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It i s  t h e  hope, indeed the  expectat ion,  of many pepple t h a t  t h e  end bf t h e  war 

i n  Vietnam w i l l  quickly s e t  i n  motion massive increases i n  Federal c i v i l i a n  expendi- 

tures .  Often i t  seems t h a t  v i s ions  of block g ran t s  and tax  sharing dance i n  our 

heads, while taxes even turn  negative i n  these  dreams, 

It is  easy enough t o  conjure up v i s ions  of so-called f i s c a l  dividends and peace 

dividends t o t a l l i n g  over $40 b i l l i o n  i n  the  year a f t e r  peace i s  achieved. A s  w e  a r e  

a l l  aware, our progressive income taxes bring f o r t h  rapid expansions i n  Federal  

revenue, about $12 b i l l i o n  a year a t  cu r ren t  l e v e l s  of income and economic a c t i v i t y .  

Also, w e  a r e  spending about $30 b i l l i o n  a year i n  Vietnam. Hence, even when making 

some allowance f o r  bu i l t - in  increases  i n  Federal spending -- f o r  such items a s  wage 

increases  required under ex i s t ing  s t a t u t e s  and veterans '  pensions and s i m i l a r  r i s i n g  

but f i rm commitments -- a t  f i r s t  blush i t  would appear t h a t  s h o r t l y  a f t e r  peace i n  

Vietnam is a t t a ined  t h e  f i s c a l  millenium w i l l  a r r ive .  

If t h e  perennial  r o l e  of the  economist is t o  be the  w e t  blanket ,  then I am 

a f r a i d  t h a t  I w i l l  run t r u e  t o  form t h i s  morning. However, I bel ieve  that t h e  

fo recas t s  and ana lys i s  t h a t  I w i l l  be presenting w i l l  not c o n s t i t u t e  sad news, 

but r a t h e r  a r e a l i s t i c  appra i sa l ,  A s  bes t  a s  I can, I w i l l  t r y  t o  descr ibe  the  budget 

p o t e n t i a l s  a s  well  as the  f i s c a l  l5mfta t i sns  that w e  are l i k e l y  t~ face.  

Like most fo recas t s ,  these  a r e  based on some key assumptions, Mine axe 

q u i t e  siwle:: T assume t h a t  t h e  incoming administrat ion will paractice f i s c a l  re- 

s p ~ n s f b i l b b y  oghile dealing with the mjor problems t h a t  the Eation faces.  Now Z 

am not forecasting t h a t  the budget will be neat ly  a d  exact ly  balanced each year. 
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But ne i the r  am E forecasting t he  reappearance o f  a $25 b i l l i o n  deficit, such as tras 

incurred t h i s  pas t  year, E a m  assuming essentially a national economy with f a i r l y  

steady growth in business a c t i v i t y ,  where GNE" p o s t s  gains i n  the  neighborhood of 

4 percent  a year and unemployment s t a y s  down t o  about 4 percent  and where p r i c e s  

no longer rise with t h e  r a p i d i t y  t h a t  we have witnessed during the  l a s t  few years.  

Well, what a r e  the  f i s c a l  implicat ions of a l l  t h i s ?  I n  answering t h a t  

quest ion,  I f i n d  i t  necessary t o  examine t h e  var ious  pressures  on the  Federal  

budget during t h e  period following peace i n  Vietnam. 

The Federal Budget Outlook 

On the  revenue s ide ,  the  major item t h a t  warrants  our a t t e n t i o n  i s  t h e  

r e c e n t l y  enacted surcharge. It seems l i k e l y  t h a t  the  surcharge w i l l  be allowed 

t o  exp i re  soon a f t e r  the  end of t h e  war. Upon c l o s e r  examination t h a t  t u r n s  out  

t o  be a very s i g n i f i c a n t  ac t ion .  The surcharge i s  r a i s i n g  about $10 b i l l i o n  a 

year ,  I n  the  year t h a t  it lapses  we then l o s e  an amount of revenue almost equal  

t o  the  annual f i s c a l  dividend, Of course i n  the  subsequent years ,  w e  would 

expect t o  achieve new f i s c a l  dividends. 

That s t i l l  leaves  us the  $30 b i l l i o n  peace dividend and, a f t e r  a l l ,  t h a t  

is  q u i t e  a r e spec tab le  sum. Well, before  w e  s t a r t  spending it ,  I suggest t h a t  w e  

take  a longer and harder look a t  the  m i l i t a r y  budget. To begin with,  w e  must 

r e a l i z e  t h a t  any es t imate  of t h e  c o s t  of t h e  Vietnam War -- whether made by t h e  

Pentagon o r  anyone else -- is e s s e n t i a l l y  a guess. I say t h i s  simply because 

the  way the  Pentagon keeps t h e i r  books, they can g ive  us  very accura te  r e p o r t s  

on how much they spend f o r  a i r c r a f t ,  miss i l e s ,  sh ips ,  e t c . ,  but  they cannot t e l l  

u s  p rec i se ly  how much of the  funds for a i r c r a f t ,  f o r  example, were devoted t o  

Vietnam. Essen t i a l ly ,  then, the  $30 b i l l i o n  annual cos t  of Vietnam, trhich I s  khe 

figure most f requent ly  used, is  the  d i f fe rence  between the  current  l e v e l  of 

t o t a l  m i l i t a r y  spending (about $86 b i l l i on )  and t h e  prewar m i l i t a r y  budgeb (aboue 

$50 billion). 
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P f  there is any predictfon t h a t  E can o f f e r  with consldetable confidence, 

it I s  that the military budget w i l l  not declline t o  the $50 b i l l i o n  levels t h a t  we 

experienced before the  Vietnam \Jar. For one th ing,  we have had s u b s t a n t i a l  fn- 

f l a t i o n  during t h e  pas t  four years  and hence l a r g e  increases  i n  t h e  p r i c e s  of t h e  

equipment t h a t  the  m i l i t a r y  buys and i n  the  wages and s a l a r i e s  t h a t  i t  pays. 

Thus, j u s t  t o  devote t h e  same amount of r e a l  resources t o  defense programs as 

p r i o r  t o  the  war would requ i re  a s u b s t a n t i a l l y  higher l e v e l  of expenditures than 

i n  1965, before t h e  Vietnam buildup. This new base i s  l i k e l y  t o  be i n  excess of 

$60 b i l l i o n  a year.  With the  continuing l e v e l  of i n t e r n a t i o n a l  tens ions ,  and 

espec ia l ly  t h e  recent  ac t ions  by t h e  Russians, i t  i s  hard t o  see  how w e  would 

do any l e s s  than maintain a t  l e a s t  the  1965 l e v e l  of m i l i t a r y  e f f o r t .  

Moreover, many upward pressures on the  non-Vietnam p a r t  of the  m i l i t a r y  budget 

a l ready a r e  v i s i b l e .  Considerable deferred maintenance and depleted inventory 

pos i t ions  w i l l  need t o  be  taken c a r e  o f .  There a r e  a l s o  o ther  "buil t - in" in-  

creases.  For example, under e x i s t i n g  lat7, t h e  pay of the  armed fo rces  and of 

c i v i l i a n  employees of the  m i l i t a r y  establishment is  scheduled t o  r i s e  by over $2 

b i l l i o n  between the  f i s c a l  years  1969 and 1970. Also, seve ra l  weapon systems a r e  

i n  e a r l y  s t ages  of production and the  l a r g e  expenditures a r e  scheduled t o  come i n  

t h e  next year o r  so. Examples include a number of nuclear c a r r i e r s  and des t royers ,  

the  Poseidon and Minuteman 111 miss i l e s ,  and the  Sent ine l  a n t i - b a l l i s t i c  m i s s i l e  

system. 

This is  a l l  a s i d e  from the  f u t u r e  consequences of any decisions t h a t  soon 

may be made on the  f u t u r e  composition of our a r s e n a l  of weapon systems. One 

ind ica t ion  of Congressional concern i s  the  recent  r epor t  of the  Preparedness 

Inves t iga t ing  Subcommittee of the  Senate Armed Services Committee. Ref lec t ing  

a year of de ta i l ed  study and hearings deal ing  with sc ra teg ic  fo rces ,  the  commfttee 

urged, "'Prompt decis ions  should be forthcoming f o r  the  deployment of a d d i t i o n a l  

and more modern weapon systems and improvements t o  ex i s t ing  weapon systems ..." 
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The cornittee s p e c i f i c a l l y  recornended r a p i d  development o f  a new long-range 

bomber and an accel.erated research and development e f f o r t  on an advanced I C R i l ,  

It 'calso has underway s tud ies  of l imi ted  v7ar requirements f o r  tacr-ical a i rc ra f t ,  

missiles, and sh ips ;  hence, s imi la r  recommendations t o  those on s t r a t e g i c  fo rces  may 

be forthcoming i n  the  near fu tu re .  

Thus, should peace i n  Vietnam be achieved e a r l y  i n  1969, I t~ou ld  es t ima te  a 

t o t a l  peace dividend c l o s e r  t o  $10 b i l l i o n  than the  $30 b i l l i o n  f i g u r e  w e  hear 

so  much about. I n  a sense t h a t  would j u s t  about r ep lace  t h e  f i s c a l  dividend 

t h a t  we would l o s e  when t h e  surcharge is l i f t e d .  Hence, the  immediate post- 

Vietnam f i s c a l  outlook i s  not one of g rea t  l i b e r a l i t y ,  but  of many d i f f i c u l t  

choices which w i l l  have t o  be made i n  a l l o c a t i n g  our l a r g e  Federal revenues 

among an even l a r g e r  a r ray  of a l t e r n a t i v e  claims on these  funds. 

Federal Aid t o  the  S t a t e s  

To those of u s  who r e c a l l  ancient  h i s t o r y ,  p r i o r  t o  the  Vietnam War the re  

was considerable publ ic  d iscuss ion of the  f i s c a l  dividend which was going t o  be 

brought about by the  combination of a r ap id ly  growing economy and a progressive 

Federal income tax.  We were even beginning t o  g e t  some support f o r  a f a i r l y  

novel use of the  growth i n  Federal revenues, above the  b u i l t - i n  cos t  inc reases  

of ongoing Federal programs. Supposedly, w e  were going t o  use  the  money f o r  

block g ran t s  t o  t h e  s t a t e s  -- f i n a n c i a l  a i d  with no s t r i n g s  a t tached,  o r  a t  

l e a s t  not with many. 

Although Democrats l i k e  Heller  and Pechman publicized the  idea,  i t  was 

Republicans l i k e  Laird,  Goodell, and J a v i t z  t h a t  introduced b i l l s  and t r i e d  t o  

put the  concept i n t o  p rac t i ce .  Under var ious  l a b e l s ,  t a x  sharing o r  block g ran t s  

seemed t o  be becoming a b i -par t i san  concern, 

Then came the  Vietnam \Jar and the  dreams o f  a f i s c a l  dividend turned 

i n t o  t h e  r e a l i t y  of a massive budget d e f i c i t ,  But much a l so  has happened on the 

domestic f r o n t  during these pas t  th ree  t o  four years .  Urban-racial-poverty 
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matters have become a pressing area sf concern* The solutions offered -- some- 

t i m e s  i t  seems that  t h e  number o f  solutions equals the number of poor people -- 
do not general ly involve block g ran t s  eo the states, fw f a e t ,  many of t k m  do 

not involve the s t a t e s  a t  a l l .  

Guaranteed annual income schemes, negative income t a x  plans, community 

ac t ion  programs, tax  incent ives  t o  p r iva te  industry,  mass urban t r anspor ta t ion  

systems -- a l l  of these  involve Federal agencies dealing d i r e c t l y  with munic ipa l i t i e s  

o r  p r iva te  organizat ions o r  individual  c i t i z e n s .  

Why a r e  t h e  states being s l igh ted?  There seems t o  be a varfefy  of Peasons. 

Obviously, some Federal agencies f ind  i t  easier t o  d e a l  d i r e c t l y  with t h e  u l t i -  

mate beneficiary,  o r  a t  l e a s t  th ink t h a t  i t  is. Others bel ieve  it is more 

ef - r ic ient  t o  el iminate the  middleman -- t h e  s t a t e s  i n  t h i s  case.  But perhaps the  

most important reason f o r  wanting t o  bypass the  states is at  l e a s t  p a r t i a l l y  of 

your own doing. 

It is t h e  r a r e  s t a t e  government t h a t  convincingly shows t h a t  i t  is r e a l l y  

Pnrexested i n  t h e  problems of i ts  urban c i t i z e n s ,  p a r t i c u l a r l y  the  urban poor. 

I w i l l  agree tha t  t o  some ex ten t  t h i s  is  a quest ion of image r a t h e r  than r e a l i t y  

and a l s o  t h a t  major d i f fe rences  e x i s t  among the  states. 

Pet ,  one ind ica t ion  of t h e  non-urban o r i e n t a t i o n  of s t a t e  governments is 

so  o!x i~ - s s  tha t  we take i t  f o r  granted o r  j u s t  overlook it. &%ere a r e  our s t a t e  

c a p i t a l s  located and, hence, where do l e g i s l a t o r s  meet t o  ca r ry  on the  s t a t e ' s  

bnsiness and where do so many of the  adminis t ra tors  of s t a t e  programs live and 

work? With no d i s respec t  intended, P point  out  t h a t  we f ind  t h e  c a p i t a l s  of many 

of our l s r g e s t  s t a t e s ,  some of those with the  heavies t  eoncentration of urban- 

recial-poverty problems, t o  be r e l a t i v e l y  small or medbum s i z e  c i t i e s ,  facing i n  

a sense a d i f f e r e n t  set sf  problems and concerns, J u s t  go down .&he l ist  -- New 
York - Albany; I l l i n o i s  - Sp~lngf iePd ;  Pennsylvania - Harrisburg; Mew Jersey - 
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Wanton; llissousi - Jefferson C i t y  Texas - Austin; tJiseowsin - lladistan: Michigan - 
b n s i n g ,  These cities c e r t a i n l y  are not  ins ignf f i can t  tsvmships; y e t  n e i t h e r  are 

they eke metropollises ~f c?ne rn3Ilisn cJr mre v~hieh hzve Been fea tu red  so prom-S_~-,ea"ily 

i n  t h e  nm7s of urban unres t  and a g i t a t i o n .  

Only 5 out  of t h e  50 state c a p i t a l s  a r e  located i n  a metropolitax area with 

a populat ion of one mi l l ion  o r  over. I n  con t ras t ,  almost two-fif ths of t h e  Nation's 

t o t a l  population l i v e s  i n  these  metropolises. 

It does not  take  much imagination t o  f i g u r e  ou t  t h a t  i f  urbsn-reiatcd 

problems a r e  considered t o  be one of the    at ion's most press jng  d ~ m c s t i c  a r e a s  

of publ ic  business, and growing proport ions of Federal taxpayers a r e  l i v i n g  i n  

these  a reas ,  t h a t  state governments which are or iented  i n  s x h  l a r g e  measure t o  

t h e  concerns of r u r a l  and smaller  c i t ies  w i l l  have d i f f i c c i 2 y  i n  cor~vincing l a r g e  

por t ions  of the  publ ic  t h a t  they a r e  the  most a t t r a c t i v e  i n s t r u r n c ; ~ t a ~ i t i e s  f o r  

deal ing  with these  problems and hence f o r  rece iv ing t h e  b d k  of t:i? frtnds devoted t o  

these  problems. Cer ta in ly ,  I do not  s e e  s u f f i c i e n t  Fcderal  f u l ~ d s  S . ~ ~ U ~ ~ ~ ~ . ' I L P I O U S ~ ~  

f o r  block g ran t s  o r  t a x  shar ing  p l u s  a negative income t s x  pluz; majar  new Federal  

expenditure programs deal ing  wi th  domestic welfare and develcprfiental needs. I n  a 

sense,  these  proposals a r e  d i f f e r e n t  ways of achieving tl~: s m c  cz  ~:!~i ic r  tb- 

j ec t ives .  I n  any event,  t h e  budgetary s i t u a t i o n  i s  most l i lcevj  t g  fo:zz tkz  Iqstfon 

t o  choose among them. 

I o f f e r  you these  remarks wi th  the  g r e a t e s t  reluctan?-e, betacse I s t rong ly  

bel ieve  t h a t  the  s t a t e s  a r e  t h e  backbone of our Federal  s;?ste;r, The i n a b i l i t y  

or  unwillingness of some s t a t e s  t o  f ace  up t o  t h e  major d~-.:zstic pxblcrns i n  

a meaningful way can only  r e s u l t  i n  a weakening of our Fc3e::sl ~ C K T J .  ef government. 

Already she competitors for Federal funds and natfcxx' t ; t tnntion rre nuzerous, 

Private corporations orgented to meeting the needs and raq9:iraacants cr' the Federal 

Covermeat offer an array sf aopkistieated services, rangla; f::en ~pereting Job Corp 

camps to designing urban transportation systems t o  r e t r a i ~ ~ f ~ ~ g  th2 unc :~ .~ l syed .  Non- 
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p r o f i t  institutions are running regional  educational Laboratories, conducting 

anti-poverty programs, and o f fe r ing  t o  do research and develop men^ work on v%rtua$ly 

every national 111, real as well as imagined. Within the public sector itself, 

Federal agencies and l o c a l  governments a l l  represent  a l t e r n a t i v e  mechanisms 

f o r  deal ing with nationwide problems. 

When w e  examine the  new a c t i v i t i e s  funded by t h e  Federal Government i n  

t h e  l a s t  decade o r  so, the  cumulative bypassing of t h e  s t a t e s  is  seen t o  be 

s u b s t a n t i a l  -- the  war on poverty, mass t ranspor ta t ion ,  housing, e tc . ,  e t c .  

It is i n  the  l i g h t  of these  developments t h a t  I personally f ind  t ax  shar ing 

and block g ran t s  s o  a t t r a c t i v e  -- they would help  t o  r e s t o r e  g rea te r  f i s c a l  

balance t o  our Federal form of government. However, I bel ieve  t h a t  w e  w i l l  

only succeed i n  g e t t i n g  public support of t h i s  approach i f  indeed w e  can con- 

v ince  t h e  public t h a t  i t  t r u l y  represents  s t a t e  assumption of r e s p o n s i b i l i t y  a s  

w e l l  as of funds -- t h a t  i n  choosing the  mechanisms f o r  conducting the  public 

business and achieving major na t iona l  object ives ,  t h e  Nation would be wise to 

give t h e  states a l a r g e r  r o l e  than a t  present .  

The general  concept of d i s t r i b u t i n g  ava i l ab le  Federal funds t o  t h e  states 

goes back t o  e a r l y  American h i s to ry .  I n  h i s  second inaugural  address, President  

Thomas Je f fe r son  suggested a general  program of Federal a i d  t o  the  s t a t e s ,  

t o  be used f o r  such purposes as " r ive r s ,  canals, roads, arts, manufactures, 

education, and other  g rea t  ob jec t s  within each s t a te . "  The l a g  between pres i -  

d e n t i a l  recommendation and congressional ac t ion  was q u i t e  considerable even then. 

It was not  u n t i l  1831 t h a t  the  Congress d i d  vote t o  d i s t r i b u t e  surplus  funds. 

It did  s o  on an  approximately per c a p i t a  bas i s .  me $37 mi l l ion  so al located  

was mre than double the annual budget in those days ,  Considerable interest  in 

general distribution of Federal funds es the s t a t e s  arose again i n  the %880ks ,  

bur did  not result in any Federal action. 
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State Shares of t h e  Alternative Federal  Aid Plans 

As we know, a variety af alternilgive brays sf channeEinng Federal  funds 

tc the states have heea, suggested fr: more recertt years, Some would a a i n b  expand 

t i e d  o r  program grants .  Others would make use of the  grant-in-aid device but 

would combine the  hundreds of separa te  grants  i n t o  a r e l a t i v e l y  few, each covering 

a major program area.  Proposed innovations i n  Federal-state r e la t ionsh ips  of a 

more bas ic  nature  include, i n  addi t ion  t o  block grants ,  proposals f o r  tax  sharing,  

tax  c r e d i t s ,  and combinations of these  new approaches. Of course, the re  are 

those who os tens ibly  would a i d  t h e  s t a t e s  by having the  Federal  Government 

r e l i e v e  them of the  r e s p o n s i b i l i t y  f o r  var ious  funct ions  o r  programs; some d i r e c t  

Federal  expenditure programs do of course reduce the  pressures  on s t a t e  t r easur ies .  

tly own research t o  d a t e  revea l s  t h a t  each of these  suggested methods of 

Federal a s s i s t ance  t o  the s t a t e s  has advantages a s  w e l l  a s  disadvantages. 

Direct  f e d e r a l  expenditures might help t o  expand some important publ ic  programs 

but they bypass completely both s t a t e  and l o c a l  governments. Tax c r e d i t s  may 

reduce taxpayer r e s i s t a n c e  t o  s t a t e  and l o c a l  r a t e  increases ,  but  they would not  

d i r e c t l y  help s t a t e  o r  l o c a l  t r e a s u r i e s .  

Tax sharing and block g ran t s  provide f o r  t h e  a l l o c a t i o n  of publ ic  funds 

smong programs t o  be made by each s t a t e ,  which presumably is more fami l i a r  with 

the  needs arid d e s i r e s  of i t s  res iden t s  than the  na t iona l  government. However, 

l i t t l e  o r  no provision is  made f o r  t h e  burgeoning f i n a n c i a l  requirements of 

counties,  school d i s t r i c t s ,  and c i t i e s  and towns, a t  l e a s t  under the  pure form 

of block grant .  O f  course, the  block grant  proposals with equal iza t ion and 

pass-through fea tu res  do d e a l  with t h i s  l a t t e r  quest ion,  but  t h a t  involves some 

Federal strings. 

There is another key difference amng these various plans. Tke share  

that each state ~ruuld obtain varies, often substantially. These var%ations a r e  nag 
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random; f a i r l y  clear a l locat ion patterns emrge !?hen we compare t he  dffle- en^ 

proposals ,  

High income s t a t e s  tend t o  benefdt more from t a x  sharing and tax ere5it-s 

than from t h e  o ther  forms of Federal  a i d  being considered. For example, Mlci.fg:::. 

b~ould rece ive  8.6 percent  of t h e  t a x  shar ing  funds and exact ly  ha l f  of t h a t ,  4 . :  

percent ,  under s t r a i g h t  block g ran t s .  New York S t a t e  would rece ive  almost 18 pi:..: '1.. 

of t ax  shar ing  and about 9 percent  of block g ran t s  d i s t r i b u t e d  on a per  c a p i t a  

bas i s .  Under t ax  sharings the  s t a t e  sha res  would correspond t o  t h e  proport ion of 

Federal income taxes  co l l ec ted  i n  the  s t a t e .  

The s t a t e s  t h a t  would rece ive  l a r g e r  proport ions of t a x  shar ing  funds than 

of t h e  o the r  a l t e r n a t i v e s  a r e  a s  follows: Delaware, New York, I l l i n o i s ,  Michigan, 

Rhode Is land,  and Ohio. 

Under t ax  c r e d i t  schemes, the  d i r e c t  b e n e f i c i a r i e s  would be the  indi -  

v idua l  taxpayers who could deduct a por t ion  of t h e i r  s t a t e  income taxes f-2:-s 

t h e i r  Federal income t a x  l i a b i l i t y .  The s t a t e s  ( technica l ly  t h e i r  c i t i z e n s )  

who would benef i t  most from tax  c r e d i t s  a r e  Connecticut, New Jerbey, MascacEa~?",:?",. 

and Pennsylvania. 

In con t ras t ,  t h e  low income s t a t e s  would tend t o  benef i t  most £ r a n  t k ~  

vers ion  of t h e  block grant  proposal which has an equal iza t ion  f e a t u r e ,  5:;cl: :._ 

t he  c a s e  of Miss iss ippi ,  which would rece ive  2-1/2 percent of t h e  block gra~; .?  -:-,_. 
-- 

only 3/10 of one percent  of tax sharing.  S imi lar ly ,  South Carolina wculd cLt_:ri: 

2-1/2 percent  of block grant  funds and 4/10 of one percent of t a x  sharirsg prcee~-~ 

The s t a t e s  t h a t  would ob ta in  l a r g e r  amounts of funds from block g x m t s  

(with an equa l i za t ion  fea ture)  than from t h e  o ther  proposals a r e  Idaho, New 

lkexico, South Dakota, West Virgin ia ,  Georgia, North Carolina, Louisiana, Kentucky, 

Tennessee, Alabama, South Carolina, Arkansas, and Miss iss ippi .  

One group of s t a t e s  -- mainly those  tgith per  c a p i t a  incomes close t o  the  

n a t i o n a l  average -- would tend $0 b e n e f i t  most from the  s t a t u s  quo. That is, 
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they receive larger shares of Federal  funds from existing program grants than 

they weukd from the various suggested changes. One example is Oklahoma, which 

receives 2.2 percent of exis t ing g ran t s  and i.~.ould obtain only about half of that 

from t h e  a l t e r n a t i v e s .  

The states t h a t  b~ould receive  l a r g e r  shares  of ex i s t ing  program gran t  

funds than they would of newer forms of Federal a id  a r e  a s  f o l l o t ~ s :  Nevada, 

Alaska, P!issouri, Oregon, Vyoming, Nebraska, Iowa, Minnesota, New Hampshire, 

Montana, Utah, North Dakota, Vermont, Maine, and Oklahoma, 

Y e t  another group of states might be considered a s  benef i t ing  more from 

d i r e c t  Federal  programs than from Federal  funds channeled through the  s t a t e s .  The 

region surrounding t h e  na t iona l  c a p i t a l  is  a prime example. Federal government 

c i v i l i a n  employees i n  Maryland and Virginia account f o r  s l i g h t l y  over one-f i f th  

of t h e  Federal  c i v i l i a n  payrol l .  I n  con t ras t ,  these  s t a t e s  g e t  about 4 percent  

of e x i s t i n g  g ran t s  and would rece ive  4 percent  of t a x  sharing funds. 

The var ious  s t a t e s  t h a t  cu r ren t ly  account f o r  l a r g e r  por t ions  of Federal 

employment than of t h e  other a l t e r n a t i v e s  a r e  a s  follows: Cal i fornia ,  Maryland, 

Washington, Hawaii, Colorado, Arizona, and Virginia.  

The f i n a l  category of s t a t e s  contains those t h a t  would benef i t  most by 

a s t r a i g h t  per  c a p i t a  d i s t r i b u t i o n  of Federal  funds, t h a t  is by a s t r a i g h t  block 

grant  with no s t r i n g s  attached. These s t a t e s  a r e  Indiana, Wisconsin, Jbnsas,  

Florida,  and Texas. 

Conclusion 

There is another and perhaps more p o s i t i v e  way of examining the  quest ion 

of Federal-state f i s c a l  r e la t ions .  I n  t h e  absence of a nat ional  decis ion t o  

embark upon a major new e f f o r t  of Federal a i d  t o  t h e  s t a t e s  i n  t h e  post-Vieenam 

t i m e  period, the re  may be considerabLe possibfLfty of our not obtaining awtking 

c l o s e  t o  an optimum a l l o c a t i o n  of publ ic  resources i n  t h e  United Stares .  

The p o s s i b i l f t y  c e r t a i n l y  e x i s t s  t h a t  the nat ion may use up potenbEal 
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