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EXECUTIVE SUMMARY

In this report, we examine the formulas that states use to alocate fundsto loca
workforce investment areas under the Workforce Investment Act (WIA) Title | adult,
didocated worker, and youth programs.

In Chapter | we identify severa key issues of concernin using the formulas. These
issues, which represent a summation of severa earlier research efforts as well as concerns
expressed by states and local areas as part of this study, include concerns about the
organizationa and financid stability of loca areas under WIA, inequitiesin targeting
funds to meet the gods of the legidation, data quaity and access, and the use of
discretionary formulas. Many of these issues arose under JTPA, and remain concerns
under WIA, because the formulas are actudly quite smilar.

STATES' CURRENT ALLOCATIONS

In Chapter |1, we describe the results from a survey of al states concerning their
current alocation formulas under WIA for the adult, youth, and didocated worker
programs. We received completed surveys from 44 states, plus Washington, D.C and
Puerto Rico. Results showed that very few states actudly chose to use a discretionary
formulafor their adult and youth programs, even though WIA alows states to do so for
up to 30% of their dlocated funds. Those four states that did adopt discretionary
formulas did so for both their adult and youth programs, and typically used indices of
excess unemployment, or unemployment above the sate average, as their discretionary
measures.

Most states were primarily concerned that the formula used to alocate funds under
WIA target those funds to areas with the greatest need. Though the survey results would
suggest that states' concern for targeting need is paramount, the fact that only four states
opted to adopt a discretionary formulain alocating funds for the adult and youth program
suggests that perhaps sability in funding among loca areas may ingtead be the critica
factor inthisdlocation. In an effort to ensure this stability, the vast mgjority of states
invoked their authority to implement ahold harmless provision in substate funding, even
though WIA did not mandate one until two years after WIA implementation.

Substate funding for the didocated worker program relied primarily on severd
factors, including most prominently unemployment, unemployment concentrations, and
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Executive Summary

long-term unemployment, which are Smilar to the factors used in inter-state adlocations.
Severd other factors often were used in substate alocations, though typicaly these other
factors recelved less weight in the alocation formula

Finaly, eight of the states in our sample were single workforce area states. Of
these, three reported alocating funds to substate arees, often using the standard WIA
adult and youth formulas, or dight variants of them, as the mechanism by which to make
these dlocations. The remaining five states did not alocate funds to substate areas and,
instead, directed funds as needed from the State leve.

COMPARISONSWITH CURRENT ALLOCATIONS

In Chapter 3, we describe the results of several smulations conducted to examine
both how allocations are currently made and how the amounts alocated to locad areas
would change under severd dternative formulas. First, we describe the process by which
we simulated current alocations, obtaining data from the 2000 Census and severd years
of data from the Local Area Unemployment Statigtics (LAUS) and ES 202 programs.
Using these data, we were able to mimic current alocations by ether applying the
standard formula, for those states who were utilizing only this formula for adult and
youth funding, or acombination of the standard and discretionary formulas, for those
states that had adopted a discretionary formula, as well as the didocated worker formula
identified by Satesin their survey.

Once we smulated the current adlocations, we then smulated severd dterndive
alocation formulas to examine how the dlocations made as aresult of these formulas
differ from the alocations made under the current formulas. Among the dternatives, first
we smulated the four discretionary formulas adopted by states. Next, we smulate two
dternative formulas for the didocated worker program, including adopting the standard
adult formula and adopting the inter- sate didocated worker formulato make substate
dlocations. Following this, we examine saverd dterndive usng formulas that have been
proposed as part of WIA reauthorization.

Although none of the formulas examined as part of this report can be said to be the
ideal one, because there are many competing interests and concernsinvolved in the
dlocation of funds under WIA, we can identify those formulas that would be best suited
to achieve specific goas. For example, athough any change to the dlocation formulasis
bound to create Sgnificant shiftsin funding a least in the first year, these shifts will
benefit certain loca areas more than others. To the extent that those which benefit have
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more need for WIA funds, as aresult of their greater demand, greater numbers of
unemployed or disadvantaged individuas, or greater capacity to serve this demand, then
these shifts could be considered atemporary but necessary chalenge to overcome in the
effort to target greater proportions of funds to those areas better suited to receive them.
Thus, changes, even dramatic ones, may not be a poor result given that the current
dlocations do not target the digible population perfectly.

Among the aternatives congdered in this report, we have seen that severd of the
discretionary formulas currently in use by four states would have the impact, if gpplied
across dl dtates, of targeting greater proportions of funds to those local areas with greater
populations and LWIAs that are primarily in cities, while areas with smaller populations,
and thosein rurd or suburban areas, would experience losses. The formulas aso tended
to shift funds away from areas of low poverty toward areas with moderate, but not very
high, poverty levels. Thus, these formulas may be well suited to targeting funds toward
aress that have rdatively greater numbers of “universal” customers, because the funds are
targeted toward areas with greater populations. Further, these formulas tend to target
fundsto areasthat have, in PY 2001, served greater numbers of customers per WIA
dollar. Additiond funds targeted toward these areas thus would be one way of directing
resources to areas in which thereis a clear demand.

In contragt, an dternative formula developed by one state for their youth program,
is especidly well suited to targeting areas with high proportions of youth poverty,
because it utilizes poverty above the state average as the discretionary factor, and
therefore all ocates 30% of the sate’' s available funds based on thisfactor. Given that the
vagt mgjority of youth must be disadvantaged in order to be digible for WIA, thisisan
epecidly gopeding result. Horida s formula, which relies on unemployment in excess
of 1.25% aso has the effect of targeting greater proportions of funds toward those loca
areas with the highest rates of poverty.

As part of this sudy, we examined the impact of implementing formulas thet have
been proposad as part of WIA reauthorization. These formulas would significantly
overhaul the current allocation formulas by merging the adult and didocated worker
funding streams together with Wagner-Peyser funds, and by removing two of the three
factors currently in place for alocating youth funds.

The generd result of implementing the proposed formula for adults, at leest at the
substate level, would be that a Sizable percentage of loca areas would experience
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Executive Summary

sgnificant shiftsin dlocations, and areas with larger populations would tend to benefit,
while areas with smdler populations would experience losses. Further, LWIAsthat are
primarily in cities would experience increases, while those in suburbs and rurd aress
would experience losses. Findly, the proposed formulawould have the somewhat
surprising effect of targeting more funds to areas with lower poverty rates, and directing a
lower proportion of funds to those areas with higher rates of poverty.

An dterndive to this proposed formulais to use this formulato alocate 85% of
adult funds, and use a discretionary factor to dlocate the remaining 15%. Thisis
consstent with the proposed legidation, and makes somewhat of a difference in the
actud dlocations obtained. For example, when using unemployment in ASUsasa
discretionary factor, rdaively fewer areas experience dramatic changes in thar
dlocations. Further, LWIAswith different population Szes are somewhat less
differentidly impacted and, athough those in cities do tend to benefit under thisformula,
those in rura and suburban areas do not experience dramatic reductions. Further, this
formula targets areas in the middle two quartiles in terms of their poverty rates, while
directing funds away from areas that have extremely high or low poverty rates. A second
dternative, usng unemployment above the Sate average, creates somewhat greater
fluctuation from the current alocations, and directs funds toward areas of high population
and those with high rates of poverty, but away from areas that have served higher
numbers of customers per dollar.

Because two of the three current factors are replaced, the proposed youth formula
creates subgtantia shiftsin alocations, with nearly one-third of al LWIAS experiencing
shifts of more than 50%. Areaswith greater populations, and those in cities and suburbs,
tend to benefit the most, while smdler areas and rurd areas experience substantia
reductionsin their dlocations. Interegtingly, the formulawould tend to shift funds away
from areas that have high poverty rates. This does not mean it shifts funds away from
areas with the greatest numbers of youth in poverty, but that areas that have high rates of
poverty do not fare well under thisformula. Thisresult is reversed when poverty above
the state average is used as the discretionary factor on which 20% of the dlocation is
based. Doing so targets more funds to areas with the highest poverty rates.

We a so examined severa waysin which the formulas could be used to reduce
fluctuation in locd areaes’ dlocations, and the results suggest that there are severd
plausble waysto do so. Hold-harmless provisons are quite effective in limiting the
losses areas will experience from year-to-year, but they have the potentid downside of
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atificialy reducing some areas dlocations smply because others' dlocations are lower
than their previous levels.

A second means by which one could reduce fluctuation is to €liminate the threshold
messures currently in place, and replace them with the conceptualy smilar measure of
the absolute number of unemployed individuds. Because the threshold causes ingtability
due to areas just mesting or just faling below the threshold level, smply replacing these
measures with an aosolute measure significantly reduces the fluctuation in yearly
alocations experienced by locd areas. Similarly, by extending the reference period (i.e,
taking the average of two or more years of the total number of unemployed, rather than a
sngle year measure), one can dso subgtantidly reduce fluctuation.

Additiondly, we examined the extent to which incorporating carry-in fundsto a
subsequent year’ s dlocation pool would help to minimize fluctuations. Although this did
serve to minimize the theoretica “gains’ experienced by areas that had carry-in funds,
and redigtribute those funds to areas that did not have trouble spending their funds, there
was substantial concern about this, because areas often have obligated these funds even
though they have not been spent by the end of the program year. We therefore
recommend using greet caution, and providing substantia notice of any intent to use
carry-in fundsin thisway.

Findly, we offer savera specific recommendations for DOL’s consderation as
they contemplate modifying the formulas used to alocate funds to substate areas under
WIA. Among these recommendetions are to:

Include factors that measure raw counts of individuas.
Include measures that target the digible population, specificaly:

- For the adult program, ameasure of the number of individuasin
the labor force, and measures of underemployment.

- For the youth program, ameasure of the number of youth with

any of the barriersthat are required for digibility for WIA

SEIViCeS.
Include measures of growth indugtries or in-demand jobs as an dlocation
factor.

Eliminate the use of threshold measuresin the substate dlocation
formulas.

To promote organizationa and administrative stability, continue use of
hold harmless provisons.
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Exercise great caution if including carry-in funds as afactor in
subsequent allocations.

If the adult and didocated worker streams of funding are to be merged,
enable states to retain a higher proportion of funds to be distributed based

on didocations as they occur.

Support efforts to develop new data sources that would provide data to be
used for subgtate allocations more quickly.
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[ INTRODUCTION

Thisisthefind report of atwo-year study of the formulas that states use to dlocate
fundsto loca workforce investment areas under the Workforce Investment Act (WIA)
Title | adult, didocated worker, and youth programs. The alocation formulas used under
WIA, and, beforeit, under the Job Training Partnership Act (JTPA), have been the
subject of much discussion and scrutiny over the last severa decades, largely because
and| dterations in the formula can produce rdatively large shiftsin the dlocation of
funds, and because the amount of funds at stake isvery large. For example, in PY 2002
aone, nearly $3.3 billion was given to states to operate these three programs under WIA,
with the largest dlocation (more than $1.2 billion) made to the did ocated worker
program, an additiona $1.1 billion alocated for WIA youth programs, and more than
$900 million alocated for WIA adult services.

A further reason for the heavy interest in the alocation of these fundsis that
changes in the economic conditions of local areas can produce shiftsin the level of need
for fundsin particular aress. 1dedly, the dlocation formulas would be able to capture
these shifts and thus target funds to the areas in greatest need. But over the course of
severa decades, questions have been raised about the adequacy of the formulasto reach
this god, and this sudy has examined the degree to which the current alocation
formulas, and severa potentid variants of them, are able to create reative sability in
loca areafunding (thereby enabling areas to offer consstent levels of services from year-
to-year) while aso shifting funds (based on economic characteristics) to better target
changesin the need for these funds.

Attempting to achieve these somewhat competing objectives can be a difficult
baancing act. On the one hand, DOL, initsrole of providing overdl policy guidance
and direction to the workforce development system, has aclear interest in ensuring that
funds are alocated across states and local areasin away that ensures that proportionally
more funds are made available to areas with demonsirably greater needs. Despite this
interest, however, it is not ways clear what congtitutes a need for areas who receive the
funding. For example, it is plausible to identify an areel sleve of need by identifying the
number of individuas within that area who are unemployed (at agiven time, or over a
given period of time, such asacdendar year). In such cases, it would seem quite logica
to dlocate greater proportions of the available funds to those designees with higher
numbers of unemployed individuas.
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|. Introduction

On the other hand, changes in the number of unemployed individuas from time to
time, or from period to period, could cause sgnificant fluctuations in the pecific amount
of funds dlocated to each loca areafrom one program year to the next. Clearly, any
subgtantid deviations in funding levels from one year to the next will be highly
contentious, as, if some areas stand to benefit by recaving greater levels of funding,
others will lose funding commensurately and can thereby be expected to argue
vociferoudy againgt any change. Further, areas would argue so vociferoudy because
some level of consstency is essentid to be able to provide a specific leve of services
across program years. Without such stability in funding, loca areas could not be certain
whether they will have the staff necessary, or other resources available to offer to
customers and, thus, there would be significant hestance to offer afull array of services
within any given program year. Indeed, these competing dynamics were one important
reason why the reform of the workforce development system brought about by WIA had
been delayed for so long, as the tension between attempting to target funds to areas with
greater needs, determining how one could best measure these “ needs,” and ensuring
enough consstency in funding levels from one year to the next to enable areas to provide
adable sat of servicesto their customers could best be resolved. Examining the impact
of the alocation formulas that emerged as aresult of these ddliberations, therefore,
represents an important undertaking that should provide critica additiona information on
how gtates are actually alocating their funds, the degree to which the formulas target
levels of need and cregte stability among funding levels, and whether other potentia
formulas might better meet one or both of these demands.

This report is divided into four chapters, each of which addresses discrete tasks
conducted as part of thisevauation. In the remainder of this chapter, we describe the
current alocation formulas under WIA and discuss the key issuesinvolved in each of
these formulas. Throughout the discussion of key issues, we synthesize the results of
previous efforts that have been made to study the dlocation formulas, first under JTPA
and then, for inter-state dlocations only, under WIA. Also, we discuss some of the
differences between inter- state formulas used to dlocate WIA funds, and substate
dlocation formulas, and provide an overview of some of the critical issuesin dlocating
funds within gates. Finally, we provide an overview of dterndtive formulas that have
been proposed in pending legidation. These formulas would Sgnificantly dter both
inter- and substate funding under WIA.
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Chapter 11 presents an overview of the findings from a state-level survey conducted
as part of thisproject. This survey was mailed to dl 50 states, plus Puerto Rico and
Washington, D.C., and focused on how gtates are currently alocating their WIA funds,
whether they fed the formulas accurately target the levels of need within their local
aress, and the extent to which they considered dternative formulas to better meet their
desire to target funds based on specific indicators of need for WIA dlocation.

In Chapter 111 we present the results from awide variety of smulations of different
funding dlocation drategies. We begin this chapter by smulating the current funding
mechanisms, using information gleaned from the state survey. Subsequent to this, we
present a series of dternative formula dlocations and examine how funding levels would
change as aresult of implementing these dternatives. For each dternative, we consder
the extent to which it would more accurately target the levels of need (defined in various
ways to capture arange of possible “needs’), the degree to which certain types of loca
areas receive greater or lesser shares of funding, and whether the dternative has a
ggnificant impact upon the year-to-year Sability of locd areas by dramaticdly adtering
thar funding levels.

Finaly, in Chapter IV, we provide a summary of the earlier chapters, and discuss
how proposed changes to the formulas would impact funding levels among locd aress.
Additionaly, we offer severd suggestions concerning how formulas could be established
to ensure greater targeting of needs within local areas, aswell as greater stability of
funding across program years.

CURRENT ALLOCATION FORMULAS

WIA specifiesthe formulas to be used in dlocating funds across states for each of
the Title | adult, didocated worker, and youth programs. In each program, three separate
factors are taken into congderation when alocating funds to the states, although the
gpecific three factors vary somewhat by program. For adults and youth, two-thirds of the
alocation formulas are identicd and are based upon unemployment factors using two
separae threshold leves, while the remaining third is based on the relative number of
disadvantaged adults, or youth, respectively. Funding to states for the didocated worker
program is currently alocated based equaly upon three factors, including the rdlative
number of unemployed individuds, the number of excess unemployed individuds, and
the number of long-term unemployed individuas within each date. A separate sudy was
funded by DOL to examine the state-leve dlocation formulas, and thusthisleve of
alocation is not part of the current study. The results from this separate study, aswell as
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|. Introduction

amore detailed description of the inter-state alocation formulas, are described where
relevant throughout chapter. In the remainder of this section, we discuss only the
subgtate formulas used to alocate adult, youth, and didocated funds to local workforce
aress, which isthe centrd focus of this study.

These within-gate dlocations, like the inter-state alocations, typicaly are made
according to aformula set out explicitly in WIA. With respect to the alocation of adult
funds, WIA stipulates that the Governor of a state may reserve an amount of not more
than 15% of the state’ s dlocation for statewide workforce investment activities. The
remainder of the adult fundsisto be alocated within each state according to the
following provisons

Use of the Standard Formula. WIA requires that the Governor use the
following formulafor dlocating funds across locd aress:

- One-third of the funds are to be dlocated on the basis of the
relative number of unemployed individuasin aress of substantid
unemployment, compared to the total number of unemployed
individuas in areas of subgtantiad unemployment (ASU).1

- One-third of the funds are to be dlocated on the basis of the
relative excess number of unemployed individuals, compared to
the totd excess number of unemployed individuas?2

- One-third of the funds are to be dlocated on the basis of the
relative number of disadvantaged adults, compared to the total
number of disadvantaged adults in the gtate.3

Use of Discretionary Allocation. In lieu of making the dlocation usng
the standard formula, the state may digtribute:

1 An areaof substantial unemployment (ASU) refersto any areathat is of sufficient size and scope
to sustain a program of workforce investment activities and that has an average rate of unemployment of at
least 6.5% for the most recent 12 months. Although entire local workforce areas, or even states, can be an
ASU, ASUs also can be smaller than LWIAs and, thus, are not restricted exclusively to the LWIA
boundaries.

2 The“ excess number” represents the higher of the number of unemployed individualsin excess of
4.5%, or the number in excess of 4.5% in areas of substantial unemployment.

3 For states with at least one local areathat is designated as arural concentrated employment
program grant recipient, the allotment is based on the higher of the number of adultsin families with an
income below the low-income level in such areas, or the nunber of disadvantaged adults. Disadvantaged
adults represent those who received an income, or is amember of afamily that received atotal family
income, that, in relation to family size, does not exceed the higher of the poverty line or 70% of the lower
living standard income level. To the extent practical, college students and members of the Armed Forces
are to be excluded from the determination of the number of disadvantaged adults.
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At least 70% of the funds using the sandard formula.

Up to 30% of the funds using an dternative formulathat relates to
the excess poverty or excess unemployment (above the state
average) in urban, rural, and suburban local areas, so long asthe
formulawas developed by the state Board and approved by DOL
as part of the state plan.

Hold-harmless Provisons. No loca area shdl receive an dlocation
percentage for afiscal year that is less than 90% of the average dlocation
it received for the two preceding fiscd years. Although this provison
takes effect only a the end of the second full fisca year after the date the
local areawas designated under WIA, DOL issued a policy ruling that
gave the Governors authority to use a hold-harmless during the first two
years of WIA operations#

Trandfer Provisons. Loca areas may transfer up to 20% of their funds
between the adult and dislocated worker programs, with the Governor’s
gpproval.

Although there are no transfer provisonsin the youth program, its dlocation
methodology is otherwise quite milar. For this program, Governors again may reserve
an amount of the state’ stotal youth alocation of not more than 15% for statewide
workforce investment activities. The remainder of the youth fundsisto be dlocated
within each state according to the following provisons:

Use of the Standard Formula. With the exception of the third subpart, the
standard alocation formulais the same as that used for alocating adult
funds. Thus, under the standard youth alocation formula

One-third of the funds are to be alocated on the basis of the
relative number of unemployed individuasin areas of substantial
unemployment, compared to the total number of unemployed
individuds in aress of subgtantid unemployment.

One-third of the funds are to be dlocated on the basis of the
relative excess number of unemployed individuas, compared to
the totd excess number of unemployed individuds.

One-third of the funds are to be dlocated on the basis of the
relative number of disadvantaged youth, compared to the total
number of disadvantaged youth in the Sate.

4 Fully 33 of the states invoked the hold-harmless provision in their first year of WIA
implementation, according to our state survey.
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Use of Discretionary Allocation. The discretionary dlocation formulais
aso quitesmilar. According to WIA, in lieu of making the alocation
using the standard formula, the state may distribute:

- Atleast 70% of the youth funds using the sandard formula.

- Upto 30% of the youth funds using an dternative formulathet
relates to the excess youth poverty or excess unemployment
(above the gtate average) in urban, rurd, and suburban loca aress,
50 long as the formula was developed by the state Board and
approved by DOL as part of the state plan.

Hold-harmless Provisons. Aswith the adult program, no locd area shall
receive an alocation percentage for afisca year that isless than 90% of
the average dlocation it received for the two preceding fiscd years.
Agan, while this provison takes effect only at the end of the second full
fiscal year after the date the local areawas designated under WIA,
Governors have authority to use a hold-harmless during the first two
yearsaswdl.>

Hndly, within-state dlocation in the didocated worker program dlows for far
greater flexibility than that dlowed under the adult or youth programs, largely because
didocations are less predictable in incidence than is the number of unemployed or
disadvantaged adults and youth within agiven sate or locd area. Although Governors
may only hold up to 25% of the funds to be used for statewide rapid response activities,
and an additiona 15% for other statewide activities, there are no required formulas
specified for governors to dlocate the remaining funds under the didocated worker
program. Rather, WIA specifies that within-state alocations shdl be made “ based on the
alocation formula prescribed by the Governor of the sate” This formula cannot be
modified more than once in any given program year, and is to be based on “the most
appropriate information available to the Governor...to address the state’ s worker
readjustment needs.”® Included among the information to be used are:

Unemployment data,
Unemployment concentrations,

Pant dosng and mass layoff data,
Declining indudtries data,

531 of the states invoked the hold-harmless provision for their youth allocations in the first year of
WIA implementation, according to the state survey conducted as part of this study.

6 WIA Section 133b(2)B(i).
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Farmer-rancher economic hardship data, and
Long-term unemployment deata
Other factors which may be added by the state.

Thus, the within-state formulas used under the didocated worker program can vary
subgtantialy more than those used to allocate adult or youth funds, because ates are
given nearly entire discretion in their dlocation decisons.

Comparison with Allocation Formulasunder JTPA

The gtipulations regarding the dlocation of adult and youth funds are quite Smilar
to those used under JTPA, with severd noteworthy exceptions. First, JTPA did not allow
adiscretionary formulato be used for dlocating any part of adult or youth funds across
sarvice ddivery areas within the sate. Thus, the standard dlocation formulawas used in
all cases. Second, state set-asides were somewhat greater under JTPA than WIA. Third,
through appropriation act riders and waiversin the last years of the program, JTPA
dlowed locasto trandfer certain funds among dl three of the adult, didocated worker,
and youth programs, while fund transfersinto and out of the youth program are not
alowed under WIA. Fourth, WIA, like JTPA, incorporates a hold-harmless provision to
minimize year-to-year fluctuations in funding levels, but, according to the terms of the
WIA legidation, this provison takes effect only after two full program years, dthough
under a Governor’s authority it can beinvoked earlier.” The delay in the hold-harmless
provison wasintended to facilitate the trangtion from smaler SDAsto larger LWIASs by
removing the potentia effects of funding legacies from decisions on how loca aress
should be formed under WIA. However, the dimination of the hold-harmless provision
after so many years of gpplication may have asmilar effect to a dam burdting, in that
wild swings could be evident in funding to loca areas within those sates who do not opt
to implement the provision early. However, even dates that did not substantialy change
their substate structure could face potentidly large changesin their local aress
adlocations unless the Governor invokes hold- harmless authority at the outset. Asnoted
above, approximately 70% of al states reported that they invoked the hold-harmless
authority evenin thefirg year of WIA implementation, presumably as ameansto limit
the considerable funding fluctuation that would have occurred in its absence.

7 For JTPA, the hold-harmless applied to 90% of the local area’ s allocation in the previous fiscal
year; under WIA, itis90% of thelocal area’ s average allocation in the previoustwo fiscal years. Thus, the
hold-harmless provision under WIA is more conservative and, thereby, ensures greater funding stability
than the provision under JTPA.
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Because of the smilarity of the stipulations regarding the dlocation of fundsto
locdl areas under both JTPA and WIA, many of the important and contentious issues that
emerged under JTPA remain important under WIA. Consgtent with the findings from an
assessment of the funding alocation under JTPA,8 these issues and concerns can be
generdly classfied into three broad categories: (1) financid and organizationd stability,
(2) inequitiesin targeting funds to meet the god's of the legidation that result from the
formula specification and design, and (3) data qudity and access. Additiondly, new
issues have arisen as aresut of the differences in formulas specification between WIA
and JTPA, including the use of discretionary formulas, questions about alocations for the
didocated worker program, and whether there is a uniform definition that one can use to
identify areas of greater need or demand. Each of these categories, and the various
questions they raise, are discussed below.

| SSUESIN THE USE OF THE ALLOCATION FORMULAS

Severd key issues of concern have been raised, first under JTPA and subsequently
under WIA, concerning the use of these specific formulas to alocate funds, both from the
federal government to the states and, in turn, from the Satesto their loca aress.

Financial and Organizational Stability

Among the most prominent issues raised by the adlocation formulasisther ability
to hold relatively stable the allocation amounts from one program year to thenext.® This
isof clear concern to locd aress because shiftsin funding levels may well impact their
ability to provide auniform and consstent level of services. Such ingability in the
number, types, or consistency of services that is based upon datathat are at least ayear
old may wdl inhibit loca aress &bility to meet the current needs of their customers,
especidly as these needs, and the number of customers seeking services, can vary
subgtantially from one year to the next. Findly, reductionsin funding between program
yearsforce loca areas to make decisons about whether they will reduce staff,

8 “An Assessment of Funding Allocation under the Job Training Partnership Act,” (1986), Abt
Associates, Cambridge, MA.

9 Although exactly half the states initially reported that they expected the allocation formulas to
create significant changesto local funding (*Workforce System Information and Evaluation, Volume V1,”
Social Policy Research Associates, Nov. 2000. Thisreport was produced as part of a national Evaluation
of the Implementation of the Workforce Investment Act, begun in 1999), results from our survey indicate
that closer to 40% actually observed such changes under WIA. Many of those who did not see significant
changes, however, report that thiswas due to their early invocation of hold-harmless provisions. These
datawill be discussed in greater detail in Chapter I1.
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infrastructure investments, or servicesto their cussomers. Each of these choices, of
course, has consequences for how well the loca areawill be able to continueits
operations and effectively serve a broad range of customers.

The results from earlier investigations of the dlocation formulas suggest that these
concerns are quite vaid. For example, astudy of the JTPA alocation formulas found
that during the initid two program years of this Act, over 40% of the locd areas (then
caled Service Ddivery Areas, or SDAS) experienced at least aten percent changein
funding, and more than one in ten experienced changesin excess of 25%.10 Those who
experienced the most substantial changes were those whose initia alocations were
among the smallest, thereby heightening the effect since they have fewer options for
accommodating such changes. A more recent study of inter-State alocations
demondrated that over afive-year period (between PY 1993 and PY 1997), severd states
received dramaticaly different dlocations, with one in ten Sates receiving at least 30%
greater dlocationsin PY 97 than in PY 93, while asmilar one in ten experienced
alocation reductions of at least 30%.11

One mechanism for ensuring greater funding stability between program years has
been the invocation of the hold-harmless provison. This provision ensures that local
aress receive no less than 90% of some previous dlocation (the average of their previous
two years dlocation, under WIA, or their previous year’ s dlocation, under JTPA),
thereby injecting some lower limit on the amount aloca area can expect to receive for an
upcoming program year.12 As noted above, however, the hold-harmless provison was
only required after two years of WIA implementation. Thus, in theinitia two years,
locd areas were not guaranteed at least the 90% threshold, unless the state specificaly
chose to invoke their hold-harmless authority during those years. Although
approximately 70% of adl sates did so, a significant number of states did not, thereby
potentialy throwing their locd areasinto periods of uncertainty concerning their funding
gability. Further, even among the 70% of states who invoked the hold-harmless

10 “ An Assessment of Funding Allocation under the Job Training Partnership Act,” (1986).

11 «Analysis of the WIA Allotment Formulafor Distributing Funds to the States,” (2002), Westat,
Rockville, MD.

12 According to arecent study of inter-state allocations of WIA funds, the hold-harmless provisions
for adult program achieved the goal of preventing dramatic and rapid reductionsin funding to states.
According to this study, sharp dropsin funding were fully felt only after three to four years, due to the
hold-harmless provisions. 1bid, pg. 45.
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provision, it isfar from clear that 90% is the precise threshold that enables loca areasto
continue their operations smoothly from one year to the next. Findly, it is conceivable
that the admirable qudity of hold-harmlessto limit the funding losses of any particular
locd areamay aso have the negetive effect of limiting the amount of funds thet can be
targeted to areas that have greater need for the funds.13

In addition to concerns over dramétic reductions in funding from year-to-year, loca
areas might aso struggle were they to receive a substantid influx of additiona money in
agiven year. Although measuresto limit increases, or so-caled “stop-gain” provisons,
could be implemented, they are not currently included in the substate funding formulas
and, thus, there is no limit on the potentid increase a given local area can recaive from
one year to the next. In such cases, they would be forced to significantly increase their
saff, service capacity, and perhaps even their infrastructure in order both to expend their
resources and to meet the need that was implied from the increased funding level. Given
that such increases would need to occur quickly, in response to a suddenly larger budget,
rather than as aresult of asustained effort to gradudly increase staff and cepacity, there
would likely be complications and difficulties that arise from this Stuation. These funds
can, according to the legidation, be spent over atwo-year period, which could serve to
lessen the impact of any such rapid increasesin funding.14 Assuming they were to
recelve aSmilarly increased amount of fundsin the subsequent year, though, the need to
ramp up their operations and services may well be smilar despite this provison. Thus,
athough it seemsfairly clear that loca areas would be less distraught about drametic
increases in their yearly funding levels than about decreases, the potentia impact on their
overdl financid and organizationd ability may wdl be amilar. Asareault,
consderations surrounding the organizationa and financid dability of loca areas must
factor in the potentid ingtability of increases, aswell as of reductions, in year-to-year
funding.

In addition to relatively exogenous congraints on alocations, such as hold-
harmless or stop gain provisions, the results from earlier studies suggest that one could

13 In contrast to the adult and youth formulas, however, there is no hold-harmless provision for the
dislocated worker allocations, either at the inter- or substate levels, which likely contributes to the increased
volatility in funding under this program, as noted below.

14 This provision does require that the area obligate at least 80% of its fundsin theinitial program
year.
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introduce greater congstency in funding across program years by smply extending the
period for which data used in the formulas are caculated. For example, in astudy of
formuladlocation under JTPA, dlocations made to loca areas when using two-year
averages of unemployment reduced the amount of year-to-year fluctuation considerably
over sngle-year measures of unemployment.1> The theory underlying such dlocationsis
that dthough sngle-year indicators of need, such as unemployment, can fluctuate wildly
based on the specifics of local area economies, longer-term averages better reflect generd
trends within the areas and are thus more indicative of broader needs. Further, dlocating
funds based on a single year’ sworth of data can be subject to substantia increases for a
givenlocd areabeing dlocated for afuture program year based on a single anomalous
past year, while two-year or longer averages would lessen the likelihood of such
anomdies dramaticdly impacting future funding.

Onefind means of understanding the organizationa sability of locd areas, within
the context of this study, is by recognizing that some locd areas easly expend Al ther
fundsin agiven program year, while others under expend. As new program year funds
areintroduced, it is plausble to suggest that those areas with unexpended funds from the
prior year should not receive their full new dlocation, asit would thereby leave them
with greater overdl funds than their relaive share and, thus, may introduce the problems
with sudden increases described above. Perhaps, then, locd areas with unexpended funds
should have their new alocations reduced such that they are not asked to expend even
more resources in the new program year when they could not expend their lower amount
of fundsin the prior year. In the interests of ensuring or increasing organizationd and
financid stability, then, one way to do so may beto factor in al *carry-in” fundsto each
local areal s new dlocation and ensure that they are not alocated even greater amountsin
anew year asaresult of being unable to expend funds from the prior yesar.

InequitiesInherent in Formula Design

In addition to concerns about funding ability, the formulas adso raise important
guestions about whether the factors used in dlocating funds, as well asthe weight each
factor is given, adequately reflect the primary gods of WIA. For example, does the
heavy reliance on unemployment factors cause dlocations to be overweighted toward
areas with particular characteridtics, at the expense of smilarly needy areas whose
customers have different characteristics? By dlocating two-thirds of the standard

15« An Assessment of Funding Allocation under the Job Training Partnership Act,” (1986).
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formula usng unemployment factors, the alocation is thus heavily weighted toward

cyclical factors caused by short-term business downturns, perhaps at the expense of areas
with higher concentrations of economicaly disadvantaged individuas who may have
longer term needs for workforce development services. Although the adult program

under WIA has removed the explicit digibility requirement thet the individua be
economically disadvantaged, this requirement gill exists for the youth program.16 Thus,
for the youth program an dlocation formula using a two-thirds weight for unemployment
factors may be ingppropriatdy targeting areas with high concentrations of people who are
not even igible for the program or its funds.

In addition, both unemployment factors used in the adult and youth formulas are
threshold factors, meaning that aloca area must exceed the threshold to recelve any
alocation under that factor. For example, aloca area whose unemployment rateis no
more than 4.5% cannot receive any funding under the excess unemployed dlocation
factor. While this may make sense because the funds are targeted to areas with higher
concentrations of unemployment, the potentid for relatively perverse actud dlocations
can be demongtrated using an admittedly extreme example. Imagine a sate that has two
loca areas, each of which has exactly 1,000 people. In one of these loca aress, 45
people are unemployed, making the ared s unemployment rate exactly 4.5%. In the
second locd area, 46 people are unemployed, making the unemployment rate greeter than
4.5%. Because of the cut-off value used in the formula, the second locd areawould
receive the entire one-third of the fundsto be dlocated for this factor, while the first
receives nothing. Thus, adifference of asngle unemployed individud in otherwise
equa populations can sway the entire one-third of the dloceation, though it would be
extremdy difficult to argue that the second loca area has a need for the entire amount
while the firg local areahas no need at al.

A smilar argument could be made for the Areas of Subgtantid Unemployment
(ASU) unemployment factor. In this case, the discrepancy can be even gredter.
Although an entire locd area, or even Sate, can quaify asan ASU and, thus dl
unemployed persons above an average of 6.5% can count toward this factor, ASUs also
can be defined by boundaries smaller than those of locad workforce areas. Because an

16 Technically, the requirement is that youth be low-income, rather than economically
disadvantaged. Although we will discuss this difference in some detail below, for the purposes of this
section we treat these as interchangeable.
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entireloca area need not qualify as an ASU to receive some portion of the funds
digributed under this factor, it is concelvable thet the entire alocation made under this
factor could be made based upon asmal subsection of asinglelocal areathat can be
drawn to show an unemployment rate of at least 6.5% (assuming no other are in the ate
had such an area).

In each of these cases, then, acritical concern arises because of the dl-or-nothing
aspect of the threshold, which could cause areas that are actudly quite smilar in their
unemployment rates to receive dramaticdly different allocations depending on whether
they fell above or below the threshold. In addition, the actud values used for these
thresholds were initidly established in the early 1980s, when unemployment hovered
near double digits. Although it has increased in recent years, such that it now hovers near
6% overdl, for many yearsin the late 1990s the rate was closer to 4.5%. Thismay imply
that those areas exceeding the threshold values are far needier than those areas that do
not, given the lower overal unemployment rates, but it also may suggest that many areas
who have relatively high unemployment rates currently will receive very little funding
because their rates are relatively low when compared to the standards of twenty years
prior.

An additiona concern about using athreshold for these factorsisthat locd areas
funding levels could vary dramaticaly from year-to-year based on very dight changesin
their unemployment rates, should the rates change from just below to just above the
threshold, or vice versa. Thus, in addition to overweighting those areas who just meet the
threshold at the expense of those who do not, asingle loca area could experience a
dramatic influx or outflow from one year to the next based on smilar criteria This could
have sgnificant impacts on the loca areas ability and consistency in service provision.

More broadly, the fact that the standard formula for adult alocations utilizes the
same factors that were employed under JTPA raises some concern, given that the digible
population has changed dramatically. Under JTPA, an individua hed to be
disadvantaged to be digible to receive services. WIA, however, places a strong emphas's
on sarving the universa customer. Thus, the formula s heavy reliance on unemployment
and disadvantaged populations may well place too much emphasis on areas that are
experiencing short-term business downturns or areas of high poverty rather than focusing
funds on areas in which there are somewnhat different needs for workforce devel opment
sarvices. Given the broad definition of serving the universal customer, perhaps, then,
adult funds should be targeted explicitly based on the number of individudsin the
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civilian labor force, snce any of these individuals would by definition be digible for
program sarvices. Although it is true that many who are employed may havelittle
current need for workforce services, adminigrative data from the most recent program
year suggest that, among adult registrants under WIA, 20% were employed at the time of
regigration. Thus, targeting funds based heavily on unemployment would discount the
employed population, a szable number of whom may well be interested in receiving
workforce services.

One of the critical complaints about the formulas under JTPA was that they had the
effect of directing funds away from centra cities despite the fact that these areas tend to
house the largest concentrations of economicaly disadvantaged individuds. This
complaint was due to the heavy reliance on unemployment data, which istwice as
heavily weighted as data identifying disadvantaged individuds. Were the two factors
highly corrdated, the argument would have little merit. But the results of prior studies of
the dlocation formulas, first under JTPA and, more recently, under WIA, reveded that
the two factors are not highly correlated.1” Indeed, relying on Census data from 1980,
one study concluded that the two populations (the unemployed and the disadvantaged)
had very different geographical distributions. Specificaly, while more than one-third of
those who were economicaly disadvantaged lived in urban areas, only dightly more than
one-fourth of the unemployed lived in such areas. Further, only about one in sixteen of
those who were economically disadvantaged were unemployed; the vast mgority was
consdered out of the labor force entirdy. Smilarly, fewer than one in five unemployed
persons were also categorized as economicaly disadvantaged. Indeed, nearly three-
fourths of the unemployed population had family incomes (used to determine economic
disadvantage) in excess of 125% of the poverty level. Citing these statistics, the study
concluded that “the weight attached to the unemployment- based factors results
in...resources being ‘pulled’” away from areas with the highest concentrations of
economically disadvantaged resdents...,” and recommended that there be a decreased
emphasis in the formulas on the unemployed populaion.18 A more recent analyss of
inter-state dlocations smilarly concluded that unemployment and poverty measures were
poorly corrdated, suggesting that although changes in the measures were generdly in the

17« An Assessment of Funding Allocation Under the Job Training Partnership Act,” (1986);
“Anaysis of the WIA Allotment Formulafor Distributing Funds to the States,” (2002).

18« An Assessment of Funding Allocation under the Job Training Partnership Act,” (1986), pg. 5.
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same direction from year to year, changes in unemployment typicaly were much gregter
than changes in poverty.19 Given that the highest concentrations of economicaly
disadvantanged residents are in centra cities, relying so heavily on unemployment factors
thereby redirects funds away from centra cities and toward areas with higher
unemployment. Given that the formulas for adult and youth programs are very smilar
under WIA, smilar concerns likely exist about the ability of the alocation Srategiesto
target appropriate levels of fundsto inner cities.

Findly, sgnificant concern has been raised about the two-tiered distribution
process, in which funds are firgt alocated to the tates, then re-pooled and alocated to
local areas. The reason for this concern isthat the weight of each factor that was
primarily respongble for the overal date alocation is not identical to the weight used in
the substate dlocation. In other words, though a state may have received the vast
mgority of their funds due to a high number of disadvantaged individuds within the
date, once they receive these funds they must dlocate them to loca areas using the
gandard formula and, thus, would only dlocate one-third of ther avallable funds using
thisfactor. Indeed, earlier gudies have shown that nearly every state was forced into
some degree of redigtribution while dlocating funds to their loca areas20 The funding
pool based on the economically disadvantaged factor was the most adversaly impacted by
thistwo-tiered system. Specificdly, in 60% of the Sates, fundsthat wereinitidly
alocated to gates based on their relative share of economicaly disadvantaged individuas
were ultimately redirected in making substate allocations based on the two
unemployment factors. Because thisis atwo-step process, rather than adirect dlocation
to locd areas, the money that actudly is dlocated to locd areasis thus not in direct
proportion to these local areas share of the nationa pool of funds, despite the fact the
formulas are the same for inter- and substate dlocations. This creates some concern
because, even if the alocation factors were perfectly suited to target the level of need in
locd areas across the nation, some inequity would result because of the two-tiered
process mandating that factors are weighted equaly at each step. Indeed, an earlier study
of the JTPA dlocation formulas recommended iminating the two-tiered system in favor
of agngle dlocation from the federd government to loca aress, arguing that this would

19 «Analysis of the WIA Allotment Formulafor Distributing Funds to the States,” (2002).

20 |pid.
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promote “amore equitable ditribution. ..[and] would reduce the complexity and enhance
the intuitive goped” of the formulas21

Data Quality and Access

In order to alocate funds using the factors in the standard formulas, or dternative
factors, one must have reedily available data that can be used to generate each local
area s share of the overdl total. Thus, alocating funds to states requires data on each
date' s overdl number of unemployed individuas as well astheir tota labor force, the
number of disadvantaged adults and youth within each state, and the number of long-term
unemployed individualsin each Sate. While these data, or highly accurate estimates of
them, are readily available at the state level using the Current Population Survey, which
is conducted yearly, such data cannot be used to draw rdliable estimates for substate areas
such asloca workforce areas or ASUs. Thus, the data necessary for substate allocations
are not aswidely available and, in many cases, rey upon state- specific data collection.
Not dl states collect such data and, thus, must rely on whatever is available to them from
externd sources. Assuch, it is problematic when factors are used for which there are no
available deta at the subgtate leve.

One solution to this dilemmaiis to utilize Census data, which can easily be drawn
for even very smal aress, such asthe leve of Censustracts. These dataare very
complete, and include measures of poverty and unemployment, but there is Significant
concern about the within-decade shift away from the currency of the data. In other
words, while the Census data are extremely reliable and current for the year in which they
were collected, over the ten-year period between such data collection efforts, sgnificant
shifts occur in the population and economic characterigtics that these data measure, and
no such shifts can be captured until the next Census.

Although the Census data may not be idedl, given the subgtantia time lag that
occurs between collections, they are one of the few sources of data on economic
disadvantage and, thus, traditionally have been used for thisfactor in the dlocation
formulas. Thus, data on disadvantaged individuas to be used in the substate alocation
formulas for program year 2002 ill relied on Census data from 1990.22 The actud

21 |bid, pg. 6.

22 Although datafrom the 2000 Census were used to make allocations to states for PY 2003, itis
unclear that these data were used for substate allocations for this program year. Regardless, as currently
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numbers of disadvantaged individuas within agiven locd areaiislikely to be

dramaticaly different from the number tabulated in the 1990 Census, but reliable and
more up-to-date numbers Smply are unavailable at the substate level necessary for LWIA
dlocations. One possible solution to this problem isto utilize new Census Bureau
poverty measures that are caculated yearly,23 though there is dill an gpproximeately three-
year time lag before the data are ble. These measures are available at least a the
county level, such that they could largely approximate local areaboundaries. Indeed, a
recent study of the inter-state allocations under WIA recommended replacing the entire
adult and youth formulas with this poverty measure, because it: reduces the need for
caculating complex ASU measures; is more closdy related to the targeted population,
especidly for youth; and largely eiminates the effect of hold-harmless provisons.24

While this suggestion may more accurately target those in poverty, given that under WIA
services for adults are not exclusive to such individuas, this potentia solution may have
adverse effects on services to universal cusomers.

A further concern that emerges under WIA is that, because WIA dlows states to
target up to 30% of their alocation based on other indicators they believe are important,
dates may have great interest in utilizing additiond factorsin their dlocation decisons,
but the data necessary to make such decisons may be unavailable at the substate level.
Thus, it istheoreticaly possblethat if the data were available, states could precisely
target their funds based on the exact relative need within each locd area. The data
necessary to do so, of course, may not exigt, thus forcing states to rely on what datathey
do have avallable. And given that different sates may well have different types of data
available for substate allocation, some states would be less able to target funds based on
important indicators of need because they smply do not have the necessary datato do so.

Alternativesto the Standard Formulas

Asdiscussed above, WIA enables states to base up to 30% of their adult and youth
WIA dlocation based on an dternative formula. Although nearly twenty percent of all

arranged, these data from 2000 will remain as the operative measure of the number of individualsliving in
poverty until datafrom the 2010 Census become available.

23 The Small Arealncome and Poverty Estimates (SAIPE) Project, which began devel oping county-
level poverty statisticsin the mid-1990s.

24 « Analysis of the WIA Allotment Formulafor Distributing Funds to the States,” (2002). It should
be noted that this elimination of the effect of the hold-harmless provision was shown only at the state level
and not at the substate level.
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sates initidly reported that they were congdering adopting a discretionary formula,2>
according to the results from our survey only four actualy did so. Each of these four
dates utilized the discretionary formulafor fully 30% of ther funding dlocations. This
raises severa questions about the extent to which these states were better able to target
their funds to meet their local areas’ levels of need. Further, these States were forced to
obtain the data hecessary for measuring the factors included in their discretionary
formulas. Such datamay not be available to dl states and, if so, they could not be used in
alocation formulas regardless of whether these other Sates agree that they more
accurately target funds. Related to this, some states may well have considered adopting a
discretionary formula but decided againgt it smply because they lacked access to the data

necessary to implement it.

Clearly, dlocation decisions in those sates that have adopted a discretionary
formulawill differ from those states that use only the standard formula. Further, their
alocation will differ from what it would have been had these states themselves used only
the gandard formula. Thus, a criticd question isjust how the dlocations differ in states
that have adopted discretionary formulas from the leves that would have occurred using
the standard formula. If these discretionary formulas help statesto target their loca
aress leves of need, then questions can be raised as to whether dl states should adopt
such formulas, or whether states should be alowed to alocate more than 30% of their
funds using the discretionary formulas. In so doing, perhaps, states would thus be better
able to target the needs of their workforce.

An additiond issue is the experience of single workforce-area states. These States
need not dlocate fundsto local areas and, thus, can distribute funds with far more
flexibility than can states with multiple workforce areas. Such flexibility may well help
them target the needs of their workforce extremely well, enabling them to rapidly
distribute money to the subareas shown to be most needy. Understanding how these
gtates digtribute funds, and perhaps learning from their experiences in deciding how to do
50, could be extremdy useful for thinking broadly about how al states might better be
able to target fundsto their loca aress.

Findly, dthough hold-harmless provisons were included in WIA, asthey werein
JTPA, some key changes were made to these provisons. These changes, discussed

25 “Workforce System Information and Evaluation, Volume V1,” Social Policy Research Associates,
Nov. 2000.
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above, were intended in part to enable states to restructure their loca areas and target
funds to them without redtrictions due to prior funding levels. Learning about the
experiences of gatesin invoking the hold-harmless provison or not will enable DOL to
better understand how such lgpses might be beneficid or harmful to loca areasin both
targeting the needs of customers and ensuring the financia stability of loca boards.

QuestionsConcerning Substate Dislocated Worker Allocations

Theflexibility inherent in the substate did ocated worker dlocation formularaises
even further questions, asthereis no sandard formula at dl for this funding stream. As
such, states have substantial freedom to sdlect from awide variety of possble factorson
which to base their funding decisons. This meansthat there may well be little
consstency across states in the way in which they dlocate funds for didocated workers.
This, of course, islargdy the point of introducing such flexibility, but it decreases the
federd government’s ability to target fundsin any logicad way toward loca areas. This
dilemmais exacerbated due to the two-tiered system of dlocating funds, because the two
tiers dlocate funds using very different criteria. For example, the federal government
alocates funds to states using the three factors identified above, each of which employs
some measure of the unemployed population. Thus, the total amount of states funding
for the didocated worker program is determined smply by their relative share on these
three unemployment factors. However, when states make their substate alocation
decisions, they are encouraged to do so usng amuch broader set of factors, including
plant closing data and mass layoff satistics, declining indusiries deta, and farmer-rancher
economic hardship data, as well as other factors the ate believes to be useful in targeting
funds. While these factors may well be highly related to the need for didocated worker
funds, they are not incorporated in any way into the dates overdl funding received from
the federal government and, thus, there is opportunity for funds to be redistributed away
from local areas that were primarily respongble for the Sate receiving the fundsin the
firg place. Thismay be of less concern for the didocated worker program than it isfor
the adult and youth programs because by their very nature didocations are difficult to
predict. Thus, athough the origina aloceation to the state was based on that State’' s share
of each of the formulafactors, due to the unpredictability of didocations, this alocation
may bear very little resemblance to the actua need for didocated worker funds within
any given locd area.

An additiona concern surrounding the didocated worker dlocation formulais that
the data to be used in making alocations may be unavailable or difficult to obtain.
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Unlike much of the data used in the adult and youth alocation standard formulas, which
can be obtained through the Census or the Loca Area Unemployment Statistics program,
data such as mass layoff statistics must be compiled by the State, or obtained from less
reedily available sources. As such, the manner in which these data are collected varies
from dtate to Sate and, thus, even if two states were using the same factors for alocating
their didocated worker funds, they would likely be alocating fundsin quite different

way's because of these differences.

Findly, recent studies of the inter-ate dlocation formulas observed that shiftsin
funding between states were particularly large for the didocated worker funding stream,
as compared to shifts that occurred in the adult and youth funding streems.26° According
to these studies, thiswas in part due to the fact that measures of excess unemployment
relied on statewide indices of excess unemployment, rather than smaler concentrations of
such employment (such as might be used for ASUs), or relative numbers of unemployed
individuas within astate. In other words, because the period included in the study was
one of sharply declining unemployment rates, substantiad numbers of states received no
funding under this factor because they had unemployment rates lower than the 4.5%
required for excess unemployment. Such dramatic shifts for didocated workers could
creste serious concerns about the ability of particular states whose unemployment rate as
awholeislessthan 4.5% to meet the needs of their didocated workers. Given that the
formulafor subgtate dlocation is discretionary, and thus need not rely on the specific
measure of excess unemployed employed in inter-ate dlocations, the voldtility in
ubstate allocationsisless clear. In Chapter 111, we examine this volatility compared to
the fluctuation observed in funding for the adult and youth programs, and offer
suggestions for the reasons behind the fluctuations that do exist.

One further concern about this volatility and dependence on unemployment figures
isthat arecent Generd Accounting Office (GAO) report suggested that changesin the
numbers of workers affected by mass layoffs from year to year was negatively related to
the actud state-leve didocated worker alocations for those years.2” Thisis sgnificant
because it implies that the factors used to allocate didocated worker funds to states may

26 “ Analysis of the WIA Allotment Formulafor Distributing Funds to the States,” (2002). “Issues
Related to Allocation Formulas for Y outh, Adults, and Dislocated Workers,” (2003), General Accounting
Office Report # GA0O-03-636.

27 “|ssues Related to Allocation Formulas for Y outh, Adults, and Dislocated Workers,” (2003).
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be inversdly related to the mechanisms by which states then alocate funds to loca aress,
as mass layoff data are not used in inter-state alocations, but often are akey component
for subgtate alocations. As such, there are sgnificant concerns about how equitable are
the local area dlocations for didocated worker funds.

Defining Need

Throughout the preceding sections, we have referred to states’ ability to target the
level of need within each locd area. Y et, developing a single standard definition of the
need within agiven loca areaseems difficult a the least, and perhaps impossible given
the variety of objectives or godsof WIA. Onecriticd task of this project was to identify
arange of potentid definitions of need, and model how various dlocation formulasfare
in targeting funds to meet these needs. In this section, we identify severd of the various
definitions one might adopt for level of need, and discuss the strengths or weeknessesin
adopting each definition. In Chapter 111 of this report, we implement some of these
definitions of need, and compare how dternative formulas used for alocation were able
to target funds to meet each definition.

Perhaps the most obvious definition of need isthe number of individuadsin an area
who fit the digibility criteriafor the programs. However, unlike under JTPA, the criteria
edtablished for digibility are not easily modded quantitatively for each category of
funds. For example, dthough only disadvantaged adults were digible under JTPA, there
are no smilar low-income criteriafor adults under WIA. Rather, WIA places an
emphasis on serving the universal customer. Thus, it is unclear how one would define
the eigible adult population in need in any way that would be Sricter than smply
defining the number of adultsin alocd area. Another dternative that perhaps more
closdly targets the potentia demand for workforce services would be to utilize each locdl
ared srelative share of the adult labor force within agiven gate. Thiswould ensure that
dlocations are based not smply on the adult population in an area, but the portion of that
population who are actively in the labor force and, thus, who may wish to receive
workforce services. A third dternative, which reflects the fact that far more unemployed
customers seek services than those who are employed, would be to weigh the number of
unemployed individuds within an area more heavily, while dlowing some portion of the
funding to be based on the overal sze of the labor force. Thiswould have the effect of
giving greater weight in alocation decisions to those customers who are more likely to
utilize workforce and training services, while gtill recognizing that some employed
individuas do seek out such services. We examine the use of each of these potentia
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indicators of need—the sze of the overdl population within loca aress, aswdl asthe
sze of the adult labor force, and a weighted baance between the size of the unemployed
population and the size of the labor force—in dternative specifications for WIA subgtate
dlocation in Chapter 111, and detail how their use would ater current funding levels.

Allocations for the youth program under WIA, in contrast, can be targeted
somewhat more specificdly to the digible population than they can under the adult
program. Thisis because the low-income digihility criteriafor youth participation in
WIA remains largdly intact; thus, one could Smply cdculate the number of youth who fit
this definition within each local area and assign appropriate weights to each area based on
their proportion of the overdl state total, which we do in Chapter 111.28 Even for the
youth program, in which one can more clearly mode the number of youth in an areawho
would be digible for the program, it is not certain that this accurately defines the leve of
need for a particular area. For example, the number of youth who actually access or wish
to access services in agiven loca areamay be only weakly corrdated with the Sze of the
eigible population. Thus, areasin which thereisardativey smal number of digible
youth may, in fact, have much greater demand for services than do areas that have greater
numbersof digible youth. But if we were to establish “true’ levels of need amply based
upon the number of youth eigible for services, we would instead conclude that the larger
area has greater need. Thus, even in cases in which the smple number of digible
individuas can be caculated, this may not correspond well to dterndtive definitions of
need.

Rdated to this, it is conceivable that in some loca areas, more money may be
available than is required to serve those who wish to receive services. In such
circumstances, much of the money may go unspent in some local areas, while others may
use dl their funds and till have individuas waiting for services. Although there are
specific regulations surrounding recapture, it is unlikely that any such redigtribution
would occur quickly enough in any particular year to impact those waiting for services.
Should certain areas conggtently evidence their ability to expend their funds by providing
services, while others do nat, it could be argued that those aress utilizing their full

28 This cal culation would still not perfectly fit the eligible population, as youth must both be low-
income and have one of several potential barriers to employment, including being: a school dropout;
deficient in basic literacy skills, homeless, runaway, or in foster care; pregnant or a parent; an offender; or
requiring help completing an educational program or securing and holding ajob. Nevertheless, youth who
livein poverty could be deemed a reasonable approximation of the eligible youth population.
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alocation have greater needs than those with resources remaining. And thisfact could be
entirely independent of the number of digible individuas across the loca area, generdly.
Such a definition would suggest that the areas that have the greatest needs are those
which consigtently expend their funds, as compared to those who routingly have funds
remaining at the end of aprogram year. If thiswere to be the case, then subsequent
alocation decisons may wdl factor in an aredl s unexpended funds into the overal tota

to be dlocated, or asmply reduce agiven loca area’ s recommended alocation amount by
the amount left unexpended at the conclusion of the prior program year. We explore such
options in Chapter 111, examining how these decisions would impact funding compared to
current dlocation formula results.

It should be noted that the current evauation takes no a priori stance on which of
these definitions of need, among other possible definitions, is the correct one to adopt.
Indeed, the purpose of this report isto present DOL with potential dternative formulas
and to define how such dternatives would ater the overdl digtribution of funds. Thus; it
should be clear that we do not presume that excess funds for agiven locd areaareasgn
that there isless need within that area. Nor do we presume the opposite: that shortage of
fundsin a particular areaindicates greater need. Rather, we propose these as potential
dterndives to the current formulas, which govern at least 70% of dl within-state
dlocations, and, in Chapter 111, we will explore how utilizing such gpproaches would
dter the distribution alocations to locd aress.

An important consderation above isthat WIA requires only that 70% of within-
date alocations be made according to the funding formulas. This provides states with
some amount of flexibility in their alocation strategies, which as noted above represents
anew development under WIA. Although avery few states (4) indicated they hed
actudly adopted an dternative formularto digtribute funds, according to the results of our
survey, the dternative factors used by these states suggest further plausible options for
defining need. These additiond factors, such as unemployment above the Sate average,
or excess poverty, which have been incorporated into the funding formulas of these four
dtates, are intended to more accurately target funds to those locadl areas most in need. In
Chapter 111, we explore how these additiond factors have dtered the funding levels
within these gtates (i.e., how the funding differs from what it would have been under the
gtandard formulas only) and aso examine how funding would be dtered if dl states
adopted these potentid aternatives for their own use in dlocating fundsto their loca
aress.
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PROPOSED NEW FORMULAS

Partidly in response to the issues cited above, new legidation has been introduced
in Congressthat, in addition to reauthorizing WIA, overhauls the dlocation formulas and
greamlines two of the three funding streams discussed in thisreport. Known asthe
Workforce Reinvestment and Adult Education Act of 2003,2° this bill would integrate
funds under the adult and didocated worker funding stream, as well as funds directed to
dtates through the Wagner- Peyser Act, and significantly ater the factorsusedin
alocating funds both to and within states. Because this proposd and the formulaslaid
out in it represent in part a response to the concerns identified above, and because this bill
represents a very possible and comprehensive modification to formula alocation under
WIA, we describe below the newly proposed formulas.

Adult and Dislocated Wor ker Formulas

Perhgps the most significant change to the formula dlocation in this bill is that the
adult and didocated worker funding streams, as well as Wagner-Peyser funds, would be
consolidated into asingle funding source. Given this consolidation, there no longer
would be separate dlocation formulas for adults and didocated workers. Rather, what
had been three pots of money would now be merged into asingle stream and funding to
gates and to loca areas would thus be based on this sngle stream of funds.

In addition to the consolidation of these three programs, there are significant
changes to the alocation process, aswell. Firg, the Secretary of Labor would be able to
reserve 10% of the overdl funds available, mostly to be used for national emergency
grants (this figure used to be 20% of the overall didocated worker funds). Oncethis
amount has been set aside, the remainder isto be alocated to states using the standard
formula described below, which differs markedly from the formulas used currently.

Once dlocations for the adult (and didocated worker and Wagner- Peyser) program have
been made to sates using the stlandard formula (shown below), substate alocations
would then be made. Firg, of the total amount allocated to each State, the Governor can
reserve up to 50% of this amount for Rapid Response and other Statewide activities, at
least fifty percent of which must be used to support the provison of core services. The
remainder of the fundsisto be alocated in the following manner:

Use of the Standard Formula. 85% of the amount to be alocated (the
date total minus the 50% reserved for Rapid Response and other

29HR. 1261
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gsatewide activities) isto be alocated using this sandard formula. The
factors on which thisformulais based are:

- 60% basad on the rdative number of unemployed individuas
within each loca area, compared to the total number of
unemployed individuds in the gate.30

- 25% based on the relative number of excess unemployed
individuas within each locd area, compared to the tota number
of excess unemployed individudsin the Sate.31

- 15% based on the relative number of disadvantaged adults within
each local area, compared to the total number of disadvantaged
adultsin the state.32

Use of Discretionary Allocation. 15% of substate alocations would be
made using a discretionary formula of the state' s own choosing.33

Hold- harmless/Stop-gain Provisions. No locad area shdll receive an
alocation percentage for afiscal year that isless than 90% or greater than
130% of its dlocation in the prior fiscd year.

If enacted, this formula would make severd sgnificant changesto the dlocation
mechanisms used by states. Firg, the overdl total to be distributed to local areas would
be reduced by as much as 50%, due to the alowance of state set-asides for rapid response
and other satewide activities. Thisisnot unlike set-asides under the current did ocated
worker program, but under the proposed formulait would gpply both to adult and
didocated worker funds, as well as Wagner-Peyser funds, snce they would be merged
into asingle stream. The effect of thisis somewhat unclear, in part because currently
Wagner-Peyser does not have smilar regtrictions on the amount of funds states can st
asde, given that it is a statewide program and, thus, need not dlocate funds to substate
areas.

Second, the formula diminates the use of ASUs which, as noted above, have long
been a source of confusion and concern.  Eliminating this factor removes one of the two

30 This factor does not rely on athreshold and, thus, is calculated simply by taking the overall
number of unemployed individuals within alocal area.

31 Calculated similar to the current factor using excess unemployment.

32 Djsadvantaged adults would be cal cul ated in the same manner as they arein the current allocation
formula.

33 Thisformulaisto be devel oped in consultation with the State and local boards, and is to be
objective and geographically equitable and include appropriate demographic and economic factors.
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“threshold” factors, thereby making it lesslikely that there will be dramatic swingsin
funding from year to year. Additiondly, this formula adds an entirdly new factor, the
relative number of unemployed individuds, which is not coincidentaly one of the two
factors used to dlocate funds to states under the Wagner-Peyser Act. 1n addition to being
aprimary basisfor current Wagner-Peyser alocations, this factor was described above as
a possible mechanism by which WIA funds could be more accurately targeted toward
areas with the highest need. By focusing on the raw number of unemployed individuas
(rather than exclusively through the use of certain thresholds) those areas with greater
numbers of unemployed persons would receive a higher proportion of the available

funds. Further, thisfactor isto be given sixty percent of the weight of the formula which
makes clear that this formula gtill places a premium on those who are actively looking for
work.

The remaining two proposed factors are holdovers from the current WIA adult
formula, though both receive less weight in this formula than currently. The continued
incluson of the excess unemployed factor maintains a least one threshold factor within
the formula, though its 25% weight means that the influence of such thresholds would be
dightly reduced (from their current one-third weight) and, perhaps, so too will bethe
subgtantid swings in funding from year to year. Similarly, the use of the economic
disadvantage factor is ahold over from the current formula, but the weight assigned to
this factor would be reduced by more than one hdf from one-third to only fifteen percent.

In contragt to the smilarities between this formula and the current WIA adult
formula, there are fewer smilarities with the current WIA didocated worker formula As
noted above, the current didocated worker formula dlows for greet state flexibility in
dlocating fundsto loca areas, and includes unemployment and unemployment
concentration data, which are included in this proposed formula. But in addition to these
two factors, severa others can currently be included, such as plant closing and mass
layoff data, declining industries data, farmer-rancher economic hardship data, and long-
term unemployment data; none of these isincorporated into the proposed formula. Thus,
alocations made under the current WIA didocated worker formulas (as defined by the
dates) are quite likely to vary subgtantialy from any alocations that might be made
under this proposed formula.

Y et another difference between the current and the proposed formulais that, while
up to 30% of WIA adult funds currently are allowed to be distributed based on a
discretionary formula, any such formula was not mandatory (states could, and most did,
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use only the standard formula). Further, the current discretionary formulais limited to
including only factors that relate to excess poverty or excess unemployment. The
proposed formularequires that 15% (compared to 30% currently) of the overall amount
be alocated using a discretionary formula developed by the state, and no specific limits
are placed on the factors to be used in thisformula. Thus, depending on what factors
states adopt under the proposed discretionary formula, dramatic shiftsin dlocations
between the current and the proposed formulas may well occur.

Even assuming states smply adopt the standard formula, or something closetoit,
asther discretionary formula, there till are sgnificant differences between the proposed
and the current formula. As aresult of the changes in the factors used, aswell asthe
sgnificant changes in the weights assigned to the various factors, adoption of the
proposed formulafor adult, disdocated worker, and Wagner- Peyser funds would likely
lead to substantia shiftsin dlocations from what loca aress currently receive. As part of
Chapter 111, we will examine this possibility quantitatively by modding the effects of the
proposed formula and comparing it to current alocation results.

Youth Formula

The proposed formulato alocate youth fundsto locd areasis also somewhat
different than the current youth formula, and aso differs in one specific factor from the
formulafor adults, as wdl asin the weights that are assigned to each of the respective
factors. For the youth program, firgt, funds are dlocated to states using the standard
formulaidentified below. Once these funds have been digtributed to states, Governors can
set aside up to 10% of thistotd for Satewide activities (down from 15% currently). The
remainder isto be dlocated to loca areas usng the following approach:

Use of the Standard Formula. 80% of the amount to be alocated isto be
alocated using this sandard formula. The factors on which thisformula
is based are;

- One-third based on the rlaive number of youth (ages 16-19) in
the civilian labor force within each loca area, compared to the
tota number of youth (ages 16-19) in the civilian labor forcein
the state.34

34 This measure does not rely on athreshold but is, instead, a count of the number of individuals
within the civilian (i.e., non-military) labor force.
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- One-third based on the rdative number of unemployed individuds
within each loca area, compared to the total number of
unemployed individuds in the state.35

- One-third based on the relative number disadvantaged youth (ages
16 to 21) within each loca area, compared to the total number of
disadvantaged youth (ages 16 to 21) in the State.36

Use of Discretionary Allocation. 20% of substate alocations would be
made using a discretionary formula of the state’ s own choosing.3”

Hold- harmless/Stop-gain Provisions. Aswith the adult dlocation, no
local area shdl receive an dlocation percentage for afiscd year that is
less than 90% or grester than 130% of its alocation in the prior fiscal
year.

This proposed formula differs markedly from the formula currently being used to
dlocate youth funds under WIA. Although one of the factors—the number of
disadvantaged youth—remains the same, including its weight in the formula, the other two
factors are entirely new and would replace the current unemployment threshold variables
described at length above. Indeed, no longer would unemployment thresholds play any
role in the dlocation of youth funds.

Instead, the two new factors seem to address some of the limitations of the current
formula, which have been described earlier in this chapter. Specificdly, the factor usng the
number of unemployed individuals was described above as a possble mechanism by which
WIA funds could be more accurately targeted toward areas with the highest need. By
focusing on the raw number of unemployed individuass (rather than exclusively through the
use of certain thresholds) those areas with greater numbers of unemployed persons would
receive a higher proportion of the available funds. The proposed formula does not limit this
factor only to the number of unemployed youth, however, meaning that alocations would
gtill be made based on afactor that was &t least in part unrdated to youth digibility for WIA
services.

35 Note that this factor, like the unemployment factor in the current youth formulais not based on
the number of unemployed youth but, rather, the numbert of unemployed individuals.

36 Disadvantaged youth would be calculated in the same manner asthey are in the current allocation
formula.

37 This formula, similar to the proposed discretionary formulafor adults, is to be devel oped using
appropriate demographic and economic factors.
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Thisis mitigated somewhat by the inclusion of the second new factor, the relative
number of youth (ages 16 to 19) in the civilian labor force. By limiting this factor to youth, it
should focus funds more specificadly to arewas with higher numbers of youth in need of, or
potentialy desirous of receiving services. Although the number in the civilian labor force
may help to measure some form of “need” within alocal areg, it, dong with factor
incorporating the number of unemployed individuals, does little to target funds based on the
digibility of youth for WIA services. Whether thisformulais better suited to targeting the
eligible youth populaion than is the current formula remains to be seen. Without question,
however, we should expect to see subgstantial variation between the alotments made under
the current formula and those made under the proposed formula. We will examine this
variation in Chapter I11.

Unlike the adult formula (in which 15% of the dlocation must be made using a
state-defined discretionary formul@), under the proposed youth formula 20% of the
subgtate alocation would be made using adiscretionary formula. Unlike the current
option for using a discretionary formula, however, this dternative formulawould be
mandatory and gates are not limited in the range of factorsthey could includein such a
formula

CONCLUSION

In this chapter we have provided an overview of the stlandard alocation formulas
currently used for substate allocations in the adult and youth programs under WIA, as
well asthe generd guideinesfor dlocating funds for the dis ocated worker program. In
30 doing, we described the differences between the inter- and substate allocation
formulas, aswell as how the formulas differ from those used under JTPA. Further, we
identified severd key issues of concern in using these formulas, which represent a
summeation of several earlier research efforts as well as concerns expressed by states and
local areas. These key issues form the context for the remaining chapters of this report.
In the next chapter, we describe the results from our state survey, including a description
of the number of states who have adopted discretionary formulas for the adult and youth
programs, and what these formulas include as factorsin dlocating funds. The results
presented in Chapter |1 provide anationa snapshot of the mechanisms by which Sates
are currently alocating funds to their loca areas for their adult, youth, and didocated
worker programs.
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