l  f a c t o r  m ig h t be  a  r a ti o  o f  t h e  s ta t e ’ s  r e v e n u e  in  a  c e r t a i n 
c a t e g o r y  t o  t h a t s t a te ’ s  pe r  c a p it a  i n c o m e .

Cost Factors
An alternative to income factors (which tend to help lower-income states) is

to recognize that one state might face higher costs when providing services than
another.  A problem with this approach is that some purported cost factors may
not accurately reflect differentials in costs.

One such example can be found in the Title I education program.  While
technically neither an effort factor nor a cost factor, an adjustment for state per
pupil expenditure was included in the Title I formula as a rough proxy for both.
Use of this factor significantly reduces California’s receipts from the program.
California has one of the highest average class sizes among states and thus has
relatively low per-pupil expenditure, which thereby suppresses Title I funding.
In 1999, public elementary and secondary school spending per pupil in
California was $6,045; it was $7,013 nationwide.  This spending level reduced
California’s ranking among the 50 states and Washington, D.C., to 37th for
1999, down from 32nd in 1990, and from 22nd in 1980.18  During revision of
Title I authorizing laws in the103rd Congress, California advocates promoted the
use of another proxy for the cost of providing education services—average state
teacher salaries.  In 2000, California ranked 4th (up from 9th in 1999) among
states in average salaries for teachers of primary and secondary schools.
California teachers earned an average annual salary of $47,700, whereas the
national average was $41,700.19

Accounting Office (testimony), Medicaid Formula:  Fairness Could Be Improved, GAO/T-HRD-91-5, December 7, 1990,
p. 11.

18National Center for Education Statistics, Digest of Education Statistics, Washington, D.C., 2001.

19U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 237; and National Education Association,
Estimates of School Statistics Database, Washington, D.C., 2000.
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Employment and Unemployment
The Department of Labor calculates unemployment rates monthly, and

California’s unemployment rate has typically exceeded the national rate.  During
the early and mid-1990s, when the state experienced a deeper and more
prolonged recession than the rest of the nation, California’s unemployment rate
exceeded the nation’s by more than two percentage points.  That discrepancy
moderated recently.  In March 2002, California’s seasonally adjusted rate of
unemployment was 6.4 percent, whereas the national rate was 5.7 percent.  In
2001, California’s unemployment rate was 5.3 percent, and the nation’s was 4.8
percent.  In 2000, the state’s rate was 4.9 percent and the national rate was 4.0
percent20—a considerably wider disparity.  The unemployment rate is used to
calculate grants under the Workforce Investment Act of 1998 (WIA, formerly
the Job Training Partnership Act), two-thirds of which is based on the number of
unemployed individuals in a state and one-third on the number of poor
residents.  The formula includes a one-third bonus for states that experience
excessive unemployment, a factor that further raised California’s already large
share of WIA funds.  The state has received between 16 and 24 percent of U.S.
funds under WIA component programs during the past decade.

Urban Versus Rural Populations
Many federal transportation/highway and agriculture dollars are allocated

according to urban versus rural populations.  California’s population is much
more concentrated in urban areas than the national average.  In 2000, 96.7
percent of California residents lived in what the Census Bureau defines as a
metropolitan area, compared to 80.3 percent nationwide.  Only New Jersey and
the District of Columbia, all of whose residents are deemed as residing in an
urban area, have a higher share of urban dwellers than California.21

20U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 606; U.S. Bureau of Labor Statistics,
Geographic Profile of Employment and Unemployment, annual; U.S. Bureau of Labor Statistics, Household Data Annual
Averages and Household Data Seasonally Adjusted, www.bls.gov; and California Employment Development Department,
California Labor Force 1983–Current, www.edd.ca.gov.

21U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 30; U.S. Census Bureau, 1990 Census of
Population and Housing, Population and Housing Unit Counts (CPH-2-1); and unpublished data.
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Age-Range Populations
Some programs are based on populations within certain age ranges (such as

school-age population or residents age 65 or older).22  In 2000, California had the
9th highest percentage of residents ages 5 to 17 (20.0 percent compared to 18.9
percent nationwide).  In contrast, 10.6 percent of Californians in 2000 were age
65 or older, compared with 12.4 percent nationally.  In this age group, California
ranked 46th among states, including the District of Columbia.23

Number of Immigrants
Any formula that includes immigrants as a significant factor is likely to

allocate a substantial funding share to California.  But because immigrants tend
to be concentrated in relatively few states, it is typically difficult to build a broad
base of support for the inclusion of immigrant factors in formulas.

In 2000, California was home to 8.9 million foreign-born individuals, which
was 28.4 percent of the 31.1 million foreign-born in the United States.
California has the distinction of having the highest proportion of foreign-born a s 
a  s h a r e  o f  t o t a l  p o p u l a t i o n — 2 6 .2  p e r c e n t .  N e w  Y o r k  r a n k e d  2 n d  w i t h  2 0 . 4 
percent and Florida 3rd with 16.7 percent.  In the nation as a whole, 11.1
percent of the population was foreign-born.24

An alternative, approximate proxy for immigrants in some proposed
formulas—used in K–12 education programs particularly—is the Census
Bureau’s decennial calculations of households in which a language other than
English is spoken.  In 2000, California was the residence for 12.4 million
persons—or 26.4 percent of the nation’s total—who spoke a language other than
English in the home.25

The Census Bureau estimates that between 9 million and 11 million undocu-
mented immigrants reside in the Unites States.  In 1996, the Immigration and
N a t u r a l i z a t i o n  S e r v i c e  e s t i m a t e d  t h a t  C a l i f o r n i a  w a s  h o m e  t o  4 0  p e r c e n t  o f  t h e 
nation’s undocumented immigrants.  Applying this 40 percent estimate to

22For example, the Individuals with Disabilities Education Act is based in part on the number of persons ages 3 through
21 in each state.

23U.S. Census Bureau, Statistical Abstract of the United States:  2001, Tables 20 and 21; and U.S. Census Bureau,
Demographic Profiles:  Census 2000, http://www.census.gov/Press-Release/www/2001/demoprofile.html.

24U.S. Census Bureau, Census 2000, Table DP-2, Profile of Selected Social Characteristics:  2000.

25U.S. Census Bureau, Census 2000, Table DP-2, Profile of Selected Social Characteristics:  2000.
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today’s numbers, it is possible that in 2000, between 3.6 million and 4.4 million
undocumented immigrants resided in California.26

The State Criminal Alien Assistance Program (SCAAP) reimburses states for
th e  c osts  o f in c arcer a tin g u ndo cu m ente d  f elon s , o n th e th e ory t h at th e ir  pr e sence  in
the United States is a federal responsibility.  Although California received nearly
half of the $565 million appropriated in 2001, less than half of the state’s actual
costs were reimbursed.

Percentage of Population Receiving Benefits
On occasion, one program’s benefit levels are tied to the number of

individuals receiving or eligible for benefits in another program.  For example,
the Title I education program includes a factor for children receiving welfare
services who would not otherwise be eligible for Title I.  Likewise, participation
in Medicaid is used to assess an individual’s eligibility for a number of other
health- and indigent-related programs.

In 1998, California housed 7 million, or 18 percent, of the nation’s 39
million Medicaid recipients (despite the fact that California’s total Medicaid
payments were just 11 percent of the nation’s total federal payments).27  On the
other hand, although just 2.4 percent of the nation’s 1999 population received
welfare benefits, more than twice that percentage of Californians—5.0 percent or
1.6 million people—received benefit payments that year.28  (California accounted
for more than 25 percent of the nation’s welfare recipients in 1999.)  For
Supplemental Security Income (SSI), California’s 1.07 million recipients
represented 16.3 percent of the national total in 1999.29 On the other hand, only
12.4 percent of Californians received Social Security payments in 2000,
compared to 15.8 percent nationwide.30

26U.S. Department of Justice, Immigration and Naturalization Service, Statistical Yearbook 1999,
http://www.ins.usdoj.gov.

27Centers for Medicare and Medicaid Services, Statistical Report on Medical Care Eligibles, Recipients, Payments and
Services; and U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 140.

28U.S. Census Bureau, Statistical Abstract of the United States: 2001, Table 545; U.S. Administration for Children and
Families, Temporary Assistance for Needy Families (TANF)—Recipients by State and Other Area:  1995 to 2000; and
unpublished data.

29U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 543; and U.S. Social Security Administration,
Social Security Bulletin, quarterly, and Annual Statistical Supplement to the Social Security Bulletin.

30U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 528; and U.S. Social Security Administration,
Social Security Bulletin, quarterly.
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Crime Rates
Crime rate statistics are sometimes used to distribute formula grants from the

Department of Justice.  Although California’s crime rates still tend to exceed the
national average, crime rates have fallen nationwide, a trend particularly apparent
in the Golden State.  In 1999, California had the 10th highest violent crime rate
among the states at 627 per 100,000 persons, compared to 525 per 100,000
nationwide.31  The state’s ranking is down from 9th highest in 1998 and 1997
and from 7th highest in 1996.  In 1995, when California ranked 7th highest in
the nation, the violent crime rate was 966 and 685 per 100,000 in California and
the United States, respectively.32

Transportation
Highway Planning and Construction programs and other surface

transportation grants reauthorized in 1998 as the Transportation Efficiency Act
for the 21st Century (TEA-21) employ an array of transportation-related factors
for allocating funds.  Highway funds are allocated according to states’ road and
highway length and usage, as well as diesel fuel usage (in an attempt to account
for freight traffic), with a small factor also included to help states with small
populations relative to usage.  California receives approximately 9.1 percent of
highway funds based on these factors, whereas mass transit, based in part on
urbanization of population, has returned as much as 20 percent to the state
during TEA-21’s six-year term.

National Highway System funding is based on the following factors:  25
percent on a state’s share of total lane miles of principal arterial routes (not
including interstates), 35 percent on the share of total vehicle miles traveled, 30
percent on the share of diesel fuel consumed, and 10 percent on sparseness of
population versus road mileage.  The Congestion Mitigation and Air Quality
(CMAQ) program distributes funds to states on the basis of the share of
population living in air pollution “non-attainment and maintenance” areas as
determined by the U.S. Environmental Protection Agency.  For the Surface
Transportation Program (STP), the Department of Transportation weights
federal-aid highway lane mileage at 25 percent, lane mileage actually traveled at

31U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 293; and U.S. Federal Bureau of Investigation,
Crime in the United States, annual; and http://www.fbi.gov/ucr/Cius99/99crime/99cius.pdf.

32U.S. Census Bureau, Statistical Abstract of the United States:  2000,  Table 331, 1999; Table 334, 1998; Tables 337 and
315, 1997; and U.S. Federal Bureau of Investigation, Crime in the United States, annual.
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40 percent, and the state’s relative contributions to the highway trust fund (other
than for transit) for the most recent fiscal year at 35 percent.  The Interstate
Highway program is based equally on three factors—interstate lane miles (33
percent), miles traveled (33 percent), and highway trust fund contributions (33
percent).

In 2000, California accounted for 11.1 percent of the nation’s 74,657 urban
interstate lane miles and 8.6 percent of the nation’s 186,206 lane miles of total
urban lane mileage.  The state has fewer rural roads—in 2000, California
accounted for 4.6 percent of the nation’s 134,587 lane miles of rural interstates,
and 4.4 percent of the nation’s 217,506 lane miles of other major rural routes.
The vehicle-lane-miles-traveled factor in urban highway formulas rewards
California for its large urban population and very large proportion of drivers.
California accounted for 15.9 percent of the nation’s 397 billion urban interstate
highway miles traveled in 2000 and 11.5 percent of the nation’s 1.22 trillion
miles traveled.33

In addition to formulas based on these factors, the Highway Planning and
Construction account includes an overall minimum guarantee, which seeks
to prevent any state from receiving less than a certain minimum return (90.5
cents for every dollar paid in) on its contributions to the highway trust fund.
California’s minimum guarantee level designated by the TEA-21 law was
estimated at 9.1962 percent of total national disbursements.  In 2000, California
contributed 10.4 percent of the nation’s motor fuel tax revenues to the federal
highway trust fund, and 10.0 percent of total trust fund revenues.34

Educational Attainment
Federal funding for the adult education program is based in large part on

decennial census statistics identifying the percentage of a state’s population
without a high school diploma.  In 1990, California’s 23.8 percent rate was
slightly below the 24.8 percent national rate.  Both the state and the nation
bettered high school graduation rates during the 1990s, but California’s
improvement was considerably slower than that in the rest of the nation.
The percentage of Californians without a high school diploma fell from 23.8
percent in 1990 to 23.2 percent in 2000, whereas the rate in the nation as a

33U.S. Department of Transportation, Federal Highway Administration, Highway Statistics 2000, October 2001.

34U.S. Department of Transportation, Federal Highway Administration, Highway Statistics 2000, October 2001.
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whole plummeted from 24.8 percent in 1990 to 19.6 percent in 2000.35  Adult
education funding shifts between states are delayed for many years because the
Census Bureau does not update educational attainment data between censuses,
but these newly released statistics will soon boost California’s share of program
funds.

Prospective Factors and Other Considerations
Although the technique has not been used to date, relative income figures

could be employed in a formula to compensate for some states’ higher cost of
living.  During the 106th Congress, Senator Daniel Patrick Moynihan (NY)
introduced S. 165, which sought to require that funding allocations using sub-
state poverty data be adjusted “to account for differences in the cost of living in
the areas.”  California’s share of funding would likely increase were the bill to be
enacted and implemented.  However, cost of living/consumer price index figures
are not presently collected state by state by the Bureau of Labor Statistics.  BLS
produces a CPI figure for the United States and for 29 major metropolitan areas.
Largely as a result of California’s high housing prices, the 2000 CPI for the three
California metropolitan areas listed (Los Angeles at 171.6, San Diego at 182.8,
and San Francisco at 180.2) is above the national city average of 172.2.36  A state-
level CPI, should one ever be produced, would likely show an above-average CPI
for the state.

In October 1999, during the House Committee on Education and the
Workforce’s markup of a bill to reauthorize the Elementary and Secondary
Education Act, Representative Lynn Woolsey (Petaluma) offered an amendment
to develop a formula factor to compensate school districts in states forced to
spend more to educate children because of high costs of living.  She argued that
because of variances in costs of living among states, some disadvantaged students
receive inadequate Title I funds compared to children in low-cost areas.  The
amendment proposed to add a state-level Cost of L iv in g  A dj u s t m e n t  ( C OL A )
f a c to r  f o r  a l l o c a ti n g  T i t l e  I  d o l l a r s .  R e p r e s e n t a t iv e  Woolsey later withdrew the
amendment upon leadership commitment to support a study of the issue.

35U.S. Census Bureau, Census 2000, Table DP-2, Profile of Selected Social Characteristics:  2000.

36U.S. Census Bureau, Statistical Abstract of the United States:  2001, Table 693; U.S. Bureau of Labor Statistics, Monthly
Labor Review; and CPI Detailed Report, January issues.
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Availability of and Quality of Data
Data availability is sometimes an issue for federal formula funding allocation.

Many formulas rely on widely available and published data, such as those from
the Census Bureau or the Bureau of Economic Analysis.  Yet other formulas rely
in whole or in part on unpublished data collected by the administering agency or
on data collected too recently to become widely available.  An agency will often
collect the latter data from the jurisdictions to which the formula allocates funds,
and there have been allegations of jurisdictions over- and undercounting
populations to improve allocation prospects.  Although jurisdictions are
aboveboard on the whole, some do face charges of system abuse.  Members of
Congress from California and other states that may fare better under objective
standards have on occasion rallied t o a l te r  t h e  f o r m u l a s .  F o r  e x a m pl e , w h e n
C o n g r e s s  r e a u th o r iz e d th e  I n d iv i du a l s  with Disabilities Education Act in 1996,
Californians worked to replace the existing subjective formula, whereby states
reported the number of disabled children they served and received funds
according to that count, with a more objective formula based simply on state-
level census population figures for persons ages 3 to 21 and for children in
poverty.37

A final consideration with regard to data is that agencies may in fact allocate
funds without making public the data on which allocations were based.

Formula Grant Special Provisions
A number of specific factors are commonly contained in or added to federal

f o r m u l a s  t o  a l t e r  t h e  di s tr ib u t i o n , a n d  m a n y  w o r k  t o  th e  d e t r im e n t o f  C a l if o r n i a .
Examples are discussed below.

Phase-In Periods
Phase-in periods are used to delay the effects of new data and formula

changes.  Such phase-ins may appear as an averaging of data over several years
(for example, using a three-year average of per capita income rather than the
most current data to distribute Medicaid funding) or as a specified delay (for

37Although California was near the national norm in identifying roughly 10 percent of its school children as eligible for
IDEA funding, Massachusetts’s reported figures neared 20 percent. A review of state records indicated systematic
overcounting of students as disabled, with one lightning rod example where a school counted a child as disabled because
he was having difficulty with the Pythagorean Theorem.
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example, implementing a formula change by one-half in one year and one-half in
the next).

Hold Harmless Provisions
Hold harmless provisions tend to work for the status quo by ensuring that a

state’s (or other jurisdiction’s) allocation will not decline at all or by more than a
specified percentage in any given year.  Historically, hold harmless provisions
have been used to retain funds for slow-growth states and to temporarily inhibit
increases in f un din g f o r f as t- grow th  s ta te s s u c h a s C alif o r nia .  A  h ol d h arm l ess
pr o v is io n  might state, for example, that all funding up to the current year’s level
will be distributed under the old formula, and only money above that level will
be distributed under the new formula.38  Although the relative rate of growth of
California’s population compared to that of other states has slowed considerably
since 1989,39 hold harmless provisions are still likely to result in less funding for
the state.

Small-State Minimums
Many formulas include minimum floor levels of allocations to states,

counties, territories, or other jurisdictions.  These minimum allocations naturally
and rather blatantly work to shift funding away from larger states and toward
smaller ones.  In 1998, California received barely $600 per poor child from th e
Tit l e I f o rmula , w her e as s m a ll-st a te  m i n im ums  pu she d r ece ipts  f o r Wy o m in g,
Vermont, and Delaware above $1,000 per child in poverty.  Small-state
minimums are sometimes ratcheted upward:  When Title I was reauthorized in
2001, it increased the small-state minimum for all Title I programs by providing
that any new money above the fiscal year 2001 level be subject to a 0.35 percent
minimum per state, but funds below that level continue to be subject to the
previous 0.25 percent minimum.

Growth Caps
Limiting the amount by which benefit payments, eligible populations, or

other factors may grow in any given period often works against fast-growing

38If increases in program funding do not materialize, the new formula or new data will be unused, thereby exacerbating
funding inequities. See U.S. General Accounting Office (testimony), Substance Abuse and Mental Health: Hold-Harmless
Provisions Prevent More Equitable Distribution of Federal Assistance Among States, GAO/T-HRD-90-3, October 30, 1989.

39See Population section above.
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regions of the nation and in favor of slow-growing and declining regions.
However, regions can experience growth in some factors at the same time
that others are stable or declining.  For example, the number of unemployed
persons may decline as population growth accelerates, or the school-age
population can be inversely proportional to the population over age 65.

Minimum Thresholds
Congress or an administering agency will sometimes require that a state,

local government, or other jurisdiction meet a minimum threshold of eligibility
before qualifying for funding.  Because California jurisdictions are often larger
than those in other regions of the country (the state has only 58 counties,
whereas some smaller states have several hundred), minimum counts sometimes
improve the state’s share of funding.  For example, school districts are eligible for
concentration grant funding under Title I if their number of eligible children is
6,500 or higher, or if that number constitutes 15 percent or more of all school-
age children in the school district.  California benefits because it has somewhat
higher concentrations of poverty and a smaller than average number of school
districts, although a small-state minimum on the program does blunt the
advantage somewhat.

Conclusion
Although California’s 12 percent share of the nation’s population is reflected

in its share of formula grant disbursements, the natural variability of grant
allocations invites focused review of both formulas and the factors that comprise
them.  After all, a state’s success or failure at garnering federal dollars has much to
do with the types of factors selected for each formula program.

California is simultaneously poor, wealthy, young, urban, and immigrant.
Unfortunately for the state, the largest formula grant program of any kind
uses income to measure poverty and thus misidentifies the state as not needing
assistance when conventional poverty definitions would argue the opposite.
California would benefit greatly if the Medicaid formula were altered to reflect
federal poverty guidelines, but federal policymakers need to be mindful of
political realities and national priorities.

By virtue of their mathematical nature, funding formulas can in theory serve
as neutral arbiters of who deserves funding and how much.  However, formulas
are written in a political environment, where drafters must remain mindful of
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winning sufficient support from committee members, party leadership, and the
rank and file of both the House of Representatives and the Senate.  On occasion,
if no mathematical formula yields a politically v ia bl e  r e s u l t , l e g i s l a ti o n  m a y  s pe c i f y 
a  p a r ti c u l a r  f u n d in g  l e v e l  f o r  o n e , s e v e r a l , or even all states.  At the most extreme,
percentage allocations or even specified dollar levels for all jurisdictions may be
specifically proscribed in legislation before approval, resulting in an allocation
scheme that as a practical matter functions less as a formula than as a
comprehensive list of political earmarks.

Whether policy goals are better served or whether California’s target
populations fare better under one approach than under another remain questions
that need to be answered on a case-by-case, ongoing basis. This project will
continue to present objective information to better inform the public debate in
this critical area of California policy.



F E D E R A L  F O R M U L A  G R A N T S  A N D  C A L I F O R N I A 15

Table 2.5

Head Start—Expenditures for California and All States, FY 1991–2001

Year

Total
California
($1000s)

Per Capita
California, $

Total U.S.
($1000s)

Per Capita
U.S., $

California
as a % of

U.S.
1991 203,034 7 2,055,267 8 9.88
1992 219,422 7 2,201,763 8 9.97
1993 305,180 10 2,374,612 9 12.85
1994 371,303 12 2,852,650 11 13.02
1995 392,330 12 3,402,946 13 11.53
1996 392,964 12 3,438,242 13 11.43
1997 458,841 14 3,866,717 14 11.87
1998 528,339 16 4,232,433 15 12.48
1999 554,366 17 4,335,499 16 12.79
2000 466,237 14 3,553,140 13 13.12
2001 758,587 22 5,757,812 20 13.17

8

9

10

11

12

13

14

15

16

P
er

ce
nt

ag
e 

of
 U

.S
. t

ot
al

9.9 10.0 12.9 13.0 11.5 11.4 11.9 12.5 12.8 13.1 13.2

12.0 12.1 12.0 12.0 11.9 11.9 11.9 12.0 12.0 12.1 12.1

13.5 13.7 14.8 14.9 14.7 15.0 15.3 14.8 14.5 14.3 13.1

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Head Start
Population
Poverty

Figure 2.11—Head Start—California Share of Federal Expenditures, Population, and
Poverty, FY 1991–2001

Given that the formula was devised to allocate funds based two-thirds on
poverty and one-third on welfare, one might expect that California’s share of
Head Start would be somewhat higher.  However, the state’s share has been
constrained in part by a hold harmless provision that allows no state to receive
less than it received in 1981, although growth in the program’s overall funding
total has negated much of the provision’s effect.  Some experts suggest that the
state’s participation is reduced by the presence of a strong in-state program that
sometimes overlaps with and duplicates the functions of Head Start.  California’s
relatively high rate of working parents may also reduce interest in the program,
which provides only three hours of care per day.
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National School Lunch Program
The National School Lunch Program is the sixth-largest federal formula grant

program (seventh-largest for California).  California received $775 million of the
total national distribution of $5.6 billion in fiscal year 2001, or 13.9 percent of
federal school lunch dollars (Table 2.6 and Figure 2.12).

Total federal expenditures for the school lunch program increased by 57
percent from 1991 to 2001, whereas the California growth rate in federal funds

Table 2.6

National School Lunch Program—Expenditures for California and All States,
FY 1991–2001

Year

Total
California
($1000s)

Per Capita
California, $

Total U.S.
($1000s)

Per Capita
U.S., $

California
as a % of

U.S.
1991 440,400 14 3,553,207 14 12.39
1992 484,217 16 3,870,097 15 12.51
1993 521,966 17 3,949,299 15 13.22
1994 553,608 18 4,157,707 16 13.32
1995 582,713 18 4,449,177 17 13.10
1996 622,015 19 4,636,853 17 13.41
1997 660,927 20 4,923,489 18 13.42
1998 688,216 21 5,084,373 18 13.54
1999 726,227 22 5,282,477 19 13.75
2000 748,258 22 5,455,143 19 13.72
2001 775,026 22 5,591,467 20 13.86

11

12

13

14

15

16

P
er

ce
nt

ag
e 

of
 U

.S
. t

ot
al

12.4 12.5 13.2 13.3 13.1 13.4 13.4 13.5 13.7 13.7 13.9

12.0 12.1 12.0 12.0 11.9 11.9 11.9 12.0 12.0 12.1 12.1

13.5 13.7 14.8 14.9 14.7 15.0 15.3 14.8 14.5 14.3 13.1

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

School lunch
Population
Poverty

Figure 2.12—National School Lunch Program—California Share of Federal Expenditures,
Population, and Poverty, FY 1991–2001
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was 76 percent.  California’s per capita allocations rose from $14 to $22, and the
national per capita level rose from $14 to $20.

The school lunch program’s funding allocation is based on state-reported
counts of free and reduced-price meals served to eligible children at various levels
of poverty, for which states are reimbursed in whole or in part.  The main school
lunch formula multiplies four specified reimbursement factors by four state-
reported numbers:  the total number of free and reduced-price meals, the number
of free meals, the number of reduced-price meals, and the total number of meals
served to any recipient in schools in which 60 percent or more of enrollment is
eligible for free or reduced-price meals.  The 2001 reimbursement rate was 20
cents for fully paid lunches, 20 cents for free and reduced price-lunches, and an
additional 148 cents for each reduced-price lunch and 188 cents for each free
lunch.7  Lunch is served free to children with household incomes at or below 130
percent of poverty and at a reduced price to children from households with
incomes higher than 130 percent but at or below 185 percent of poverty.

Special Education—Grants to States
For the nation as a whole, Special Education—Grants to States, which are

funded under the Individuals with Disabilities Education Act (IDEA) Part B, are
the seventh-largest formula grant. For California, the program ranks as the 11th-
largest source of federal formula dollars.

In fiscal year 2001, California received $507 million from Special
Education—Grants to States, which was 10.0 percent of the nation’s $5.1 billion
total (Table 2.7).  During the 1991–2001 period, California’s total spending on
special education state grant funds increased by 50 percent, whereas the nation’s
grants grew 129 percent.8

California’s share of IDEA Part B funding fluctuated throughout the early
1990s, dropping from 15.3 percent in 1991 to 9.1 percent in 1993, rising to
16.7 percent in 1994, and dropping back down to 9.2 percent in 1995.9   As

7Schools that served 60 percent or more free or reduced-price lunches received an additional 2 cents for all lunches
served; lower reimbursement rates applied for snacks that were served.

8In an effort to reach that year’s budget targets through changes in federal accounting practices, Congress appropriated
level funding for special education grants in fiscal year 2000 but required that most of the funds come from fiscal year
2001 accounts.  Like a number of other programs funded by the Labor-HHS-Education appropriations bill, special
education was traditionally “forward-funded,” meaning that the appropriation from one federal fiscal year—starting
October 1—would be used by the school district in the school year starting the following July 1.  The change curtailed
most forward-funding for special education grants.

9The funding irregularities from 1991 through 1995 resulted in part from accounting adjustments and in part from
wide variations in state-reported counts of disabled children.
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Table 2.7

Special Education—Grants to States—Expenditures for California and
All States, FY 1991–2001

Year

Total
California
($1000s)

Per Capita
California, $

Total U.S.
($1000s)

Per Capita
U.S., $

California
as a % of

U.S.
1991 338,298 11 2,214,902 9 15.27
1992 201,488 7 1,838,302 7 10.96
1993 210,198 7 2,313,630 9 9.09
1994 428,491 14 2,566,026 10 16.70
1995 227,804 7 2,466,797 9 9.23
1996 229,895 7 2,349,513 9 9.78
1997 307,219 9 3,056,604 11 10.05
1998 378,486 11 3,830,297 14 9.88
1999 431,133 13 4,302,797 15 10.02
2000 121,730 4 1,153,930 4 10.55
2001 507,056 15 5,080,490 18 9.98

shown in Figure 2.13, the state’s share returned to relative stability after 1995,
hovering at or near 10 percent for the next six years.

To date, funding for the special education grants has been based on state-
reported data for numbers of disabled children.  However, when IDEA was last
reauthorized in 1997, Congress changed the formula for those years in which
state grant funding exceeds $4.9 billion (the program reached that level for the
first time in fiscal year 2001).  The revised formula allocates any funds above
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the $4.9 billion base as follows:  85 percent based on each state’s share of persons
ages 3–21 and 15 percent based on youth population in poverty.  At present,
California’s share of both measures is considerably higher than its 10 percent
historical share of IDEA funding, so the state’s share of funding is likely to
increase.

There has been a longstanding debate over whether the federal government
provides an adequate share of the cost of educating disabled children, and many
in Congress have recently focused on raising the federal share of special education
funding to 40 percent of total expenditures.  Currently, the federal share is about
15 percent.  One option discussed is conversion of IDEA from discretionary to
mandatory, or entitlement, spending.  IDEA is scheduled to expire at the end of
fiscal year 2002.

Foster Care—Title IV-E
The federal foster care program is the eighth-largest federal grant for the

nation as a whole and the fourth largest for California.  Foster care is an open-
ended matching grant entitlement program that reimburses states for the cost of
providing 24-hour substitute care for children who are under the jurisdiction of
the administering state agency and need temporary placement and care outside
their homes.

As shown in Table 2.8, the state has been the destination for about one-
quarter of the nation’s foster care expenditures over the past 11 years, and the
program has grown faster in California (204 percent) than in the nation (137
percent).

Table 2.8

Foster Care—Title IV-E—Expenditures for California and All States,
FY 1991–2001

Year

Total
California
($1000s)

Per Capita
California, $

Total U.S.
($1000s)

Per Capita
U.S., $

California
as a % of

U.S.
1991 363,822 12 1,813,186 7 20.07
1992 405,254 13 2,143,863 8 18.90
1993 524,861 17 2,532,398 10 20.73
1994 555,293 18 2,600,197 10 21.36
1995 569,065 18 2,898,562 11 19.63
1996 716,805 22 2,553,624 9 28.07
1997 770,992 24 3,291,719 12 23.42
1998 874,344 27 3,539,685 13 24.70
1999 849,779 25 3,980,043 14 21.35
2000 1,091,407 32 4,291,923 15 25.43
2001 1,107,148 32 4,291,923 15 25.80
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California’s share of federal foster care dollars has ranged from a low of 18.9
percent in fiscal year 1992 ($405 million compared to the nation’s $2.1 billion)
to a high of 28.1 percent in fiscal year 1996 ($717 million compared to the
nation’s $2.6 billion). In 2001, California received 25.8 percent of funding, or
$1.1 billion of the nation’s $4.3 billion total (Figure 2.14).

California’s relatively large share of foster care dollars is largely due to
generous state policies.  The foster care program provides a matching grant
similar to the former AFDC program.  However, unlike welfare programs, each
state’s matching level for foster care is adjusted according to the Federal Medicaid
Assistance Percentage, which reduces California’s funding share somewhat by
weighting match rates according to per capita income.
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Figure 2.14—Foster Care—Title IV-E—California  Share of Federal Expenditures,
Population, and Poverty, FY 1991–2001

State Children's Health Insurance Program
Implemented for the first time in fiscal year 1998, the State Children’s

Health Insurance Program (SCHIP) is now the nation’s ninth-largest grant
program, distributing $4.25 billion in fiscal year 2001.  This program helps states
provide health services to indigent children and largely parallels Medicaid in its
structure.  As shown in Table 2.9 and Figure 2.15, California’s share of total
federal SCHIP funding was 16.6 percent in 2001, for a total of $705 million in
federal funds.  Initial national funding for the program in 1998 was $3.75
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Table 2.9

State Children’s Health Insurance Program—Expenditures for California
and All States, FY 1998–2001

Year

Total
California
($1000s)

Per Capita
California, $

Total U.S.
($1000s)

Per Capita
U.S., $

California
as a % of

U.S.
1998 854,645 26 3,750,466 14 22.79
1999 850,609 25 4,247,000 15 20.03
2000 765,548 23 4,249,200 15 18.02
2001 704,931 20 4,249,200 15 16.59
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Figure 2.15—State Children’s Health Insurance Program—California Share of Federal
Expenditures, Population, and Poverty, FY 1998–2001

billion, and the level was raised to $4.25 billion for each of the next three years.
California’s funding level began at $855 million in the first year of the program
and has since declined steadily each year.  SCHIP is the tenth-largest formula
grant received by California.

The formula for SCHIP reflects various factors, including state needs (a
three-year estimate of child population at 200 percent of the poverty level), fiscal
capacity (state taxation levels), and state effort (internal resources being applied).
SCHIP federal matching levels are tied to Medicaid and use the FMAP but
“enhance” it to both increase the federal share of funding and reduce the
discrepancies caused by the FMAP usage in Medicaid.  In 1999, Congress
changed the SCHIP formula by reducing the counting of uninsured low-income
children and proportionally increasing the counting of low-income children
generally, whether uninsured or not.  California’s share of the nation’s uninsured
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low-income children exceeded the share of all low-income children, resulting in a
reduction in the state’s share of funds.

Special Supplemental Nutrition Program for Women, Infants,
and Children

The Special Supplemental Nutrition Program for Women, Infants, and
Children (WIC) is the tenth-largest federal formula grant program and ranks
ninth among California’s federal formula grant sources.  WIC seeks to provide
free food, nutrition education, and health care referrals to low-income pregnant,
breastfeeding, and postpartum women, and to their infants and children ages 0–5
who are determined to be at nutritional risk.

As shown in Table 2.10 and Figure 2.16, California received 17.9 percent of
federal expenditures on WIC in 2001, capping 11 years of rapid growth.  In
1991, California’s share of WIC was 9.6 percent, and in 1992 it was just 10
percent.  California’s low share in the early 1990s largely resulted from the use of
outdated 1980 decennial Census poverty figures used to determine allocations
until 1993.  California’s share of WIC funding rose to 11.3 percent in 1993,
13.5 percent in 1994, 14.8 percent in 1995, and 16.6 percent in 1996, before
leveling off and remaining between 17 percent and 17.9 percent for the next six
years.

Total receipts for WIC in California grew by 228 percent between 1991 and
2001, whereas total U.S. spending on the program grew by only 76 percent.  In
1991, California received $228 million from the WIC program, which grew to
$748 million by 2001.  In the nation as a whole, the program grew from $2.4
billion in 1991 to $4.2 billion in 2001.

Table 2.10

Special Supplemental Nutrition Program for Women, Infants, and Children—
Expenditures for California and All States,  FY 1991–2001

Year

Total
California
($1000s)

Per Capita
California, $

Total U.S.
($1000s)

Per Capita
U.S., $

California
as a % of

U.S.
1991 227,920 7 2,372,765 9 9.61
1992 266,359 9 2,667,449 10 9.99
1993 327,439 10 2,903,447 11 11.28
1994 427,294 14 3,173,129 12 13.47
1995 528,433 17 3,573,615 13 14.79
1996 631,053 20 3,809,738 14 16.56
1997 662,230 20 3,904,401 14 16.96
1998 688,572 21 4,029,509 15 17.09
1999 698,931 21 4,048,926 15 17.26
2000 718,992 21 4,118,617 15 17.46
2001 748,066 22 4,180,055 15 17.90
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Federal funding for the WIC program is based primarily on poverty, with a
minor addition for states with above-average infant mortality rates and for states
with relatively high incidences of low-birthweight babies. California’s high
poverty rates result in high WIC receipts for the state.

Conclusion
Between 1991 and 2001, the fastest-growing major segment of federal

expenditures was formula grant programs.  Formula grants accounted for 12
percent of the budget in 1991 and 17 percent in 2001.  Mandatory spending on
entitlement programs such as Medicaid—which alone accounts for more than
half of formula expenditures—drove the increase.  California’s share of the
nation’s formula funding over this period rose slightly from 11 percent to 12
percent, and the state’s total federal receipts from formula programs more than
doubled, jumping from $15 billion to $34 billion.

The state’s percentage share of funding from individual programs—and of
the nation’s ten largest programs—varies widely.  California receives 10.6 percent
of federal Medicaid funds, 8.1 percent of highway funds, and 10 percent of
special education grants.  At the other end of the spectrum, California receives
22.5 percent of TANF grants and nearly 26 percent of federal foster care
spending.
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Appendix A

Methodology
California and U.S. formula grant spending totals by program are derived

from data presented by the Office of Management and Budget (OMB) in its
annual report entitled Budget Information for States.  Specifically, the statistics are
drawn from the “actual” expenditures column as presented in reports for fiscal
years 1993 through 2003.  Each OMB report includes a statistic for three fiscal
years (for example, the fiscal year 2003 report released in spring 2002 includes an
actual figure for 2001, an estimated figure for 2002, and an estimated figure for
2003).  For consistency and reliability, this report relies only on actual
expenditure data.

In some instances, reports prepared by the federal government attribute
funding to a program that is allocated to the program but never distributed to
state or local governments.  Such figures are termed undistributed.  For purposes
of this analysis, we omit undistributed funding and subtract such figures from
U.S. total expenditures.  Some studies do not make this adjustment and thus may
appear to derive a larger U.S. figure and as a result a smaller percentage share for
each state.

In some cases, the OMB report’s source material combines several
subprograms into a single entry, and we follow that lead.  An example is the
DOT’s Highway Planning and Construction account, which combines funds for
the national highway system, Surface Transportation Program, inspection and
maintenance, congestion mitigation/air quality, minimum guarantee, and other
minor components.

Primary Source Tables
The following tables provide the basic source material for this report.
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Appendix B

Federal Formula Grant Expenditures, by State
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Table B.1

Federal Formula Grant Expenditures by State, Total and Per Capita, FY 2001

State
Total

($millions) Per Capita, $
Per Capita as % of

U.S. Avg. Population
Alabama 4,568 1,023 102.6 4,464,356
Alaska 1,537 2,421 242.7 634,892
Arizona 4,434 835 83.8 5,307,331
Arkansas 2,858 1,062 106.4 2,692,090
California 34,019 986 98.9 34,501,130
Colorado 2,779 629 63.1 4,417,714
Connecticut 3,611 1,054 105.7 3,425,074
Delaware 798 1,002 100.5 796,165
District of Columbia 1,488 2,602 260.9 571,822
Florida 11,912 726 72.8 16,396,515
Georgia 7,083 845 84.7 8,383,915
Hawaii 1,183 966 96.9 1,224,398
Idaho 1,284 972 97.5 1,321,006
Illinois 10,630 852 85.4 12,482,301
Indiana 5,275 863 86.5 6,114,745
Iowa 2,609 893 89.5 2,923,179
Kansas 2,311 858 86.0 2,694,641
Kentucky 4,638 1,141 114.4 4,065,556
Louisiana 5,564 1,246 124.9 4,465,430
Maine 1,671 1,299 130.2 1,286,670
Maryland 4,371 813 81.5 5,375,156
Massachusetts 6,608 1,036 103.9 6,379,304
Michigan 9,458 947 94.9 9,990,817
Minnesota 4,397 884 88.7 4,972,294
Mississippi 3,685 1,289 129.3 2,858,029
Missouri 5,843 1,038 104.1 5,629,707
Montana 1,236 1,367 137.0 904,433
Nebraska 1,698 991 99.4 1,713,235
Nevada 1,139 541 54.2 2,106,074
New Hampshire 1,005 798 80.0 1,259,181
New Jersey 7,656 902 90.5 8,484,431
New Mexico 2,569 1,404 140.8 1,829,146
New York 29,270 1,540 154.4 19,011,378
North Carolina 7,621 931 93.3 8,186,268
North Dakota 898 1,415 141.9 634,448
Ohio 10,890 957 96.0 11,373,541
Oklahoma 3,490 1,009 101.1 3,460,097
Oregon 3,610 1,039 104.2 3,472,867
Pennsylvania 13,138 1,069 107.2 12,287,150
Rhode Island 1,455 1,374 137.8 1,058,920
South Carolina 4,172 1,027 103.0 4,063,011
South Dakota 1,001 1,323 132.7 756,600
Tennessee 6,267 1,092 109.5 5,740,021
Texas 17,709 830 83.3 21,325,018
Utah 1,844 812 81.5 2,269,789
Vermont 875 1,427 143.1 613,090
Virginia 4,665 649 65.1 7,187,734
Washington 5,390 900 90.3 5,987,973
West Virginia 2,522 1,400 140.3 1,801,916
Wisconsin 5,018 929 93.1 5,401,906
Wyoming 688 1,392 139.5 494,423
State totals 284,047 997 100.0 284,796,887

SOURCE:  Population data are from the U.S. Census Bureau, state population estimates for July 1, 2001.
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Appendix C

California and U.S. Formula Grant Funding,
by Major U.S. Government Agency
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Figure C.1—California and U.S. Formula Grant Funding, by Major U.S. Government
Agency:  Department of Agriculture, FY 1991–2001
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Figure C.2—California and U.S. Formula Grant Funding, by Major U.S. Government
Agency:  Department of Labor, FY 1991–2001
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Department of Transportation

Department of Transportation—California Share
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Department of Education

Department of Education—California Share
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Figure C.4—California and U.S. Formula Grant Funding, by Major U.S. Government
Agency:  Department of Education, FY 1991–2001
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Environmental Protection Agency

Environmental Protection Agency—California Share
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Figure C.5—California and U.S. Formula Grant Funding, by Major U.S. Government
Agency:  Environmental Protection Agency, FY 1991–2001
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Department of Housing and Urban Development

Department of Housing and Urban Development—California Share
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Figure C.6—California and U.S. Formula Grant Funding, by Major U.S. Government
Agency:  Department of Housing and Urban Development, FY 1991–2001
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Department of Health and Human Services

Department of Health and Human Services—California Share
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