
PROBLEMS WITH DATA IN SELECTED FORMULA FUNDED PROGRAMS AS APPLIED TO NEW YORK CITY 

Evelyn S. Mann, Department of City Planning 
Ken Fin layson Off ice of Management and Budget 

I am rea l l y  grateful  to the previous speakers 
for  the i r  presentations h igh l igh t ing  the com- 
p lex i t i es  of formula based grants and the pol icy 
issues related to the i r  inadequacies. This en- 
ables me to get r igh t  to the task of  i l l u s -  
t ra t ing  the ef fects of selected formula elements 
upon New York City. I w i l l  t ry  to avoid being 
unnecessarily redundant. 

From al l  formula funded programs, New York City 
receives hundreds of mi l l ions of dol lars annu- 
a l l y .  I t  is however, f rus t ra t i ng  to discover 
that there are no precise s t a t i s t i c s  on the 
tota l  amount, much less a breakdown of how much 
money is received based on formulas which in-  
corporate to ta l  population estimates al,Dne and 
those which rely on population and housing 
charac ter is t i cs ,  as opposed to other demo- 
graphic and non-demographic formula elements. 
This compounds the problem of t ry ing to describe 
in do l la r  terms the ef fects of a l te r ing  the ele- 
ments in the formul i .  At best, th is paper can 
present only the most fragmentary view and 
treatment of the subject. 

Before the avai lable data are discussed, i t  
seems both useful and relevant to expose the 
problems encountered in preparing th is paper. 

the level of the data elements. Rarely are those 
data elements independent of each other. I f  one 
introduces the p o s s i b i l i t y  o f ,  say, a higher 
population in a formula, i t  is general ly neces- 
sary to also know the character is t ics  of the 
incremental populat ion, such as whether i t s  
members would f a l l  above or below the poverty 
level or whether they are l i k e l y  to be employed 
or unemployed. Then, having established some 
economic charac ter is t ics  of the theoret ica l  
addi t ional  population groups, i t  is necessary to 
know the i r  e f fec t  upon such variables as per 
capita income. Also, i t  is general ly useful to 
estimate the i r  sex and age d i s t r i bu t i on .  These 
are jus t  too many estimates to juggle a l l  at once 
and come up with any sa t is fac tory  answers. 

Despite the fact  that in the las t  few years there 
have been major a l tera t ions in formuli u t i l i z e d  
in several important funded programs, we un- 
covered a considerable degree of underlying 
skepticism that th is  trend would continue and i f  
so, whether the process would rea l l y  improve 
formul i .  Change in ex is t ing formuli was per- 
ceived as good only i f  the adjustments in the 
data elements would re f l ec t  s i tuat ions pecul iar  
to the local area such as cos t - o f - l i v i ng  ind ic ies 
and a count of undocumented al iens.  

An ea r l i e r  version of th is paper was given in 
another forum. Plans were to introduce a con- 
siderable amount of new material in to a re- 
v is ion.  To th is  end, interviews were conducted 
with s t a f f  of City agencies who are responsible 
for  the monitoring of Federal formula funds in 
the i r  pa r t i cu la r  subject area. The results of 
th is interview process are as in teres t ing as the 
data i t s e l f .  

Most of the people we talked to - a l l  pro- 
fessionals in e i ther  budgetary areas or with 
pol icy and administrat ive respons ib i l i t i es  in 
City agencies - had only the vaguest notion as 
to the mathematics of the formula which applied 
to the i r  a l locat ion.  This is not to say that 
they did not know what the data elements were; 
indeed, some were involved in providing admin- 
i s t r a t i v e  s t a t i s t i c s  which fed into those 
formul i .  However, the actual computations were 
performed e i ther  by the Federal agency or the 
State agency involved in the a l locat ion or the 
pass-through a c t i v i t y  and the results were 
simply accepted by the local o f f i c i a l s  as 
accurate. In addit ion to local area data ele- 
ments, some formuli require the knowledge of 
national and state to ta ls  which are not readi ly  
avai lable to the local o f f i c i a l  who wishes to 
check or rep l icate the computations. When pre- 
sented with the question on whether the data 
elements were appropriate or whether they worked 
f a i r l y  wi th in the formula given the i r  spec i f ic  
weights, there were few answers forthcoming from 
the interviewees. 

With some exception, most were not able to re- 
spond to  the impact of a hypothetical change in 

In the l imi ted time for  th is  discussion, we have 
selected materials mainly on major programs in 
which Federal monies flow d i rec t l y  to the City.  
However, i t  should be noted that  in many programs 
the a l locat ions to the States set the parameters 
of local government assistance. A very large 
proport ion of Federal assistance is d is t r ibu ted  
in th is way - f u l l y  42 percent of a l l  formula 
grants according to the OMB study of population 
based grants. These programs provide the largest 
amount of Federal funds ref lected in the New York 
City budget, creating the largest  matching expen- 
di tures as wel l .  To the degree that these costs 
are mandated bv Federal and State law, the City 
has a large stake in the manner of the i r  d i s t r i -  
bution. 

Revenue Sharin~ 

The largest do l la r  amount of d i rec t  aid is 
received from the General Revenue Sharing pro- 
gram. In o f f i c i a l  documents, the City has 
u t i l i zed  a $20 mi l l i on  f igure representing the 
estimate of the increase to i ts  ent i t lement which 
would resu l t  from the inclusion of 750,000 ad- 
d i t iona l  persons in the current population 
estimate. This addi t ional  three quarters of a 
m i l l i on  persons is the estimate of undocumented 
aliens l i v i ng  in the City over and above any 
o f f i c i a l  Federal or State population estimates. 
This amount has been added as a constant to any_ 
estimate produced by the Bureau of the Census 
for  General Revenue Sharing ent i t lement.  Those 
who developed the $20 m i l l i on  estimate conceived 
a model which increased the national population 
by eight m i l l i on  persons, the State population 
by one mi l l i on  persons and the City population 
by 750,000. Higher City f igures on undocumented 
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aliens have been treated with some skepticism 
by City o f f i c i a l s .  For example, the Regional 
Immigration and Natura l izat ion Service Director  
has repeatedly used a f igure as high as one 
mi l l i on  undocumented al iens for  New York Ci ty.  
However, ha l f  that  amount, 500,000 persons, was 
c i ted recent ly  by the National IRS Commissioner. 
In t r u th ,  nobody knows j us t  how many undocu- 
mented al iens there are e i ther  na t iona l l y  or 
l oca l l y .  The 750.,000 local f igure is i l l u s -  
t r a t i ve  rather than d e f i n i t i v e .  I t  is in pro- 
port ion to s im i la r  national estimates and is 
reasonably related to the census counts of 
fore ign-stock and aliens in the C i ty 's  popu- 
la t ion  base. 

In the model, the ent i t lement  per capita income 
s t a t i s t i c  issued by the Bureau of the Census 
was adjusted to account for  a higher popu- 
l a t i on ,  but based on constant to ta l  money in-  
come. We are aware that  the per capita es t i -  
mates are not computed in th is  way at the 
Bureau. No attempt was made to adjust for  any 
d i f f e r e n t i a l  charac ter is t i cs  of the incremental 
populat ion. When income flows are held con- 
s tant ,  per capita income declines with an 
addit ion of previously uncounted populat ion. In 
the model, resu l t ing  per capita income for  the 
nat ion, State and City decline propor t ionate ly  
to the re la t i ve  size of the uncounted undocu- 
mented populat ion. The revised population and 
per capita income were applied to an annualized 
Period 7 ent i t lement  d i s t r i b u t i o n  at both state 
and substate levels.  

The c l is t r ibu t ion  of Revenue Sharing funds among 
states y ie lded an addi t ional  $36 m i l l i on  to the 
New York State government of which $26 mi l l i on  
was added to local governments. Thus, j us t  over 
an addi t ional  $20 m i l l i on  was estimated for  New 
York Ci ty .  

The provision of law establ ish ing a per capita 
aid ce i l ing  for  l o c a l i t i e s  is as important in 
the determination of ent i t lement  as the formula 
i t s e l f  for  large c i t i es  such as New York and 
Phi ladelphia. Current population estimates 
which are understated can therefore have impact 
at two stages in the General Revenue Sharing 
formula process. The per capita aid l i m i t  is a 
d i rec t  funct ion of population and can be impor- 
tant  for  the f ina l  outcome. Such formula 
ce i l ings have impacted the City of New York in 
the case of Community Development and T i t l e  I 
ESEA as wel l .  

I t  should be stressed that the key element in 
the Revenue Sharing formula below the State level 
is per capita income, not population per se. I t  
i~ essential  that  the per capita amounts be 
adjusted to r e f l e c t  population undercounts and 
underestimates. However, another  adjustment 
approach should receive greater a t ten t ion .  The 
income flows~ p a r t i c u l a r l y  wage and salary in-  
come, should be adjusted for  c o s t - o f - l i v i n g  
d i f f e r e n t i a l s  on a f ine grained geographic basis. 
This is one of the technical data challenges of 
the next decade --  the development of a sui table 
and widely acceptable technique for  adjust ing 
income data elements based on d i f f e r e n t i a l s  of 
the local economy and populat ion. 

The $20 mi l l i on  f igure c i ted above does not re fer  
to the current ent i t lement  period. The City 
a l locat ion  was constrained by the rule which re- 
duces i t  to 145 percent of per capita e n t i t l e -  
ment. The re la t i ve  impact of the population 
estimate is reduced as compared with the i n f l u -  
ence of the other two formula elements: tax 
e f f o r t  and per capita income. 

The Ci ty 's  Off ice of Management and Budget points 
out that  our tax e f f o r t  is being s tead i l y  re- 
duced as a resu l t  of  both an eroding tax base 
and progressively larger tax cuts. I t  is a 
Catch-22 s i tua t ion .  While we attempt these cuts 
to enhance our economic v i a b i l i t y ,  we simul- 
taneously reduce our a b i l i t y  to qua l i f y  for  
revenue sharing funds. This year the Ci ty 
suffered a severe setback when the Off ice of 
Revenue Sharing disallowed $450 mi l l i on  in stock 
t rans fer  taxes as tax e f f o r t .  Even i f  the City 
were able to convince the Off ice of Revenue 
Sharing to include the stock t rans fer  tax,  i t  is 
slated to be phased out over the next few years 
as part  of the C i ty 's  tax cut plan. 

This raises the per capita income element to 
prime importance in the formula. We suspect that  
much of the income earned by persons c lass i f i ed  
as undocumented al iens is not included in the in-  
come flows that contr ibute to the per capita in-  
come computations. Compared to the to ta l  popu- 
l a t i on ,  the earnings of th is  group is believed 
to be low. There i s ,  however, very l i t t l e  hard 
data on th is  subject.  Unt i l  the Federal govern- 
ment ser iously attempts to assess the socio- 
economic charac ter is t i cs  of the undocumented 
a l iens,  the best we can do wi thout some proof is 
to contend that the net e f fec t  of excluding both 
the undocumented al iens and the i r  income is to 
exaggerate the increases in per capita income in 
the communities in which they reside. 

Countercycl i c a l  Aid 

At th is  time, the countercycl ical  aid program is 
at the crossroads. The program which j us t  re- 
cent ly lapsed had two elements. One of these 
was related to the amount of aid the l o c a l i t y  
receives in the General Revenue Sharing Program. 
Using the same logic  which applied to the compu- 
ta t ion  of the theoret ica l  loss of $20 mi l l i on  in 
General Revenue Sharing funds and with a l l  other 
factors remaining constant, i t  has been es t i -  
mated that  the countercycl ica l  aid program in 
the City ran short by about $9 m i l l i on .  

Assuming that  the undocumented aliens are not 
f u l i y  represented in the second data element, 
the o f f i c i a l  unemployment rates which are com- 
puted from Current Population Survey data, i t  is 
believed that  the i r  inc lusion would resu l t  in a 
r ise in the unemployment rates. This is based 
on the fu r ther  assumption that  some of the un- 
documented aliens who are primary householders 
are probably enumerated and also probably em- 
ployed. However, other members of the house- 
hold, who include a high proport ion of more 
recent ly  arr ived unattached males, are probably 
not included in the CPS estimate. Such per- 
sons are l i k e l y  to have a higher unemployment 
rate. 
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A new supplementary f i sca l  assistance b i l l  is 
cur rent ly  being considered as a subst i tu te  pro- 
gram. The e l i g i b i l i t y  requirements of the pro- 
posal provide for  a choice. The local govern- 
ment is e l i g i b l e  i f  (A) i t s  unemployment rate 
for  a 12 month period averages over 4.5 per- 
cent or (B) i t s  rates of growth in two out of 
three indicators are lower than the average 
rates of growth for  a l l  SMSA areas. The three 
indicators are: ( I )  employment; (2) per capita 
income and (3) populat ion. Since there is an 
evaluation of the proposed a l te rna t i ve  formuli 
underway and act ive discussions among the C i ty 's  
f isca l  experts and leg is la to rs  p r io r  to the 
enactment of the l eg i s l a t i on ,  i t  would not be 
appropriate to discuss the advantages or d is-  
advantages of the a l te rna t i ve  provisions at th is  
time. 

However, the proposed formuli do have data ele- 
ments common to those of several other funded 
programs, such as CETA. There is pa r t i cu la r  
concern about how the monthly estimates of the 
population 16 years of age and over used in the 
CETA program are generated. These f igures 
appear to f luc tuate  widely from one'month to 
another and do not seem to be related to any 
other to ta l  population estimate, such as that  
used for  General Revenue Sharing. I t  is not 
clear whether a revis ion of the population es t i -  
mates for  the age group 16 and over would a l t e r  
e i ther  the number of unemployed or the unemploy- 
ment rate. We plan to explore th is issue with 
local BLS s t a f f  very soon. 

Co[mmunity Development - Basic Grant Formula 

For the f i r s t  two years of the Community Devel- 
opment program, New York City received approxi- 
mately $102 mi l l i on  dol lars under the hold- 
harmless and phase-in provis ions. Had the basic 
grant formula been applied wi thout the hold- 
harmless, the City would have received an es t i -  
mated $127 mi l l i on  and $144 mi l l i on  in 1975 and 
1976 respect ive ly  - $67 mi l l i on  more over a 
two year period. 

I t  is therefore inappropriate to discuss, for  
th is  ea r l i e r  time period, the inequi t ies  of the 
CD formula as contrasted to inequi t ies  resu l t ing  
from the appl icat ion of ol;her program regu- 
la t ions namely "hold-harmless." The th i rd  year 's  
a l locat ion was based on the formula but with the 
1973 Administ rat ive Record population estimate 
subst i tu ted for  the 1970 Census f igures.  Al-  
though th is increased the to ta l  amount of money, 
the City ac tua l ly  received $3 mi l l i on  dol lars 
less than i f  the Decennial Census f igure had been 
used. Furthermore, there was no compensating ad- 
justment for  the considerable increase since 1970 
in the proport ion of the population in the City 
that  could be c lass i f i ed  as f a l l i n g  below the 
poverty threshold,  a fac tor  which holds double 
weight in the or ig ina l  CD formula. 

The a l te rna t i ve  formula now applied to the City 
under the provisions of the revised Community 
Development Act also benef i ts other areas of the 
country that have experienced population decline 
accompanied by urban b l i gh t  and decay. Weight 
is also given to a var iable that  is more sensi- 

t i ve  than overcrowding, namely, the number of 
housing units b u i l t  before 1939. In the step- 
down formula, th is  adds to the proport ion of 
to ta l  funds avai lable to metropol i tan areas, and 
wi th in  that  category, to central c i t i e s .  I t  is 
i r on i c ,  however, that  the other new formula ele- 
ment, the re la t i ve  population growth, compared 
with natural trends, favors those areas that have 
had the greatest population loss. In New York, 
we annually put fo r th  the argument that  for  
Revenue Sharing, the population f igures are too 
low. I f  the Federal government decided to raise 
the population estimate for  Revenue Sharing, we 
could su f fe r  a decline in the Community Develop- 
ment Block Grant funds under the a l te rna t i ve  
formula. This points to the local government's 
dilemma when faced with often cont rad ic tory  in-  
terests in regard to local formula aid general ly.  

Under the new formula the City has received an 
addi t ional  $75 m i l l i on  in CD IV. However, we 
have not been able to calculate the proport ion of 
the increased amount that is a t t r i bu tab le  to the 
appl icat ion of the new formula as opposed to the 
addi t ional  receipt  resu l t ing  from the expanded 
pool of funds avai lable from the phased-out hold- 
harmless provis ions.  

Poverty Thresholds 

In connection with the Community Development 
formula as well as the T i t l e  I ESEA formula, 
which u t i l i zes  a subset related to the poverty 
leve l ,  recent discussions focus on the impact of 
a change in the de f i n i t i on  of poverty or upon a 
possible update of the count of persons, fami l ies 
and household members in poverty. A change in 
the de f i n i t i on  of poverty is mainly thought of in 
terms of an across-the-board ra is ing of the 
poverty threshold. But as long as the poverty 
level is used as a re la t i ve  measure in d is-  
t r i b u t i n g  funds, the resu l t ing  red i s t r i bu t i on  
would merely add re la t i ve  weight to those areas 
of the country with large numbers of "near poor" 
who are not receiving social service benef i ts .  
On the other hand, we would welcome the use of 
updated poverty counts provided these are also 
accompanied by c o s t - o f - l i v i n g  adjustment. 

Cost-of -L iv ing Adjustment to the Poverty 
Thresholds 

Although none of the government agencies seem to 
have come up with a precise and sa t i s fac to ry  
solut ion to the problem of adjust ing the poverty 
matr ix for  the d i f f e r e n t i a l  c o s t - o f - l i v i n g  in 
parts of the country and as among urban versus 
non-urban areas, a number of agencies have ex- 
pressed the i r  be l i e f  that such adjustment is 
both necessary and feasib le.  Everyone knows 
that  i t  cost more to l i ve  in the larger c i t i es  
than in the smaller ones and th is  is re f lec ted 
in the construct ion of the urban family budget 
levels produced by BLS. In the Spring of 1969, 
the low family budget level fo r  New York Ci ty 
was pegged at 2.1 percent higher than that  of 
the U.S. as a whole. By Autumn of 1973, New 
York City was higher by 5.9 percent. The d i f -  
f e ren t ia l s  for  the medium and high family 
budgets were even more pronounced. We are not 
prepared to suggest the basis for  the adjustment 
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to the poverty index. I t  is probable that  an 
adjustment may not be possible for  a l l  the geo- 
graphic areas covered by the various formul i .  
I t  has been pointed out that  an adjustment would 
be biased in favor of the larger Northeastern 
SMSA's and the i r  central c i t i e s .  However, we 
contend that a no-adjustment po l icy  contains i t s  
own inherent biases against these very commu- 
n i t i es .  

T i t l e  I 

The T i t l e  I formula was changed back in 1974. 
As best as we have been able to determine, the 
ear ly formula was heavi ly weighted by chi ldren 
in fami l ies with AFDC payments of $2,000. The 
s h i f t  in c r i t e r i a  to "two th i rds of the chi ldren 
in fami l ies receiving AFDC payments which exceed 
the poverty l ine"  resulted in a loss for  that  
year of $25 m i l l i on  for  the Ci ty .  I f  the 
poverty threshold were to be raised, e i the r  uni- 
formly or by a c o s t - o f - l i v i n g  adjustment, the 
formula should be changed to include a l l  of the 
chi ldren in fami l ies receiving AFDC payments. 

This i s n ' t  very much hard data to show for  our 
part  time e f f o r t s .  We believe that  there should 
be s t a f f  assigned wi th in  our local OMB working 
f u l l  time on these issues and re la t i ng  them to 
l eg i s l a t i ve  proposals. Some work along these 
l ines has been star ted.  

In our ea r l i e r  paper, we included a section on 
an evaluation of the Bureau of the Census' 
"Administrat ive Records Method" which determines 
the population estimates used in the General 
Revenue Sharing program. I t  appears that  these 
population estimates w i l l  be used for  s t i l l  
other formula funded programs as wel l .  Because 
of continued in te res t  in the subject ,  we have 
not attempted at th is  time to up date the 
examples c i ted.  This section is appended for  
the reader. 

APPENDI X A 

Administ rat ive Records Method 

A complete review of the key element in the 
Administ rat ive Records Method, the matched in-  
come tax records, has been proposed several 
times. Understandably, the Bureau of the Census 
has defended the procedure. I t  appears to work 
for  most areas in the country where the major i ty  
of residents are made up of nuclear fami ly 
uni ts .  However, in the larger urban centers, 
p a r t i c u l a r l y  areas with high proport ions of 
mobile, young, unrelated ind iv idua ls ,  the match 
rate is l i k e l y  to be d is to r ted .  Besides the so 
cal led " f i r s t  f i l e r s "  there are other segments 
of the population who are not necessari ly repre- 
sented in both or e i ther  f i l i n g  period involved 
in the match. These include persons who have 
recent ly  entered the country as non-immigrant 
al iens and who are among the increasing number 
of undocumented persons who remain here. I t  is 
often forgot ten,  however, that  the unmatched are 
large and growing numbers of persons l i v i ng  here 
on long term visas - businessmen and the i r  
f a m i l i l i e s ,  students and the i r  fami l ies ,  who 

would be counted as residents in a Decennial 
Census. Such persons are concentrated in c i t i es  
such as New York and Washington. 

The p ic ture is fu r ther  clouded by the proba- 
b i l i t y  that the IRS returns do not r e f l e c t  the 
large numbers of mobile poor throughout the 
country who do not f i l e  returns at a l l .  In 
1970, only 90 percent of the population of New 
York Ci ty was accounted for  by exemptions re- 
ported in 1969 income tax returns. This 
coverage ra t i o  was 94 percent for  New York State 
as a whole, and represented 97 percent for  a l l  
areas of the State outside New York Ci ty.  The 
las t  percentage, I would guess, holds for  the 
country as a whole. However, w i th in  New York 
C i ty ,  Bronx and Kings Counties had 1970 cover- 
age rat ios as low as 81 and 87 percent re- 
spect ive ly .  These two counties have been the 
major rec ip ients of migration from Puerto Rico 
and from South and Central America including 
the West Indies. Therefore, i t  is probable that  
the 1972 and 1974 coverage ra t i os ,  i f  they could 
be computed, are far  far  lower than those of 
1970. While taxes are withheld from the pay- 
checks of undocumented al iens i t  is believed 
that most do not f i l e  income tax returns,  even 
when en t i t l ed  to refunds. 

Simi lar d i spar i t i es  were noted when the number 
of 1972 exemptions were matched against 1969. 
The percentage of unmatched exemptions for  New 
York State as a whole was 12.2 and for  the 
residual of the State except for  the City 9.4 
percent; but, for  New York City the percentage 
rose to 16.5 percent. New York County (Man- 
hattan) which has one of the highest mob i l i t y  
rates in the country had 18.7 percent of the 
1972 returns unmatched against 1969, with Bronx 
and Brooklyn Counties t r a i l i n g  only s l i g h t l y  
with 18.0 and 17.8 percent respect ive ly .  

Thus in the Administrat ive Records Method for  
the City as a whole less than three quarters of 
the population (73.5%) is even being evaluated 
with regard to migrat ion;  while for  counties 
such as the Bronx, only 63 percent of the popu- 
la t ion  impacts upon the computations. Yet i t  
is the missing th i rd  to a quarter of the popu- 
la t ion  that is most l i k e l y  to be mobile. For 
New York City that  population is in-migrant 
population. 

The population that is being measured by the 
migration rate we speak of as the "measurable": 
population. We admit to an out-migrat ion of 
the "measurable" population. But nowhere in the 
method is there a compensating allowance for  the 
unusual migration flows that are pecul iar  to 
only a few of the nat ion 's c i t i e s .  
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