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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.

-7 Social Policy Research Associates



|. Introduction

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.

-9 Social Policy Research Associates



|. Introduction

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.

1-29 Social Policy Research Associates



This page intentionally left blank.

Insert blank page here when making double-sided copies



1. STATES CURRENT ALLOCATION FORMULAS

In the previous chapter, we described the generd formulas that states are to use for
dlocating funds under the WIA adult, youth, and didocated worker programs. In
addition, we described severd of the key issues that have arisen from the use of these
formulas, including concerns about whether these formulas accurately target funds to
locd areas most in need of them and whether they can adequately ensure that there is
aufficient gahility in funding from one year to the next. Although these concerns have
been voiced well before the passage of WIA, additiona concerns have emerged asa
result of changes made under WIA. Specificdly, the substate discretionary formulas that
are dlowed under WIA are of particular interest as such flexibility has never been a part
of workforce funding mechaniams. To this point, however, many of the issues and
concerns raised from these formulas have been largely anecdotal. There has not been a
forma and uniform effort to gauge dates perceptions of the formula and its successin
targeting funds to areas most in need of them. Nor has there been an effort to assess
whether dates are actudly exerciang their flexibility by utilizing discretionary formulas
in dlocating funds under the adult and youth programs.

In an effort to obtain these Sate perceptions and to identify exactly how states are
dlocating funds under WIA, as part of this project we conducted amail survey of Sates.
We sent this survey in thefal of 2002 to each state, as well asto the Didtrict of Colombia
and Puerto Rico. In this chapter, we describe the results from this survey effort, and
provide an overview of the current mechanisms by which states are dlocating funds to
their loca areas for the adult, youth, and didocated worker programs.

We received completed responses from 46 of the 52 possible respondents, for a
response rate of 88.5%.1 Of these respondents, eight (or 17% of the total) were single
workforce area states while the remaining 38 were multiple workforce area states. The
funding experiences of these single workforce area statesis quite different in that they are
not bound by the same alocation formulas because they do not have loca workforce
areas to which they must dlocate their funds. As aresult, we separate these eight states,
and will describe their experiences and views of the WIA alocation process later in this

1 Despite repeated mailings, reminders, and phone calls, we were unable to obtain completed
surveys from Alaska, Idaho, Indiana, Kentucky, Missouri, and Mississippi.
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chapter. In the next section, though, we describe the results from the remaining 38 Sates
that do allocate their WIA adult, youth, and didocated worker fundsto loca areas using
the standard and, in some cases, discretionary formulas. Because many of the questions
in the survey concerning adult and youth funding were identica, and many of the
regponses were highly smilar, we describe the results from these two separate streams of
funding in asngle section. Following this, we describe the results from questions
concerning didocated worker funding alocations.

ADULT AND YOUTH ALLOCATIONS?

The survey contained multiple questions concerning adult and youth alocations,
including questions about the use or consideration of aternatives to the sandard
formulas, aswell as respondents’ views concerning whether the standard formula
accurately targets funds based on loca areas’ needs or whether it ensures sability in
funding from year to year and, if not, why it does not do so. We aso asked states to
describe the percentage of each stream of funds they held back for Statewide activities,
and for what these statewide funds were then used. Additionally, we asked States about
the extent to which states implemented hold- harmless provisions, and whether they
believed such provison had their desired effect. Further, we asked about whether local
areas had any unexpended, or “carry-in” funds, and, if S0, to what sates attributed this
fact. Each of these topic areas will be discussed in turn below.

Discretionary Formulas

A primary concern with adult and youth funding under WIA is whether Sates have
adopted the use of discretionary formulas to supplement the required standard formulasin
an effort to more accurately target fundsto their loca aress. Interestingly, despite the
flexibility granted under WIA, very few states have opted to implement discretionary
formulas. Indeed, only four states, or 10.5% of the multiple area states, reported using a
discretionary formulafor their adult and youth substate allocations3 All four States
implementing such discretionary formulas did so for both their adult and youth funds, and
used this formularto alocate the maximum 30% of their funds. Thus, those States who

2 Because single workforce area states need not allocate funds to designated LWIAs, we did not ask
questions about the allocation processes of these states. Thus, the numbers reported throughout this section
arevalid only for the 38 multiple workforce area states from whom we received compl eted surveys, and
percentages are thus based on thistotal of 38.

3 These four states, each of which used a discretionary formulafor both their adult and youth
programs, were AL, AZ, FL, and |A.
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adopted discretionary formulas did so for the maximum percentage alowable under
WIA, suggesting that these states firmly believed that their discretionary formulawould
help them to target funds to their local aress.

In each case, the dlocation process is conceptually very similar to a process of
using only the standard formula. In other words, prior to making the alocations, the total
poal of fundsto be dlocated is split into separate pots, based on the percentage assigned
to each factor. Because only 70% of the funds are dlocated using the standard formula,
each of these three factors receives 23.3% of the overall pool of funds (cdculated by
multiplying the weight given to each factor under the standard formula, .333, by the
share of fundsto be dlocated using thisformula, or .7). The three factorsin the sandard
formula therefore comprise 70% of the overdl totd to be dlocated. The remaining 30%
of the funds are allocated on the basis of the discretionary factors, described in detall
below. In each case, however, a pre-assgned percentage of the fundsis to be dlocated
on the bass of a given factor, and each locd areareceives their relaive share for that
factor. Each of the individud shares is then summed to provide an overal totd dlocation
for each local area. Table 11-1 shows the weights assigned to each factor, using the
gandard formula and using the various discretionary formulas.

Tablell-1
Actual Weightsfor each Factor Using Standard and Discretionary Formulas
Standard Arizona Alabama Florida lowa
Formula Formula Formula Formula Formula
ASU Unemployment 333 233 233 233 233
Excess Unemployment 333 233 233 233 233
Disadvantaged 333 233 233 233 233
Unemployment Above 0.0 15 225 0.0 3*
State Avag.
Unemployment Above 0.0 0.0 0.0 3
1.25%
Excess Poverty 0.0 15 075 0.0 i
Total 10 1.0 1.0 1.0 1.0

* All 30% of this state’ s discretionary funds are allocated based on a single factor, which varies
depending on the stream of funding. For adult program funds, the 30% discretionary weight is
assigned to the unemployment factor. For youth funds, the 30% is assigned to the excess youth
poverty factor.
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As can be seen in Table 11-1, the factors the four states used in their discretionary
formulas were quite Smilar, in kegping with WIA'’ s redtriction that any discretionary
formula be based on excess unemployment or poverty. For example, two States
(Alabama and Arizona) divide the weight of their discretionary formulas between excess
unemployment and excess poverty (using the rdative number of youth and adults living
in poverty, respectively, for the two streams of funds). In Arizona, the split between
these two factors is even, such that 15% of the overall alocation is based on excess
unemployment, and 15% is based on excess poverty. In Alabama, excess poverty
receives three-fourths of the discretionary formulaweight (or 22.5% of the overal
alocation weight) while excess unemployment receives one-fourth (7.5%).

In both of these states, the term “excess’ means the local areal s share that is above
the state average, and each is a threshold measure that local areas either reach or do not.
Thus, to cdculate “excess’ unemployment for this discretionary formula, one firg must
caculate the gate’ s, and then each local ared s, overal unemployment rate. If the local
ared s unemployment rate is above the state' s rate, then the number of unemployed
individuds within the area that are in excess of the number necessary to meet the Sate's
unemployment rateis summed. Thisrepresentsthat local areal s share of the sate stota
number of excess unemployed, and thisweighted share is then used in determining the
amount they receive from the discretionary factor.

Similarly, the excess poverty factor is caculated by determining each locd aredl's
poverty rate — the number of individuas (adults or youth, depending on the funding stream)
living in poverty divided by the population If agiven loca ared srate exceeds that of the
date, then the number living in poverty above the Sate average is summed, and this sum
represents that loca ared s relative share for the excess poverty factor. Both of these
factors, then, are threshold measures, although their thresholds are not established, such as
the 6.5% for ASUs or the 4.5% excess unemployment figure fixed under WIA. Rather, the
threshold vaue is dependent on the overdl state average. Thus, local areas thet receive
shares under these two discretionary factors can be said to have unemployment or poverty
rates that exceed the state average. The result of including such factorsin the discretionary
formulais to more precisdy direct funds toward those loca areas whose unemployment, or
poverty, is greater than the average of the state overdl. Although thisis conceptudly
smilar to the andard formulas’ use of thresholds for ASUs and excess unemployment, the
critica differenceisthat for these discretionary factors, loca areas must exceed the actud
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state average, rather than some pre-established basdline, which may be remarkably high or
low, depending on the economic conditions within a given Sate.

A third sate, Horida, utilized a measure conceptudly smilar to the standard excess
unemployment factor, but set the threshold level a 1.25% unemployment rate (compared
to the 4.5% rate used in the sandard formula). In so doing, this Sate was clearly trying
to balance the targeting of funds to ensure that even loca areas with lower levels of
unemployment received some share of the funds.

Using this factor dlows some loca areas with relatively low unemployment rates
to gill receive a share of the funds alocated based on unemployment figures and, in
effect, acts somewnhat like using the smple number of unemployed individuas because it
is highly unlikely that any area would have alower rate of unemployment than this.
Should areas with unemployment rates lower than the 4.5% threshold for excess
unemployment but above the 1.25% used as a discretionary factor be large in Size, the
impact on overdl dlocation within the state could be quite dramatic. For example,
imaginethat asingle locd areaiin a given ate has hdf of the overal number of
individudsin that sate, but ardatively low unemployment rate, while remaining areas
are generdly much smdler but with higher unemployment rates. Using the standard
formula, the larger areais unlikely to receive much in funds based on unemployment
(though they may receive some share based on the number of disadvantaged individuals
intheir areq), because its unemployment exceeds neither 4.5% nor 6.5%, yet their actua
number of unemployed individuals may be greeter than the rest of the areas combined.
By incorporating afactor in the discretionary formulathat alocates funds using afarly
low unemployment rete as the cutoff, thislarge locd areawould likely receive a
subgtantia portion of funds, because their absolute number of unemployed individudsis
quite high, compared to the smdler areas dsawhere in the date. Asaresult, thisfactor is
conceptualy closer to using the number of unemployed individudsin thet it ensures that
larger areas with lower relative unemployment rates gill receive some share of funding.
Of course, there remains a threshold, though it is doubtful that any areas would observe
an unemployment rate below 1.25%.

The fourth state, lowa, uses two separate factorsin its discretionary formulas, but one factor
is given zero weight in the adult formula, while the other is given zero weight in the youth
formula. Specifically, for the adult formula, al of the discretionary 30% is alocated based upon
excess unemployment, or the number of unemployed individuds above the dtate average. Thisis
caculated smilar to the other states, described above. In contrast, for youth dloceation, this state
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dlocates the entire 30% of its discretionary funds using excess youth poverty. By using a different
factor for adult funds as compared to youth funds, this state is targeting funds differently for the
two streams. For adults, they are placing grester emphasis on the unemployed population than
would have been the case under the standard formula, because they are adding an additiona
unemploymert factor on which 30% of the funds are based (and, in so doing, they reduce the
percentage of funds being alocated on non-unemployment factors, by 10%, since only the number
of disadvantaged adults is a non-unemployment factor in their formula). Similarly, for youth, this
date is placing grester weight on youth who are disadvantaged, by placing a 30% weight on youth
poverty, in addition to the 23.3% weight assigned as a result of the standard formula. Thus, more
than half of al youth funds are targeted based explicitly on the number of low-income youth or

those living in poverty.

Despite these four Sates implementing discretionary formulas for the adult and youth
programs, it is perhaps surprising that so few states took advantage of the flexibility offered
to them under WIA.4 As noted in the previous chapter, however, despite the increased
flexibility and the possibility for more accurately targeting funds to loca aress, states may
well have sgnificant concerns about implementing such formulas, including concerns about
data avallability and quality, as well as disagreement over which factors should be utilized in
these dternative formulas. Many more states, in fact, reported that they consdered adopting
dternatives to the standard formula, but ultimately did not do so. In fact, more than 40%
(N=16) of al multiple workforce area states reported that they consdered adopting an
dternative formula to dlocate adult funds, yet only one-fourth of those contemplating such a
formula actudly implemented one, as noted above. For youth allocation, gpproximeately one-
third of dl multiple area states consdered adopting an dternative formula, but here, too, only
four sates ultimately did so. 1t would seem, then, that many more states gave some thought
to adopting an dternative, but most chose to rely on the standard formula to alocate funds.

The reasons cited for not adopting aternative formulas despite consdering them
focused heavily on three primary concerns, which are shown in Figurell-1. First, and
foremogt, states reported that the dternative formulas did not make a sgnificant enough
impact in the alotments assigned to loca areas, either because the factors chosen were not

4 None of the six states for whom we have no data reported that they were considering adopting
discretionary formulas during their initial start-up under WIA (“Workforce System Information and
Evaluation, Volume VI,” Social Policy Research Associates, Nov. 2000). Thus, we are confident that, even
though we do not have updated information from these states, only four states have adopted discretionary
formulas for the adult and youth programs under WIA.
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different enough from those included in the standard formula, or because the desire to
implement hold-harmless provisions (discussed below) prevented substantia change from
occurring even if it would have as areult of the discretionary formula. Thus, for many dates,
implementing a discretionary formuladid not have the desired effect of targeting funds
towards areas in greater need, though often this was because the importance of doing so was
goparently outweighed by the necessity of utilizing hold-harmless provisions.

Figure Il-1: Reasons for Not Adopting Alternative Formula
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A second, and likely related, reason why states considered but did not adopt
dternatives to the sandard dlocation formulas was that those involved in the consderation
could not agree on what factors should be used in the discretionary formula. In generd, this
inability to agree on the factors to be used reflected a concern that the factors discussed did
not substantially change the dlocation. Thus, smilar to the states that chose not to adopt a
discretionary formula because it did not produce meaningful dterationsin dlocation results,
severd other states Smply could not agree on which factors to use, in part because various
factors consdered led to little noticeable change in results.

The third reason cited for considering, but not adopting, an aternative formula
was that some states did not have access to the necessary data, or they had specific
concerns about the reliability or quality of the data they could obtain. Thiswas noted in
the previous chapter as a significant concern, and at least three states mentioned this
difficulty as aprimary reason why they did not adopt an dternative formulato alocate
funds for the adult and youth programs under WIA.
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Statewide Activities

Nearly al multiple workforce area states reported setting aside the maximum of
15% of total adult and youth funds for statewide activities. Indeed, fully 92% (N=35) of
the states reported they set aside the full 15% of adult and youth funds®> while the
remaining three states each set aside approximately 10% for statewide activities. Thisis
important for the substate allocations because this percentage of fundsis removed from
the overall state allocation before it is distributed to substate areas.

For the adult funding stream, these funds were used for ardatively wide variety of
purposes, including for: generd adminigration, incentive funds, technical assstance,
cgpacity building, incumbent worker programs, maintaining the digible training provider
(ETP) ligt, and maintaining/developing MIS. Thus, the statewide activities are used for
many different purposes. In generd, however, sates set aside the maximum alowable
under WIA, keeping 15% of their overdl sate totd for both the adult and youth
programs, and alocating the remaining 85% using the sandard and, in afew cases,
discretionary formulas.

Per ceptions of Allocation Formulas’ Suitability

Respondents' views on the suitability of the stlandard allocation formulas were quite
mixed. Although half of the respondents reported that the formulas either very accurately or
at least somewhat accurately target funds according to need, by definition this means that
haf the respondents did not fed the formulas were very accurate in targeting funds. Indeed,
sixteen respondents, or 42% of the multiple workforce area states, reported that the standard
adult dlocation formulais somewhat inaccurate in targeting funds to loca areas based on
their need for them. Fully 37% of respondents reported smilarly for the youth alocation
formula. An additional state or two reported that the formulas were very inaccuratein
mesting this objective. Thus, asubstantid percentage of states believe the dlocation formula
isnat particularly well-suited to targeting funds under the adult and youth programs to their
local areasthat are most in need.

5 These numbers were identical for both the adult and youth funding streams, so they are reported as
onein this section.
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Figure II-2: Which Factors Contribute to
Standard Adult Formula's Inaccuracy?
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Figure 11-2 displays, from among those who believed the formulawas at least
somewnhat inaccurate in targeting funds, the percentage of respondents who believed any of
the three formula factors contributes to the inaccuracy. Ascan be seenin thisfigure, in
generd, respondents believed that the two unemployment factors are the primary reasons
for this poor ability to target funds more accurately. Specificdly, fully three-fourths of
those respondents who thought the formulas were not particularly accurate believed that the
formula' s reliance on ASUs was a contributing factor to thisinaccuracy. Smilarly, 65% of
respondents believed the reliance on excess unemployment led to inabilities to accuratdy
target funds to areas most in need of them. To asomewhat lesser degree, 41% of
respondents believed the reliance on disadvantaged adults leads to the formula being
inaccurate in targeting funds based on local areaneeds. Interestingly, nearly fifty percent
of dl respondents noted that “other” reasons caused the adult formula s alocation to
inaccurately target fundsto local areas. The vast mgority of these responses were due to
the reliance on Census data for data on disadvantaged adults. Many complained that data
that are as much as 12 years old and hence are virtudly useless in targeting funds, and
severd voiced hope that new methods of computing such figures could be established. In
addition, two respondents noted that reliance on the three factors does not help in targeting
WIA'’s “universal customer,” and expressed the hope that a shift could be made toward
targeting the adult population, which is a better reflection of WIA’s target population.
Nearly identical proportions of respondents expressed concerns about these factors for the
youth dlocation, aswell.
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Given that we asked respondents to assess how well the dlocation formulas target loca
areas needs, we also asked them to describe what they meant by the term need.  Although this
guestion was an open-ended one, asking respondents to identify their definition of locd area
need, we coded responses into several categories and present thesein Table I1-2. Ascan be
seen in thistable, very few respondents asserted that the factors used in the current formula
were the best definition of need, though approximately haf the respondents reported that the
number of disadvantaged adults was one indicator of need. Interestingly, just as substantid a
percentage of respondents reported that the number of recipients eigible to receive WIA
services (29%) or the number of individuasin the labor force (17%) is akey indicator of need
within the adult program. Of course, amgor factor in the proposed formulais the number of
unemployed adults, and this was mentioned by approximately 20% of respondents as akey
indicator of locd areas need. Other potential indicators of need, raised by one or two
respondents each, were the number of WIA registrantsin agiven local area, the number of
adults overdl, the average income levd, the number of long-term unemployed, the number of
employersin an area, and the number of adults with basic skills levels at less than 9" grade.

Tablell-2
Factorsthat Define Local Areas “Need”
Adult Youth
Formula Formula

# of Disadvantaged 45% 55%
# of Eligible Recipients 29% 29%
#in Labor Force 17%
# of Unemployed 21% 8%
#of Adults'Y outh 8% 8%
# of WIA Regigrants 8% 3%
# of Employers 8%
Long-Term Unemployed 5% 3%
Average Income Leve 5%
Badc Skills Deficient 3% 5%
Dropouts 12%
Pregnant/Parenting Y outh 3%
Y outh in Crimina/Juvenile Justice Sysem 5%

Concerning youth program funds, an overwheming number of respondents
reported that the number of disadvantaged youth, or digible recipients, was akey
indicator of loca areas need for funds. Additionaly, 12% of respondents reported that
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the number of youth in an area who were high school dropoutsis akey indicator of need.
Eight percent of respondents identified the number of unemployed older youth asa
criticd indicator of need. Thisis somewhat Smilar to one of the new factorsin the
proposed formula, which focuses on the number of unemployed individualsin an ares,
though thisis not specific to unemployed youth. Additiondly, one or two respondents
each identified the number of WIA youth regigrantsin an area, the tota youth
population, and the number of:: pregnant or parenting youth; long-term unemployed
youth; youth in the crimina/juvenile justice sysem; and youth who are basic kills
deficient.

In generd, then, though there was not broad support for the current alocation
formulafactors as criticd indicators of loca areas needs, especidly the ASU measure,
there was some support for severa of the factors that have been proposed in the pending
WIA reauthorization legidation, suggesting perhaps that these proposed formulas might
better target funds to local areas more accurately based on the areas’ needs. In Chapter
111, we will examine how the proposed formulas would distribute funds differently then
the current formulas, but here it isimportant to note thet, at the least, the factors included
in the proposed formulas are seen by at least some states as more accurately targeting
local areas needs.

Finaly, we asked states to assess how important severd principles arein guiding
substate dlocation formulas. For both the adult and the youth program funds, we asked
dates to rate, on a scae from one to five, with one representing “least important” and 5
representing “mogt important,” their assessments of the importance of accuracy, equity,
and conggtency in the funding formulas. Results for this question are displayed in Figure
[1-3. Ascan be seenin thisfigure, among these, accuracy was cited as the most
important principle. Fully 86% of dl respondents asserted that accuracy in targeting
adult program funds to areas with the greatest need was very important (defined as“4” or
“5” out of 5). All but one of the remaining states reported this was at least somewhat
important (defined asa“3” out of 5). Under the youth program, the comparable figures
were 92% asserting this was very important, and again dl but one of the remainder
agreeing it was at least somewhat important. Thus, Sates foremost consderation in
assessing aformulato alocate funds under WIA isthat it be accurate in targeting areas
with greater levels of need for services.
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Figure 1I-3: Most Important Principles in
Guiding Adult Formula Allocation
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Ratings of the Importance of Principles

Although not nearly as uniformly, states aso are concerned that the dlocation formulas
promote consstency in funding levels for local areas from year to year. For example,
76% of states reported that such consistency was very important as a guiding principle
for the formulas used to dlocate fundsto loca areas for adult program services, and
83% of dtates agreed this was very important for youth program dlocations. Thus,
consstency is seen as a key component that should guide substate alocation formulas,
though this component is somewheat lessimportant that ensuring that funds are targeted
to where they are most needed. Thisisinteresting, however, in light of the fact that so
few dates opted to adopt an dternative formulato alocate up to 30% of their funds, as
WIA dlows. If satestruly believed that “need” was the most important principle in
adlocating funds, one would assume that greater numbers of states would have adopted
such aformula, especidly given the rdatively tepid support given to the factorsused in
the standard formula. Perhagps, then, states identify need as critical in alocating funds,
but ultimately believe that such need is gpproximated well enough by the standard
formulain light of the potentia ingtability caused by introducing new factors.

Still fewer states are heavily concerned that the alocation formulas promote equity
across LWIAs to ensure that they can offer consstent levels of services. Specificaly, 63%
of sates identified this as very important in adult program allocations (and 64% for youth
program dlocations). The remaining states were relatively evenly split, viewing this factor
as either somewhat or not very important in guiding substate dlocations.
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Fluctuationsin Funding Under Current Formulas

One of the primary concerns under the current formulas is that there is a high likelihood
that locd areas funding dlotments will fluctuate subgstantialy from one year to the next.
Responses to questions asked about funding fluctuation are displayed in Table 11-3. Interms
of the adult formula alocation, in only one case did our respondents report that there was no
fluctuation from year to year, and an additiona 47% indicated that any such fluctuation had
been within ten percent of the prior year’ sfunding. But haf of al respondents reported thét,
had a hold-harmless provision not been enacted, their locd areas funding would have
fluctuated between ten and twenty percent (36% of respondents) or even more than twenty
percent from one year to the next (14% of respondents). Thus, at least half the statesin our
sample reported loca areas would have had greater than 10% changes from one year to the
next in the adult program alotments they received. Very smilar figures were reported for the
youth program formula dlocetion (i.e., 46% of al respondents reported there would have
been changes of greater than 10%). Substartia fluctuations thus would be quite commonin
both the youth and the adult program alotments in the absence of hold-harmless provisons,
and local areas would be forced to adapt to these changes. Even with hold-harmlessin place
in many states, 41% of al respondents noted that loca areasin their state had experienced
problemsin providing adult services (and 35% in providing youth services) because of
funding ingtability from yesr to year.

Tablell-3
Fluctuation in Allocations and its Impact on Servi ces
Adult  Youth
No FHuctuation 3% 3%
Lessthan 10% 47% 51%
Between 10 and 20% 36% 37%
Grester than 20% 14% 9%
Experienced Problem Providing Services Because of Fluctuation 41% 35%

Note: Columnsin rows 1 through 4 sum to 100%. Row 5 isa separate question asked of all respondentsin
ayes-no format. The percentage shown reflects the percentage answering affirmatively.

Fluctuationsin yearly alotments are clearly a concern, given their impact on
sarvices for both the adult and youth programs. Severa respondents noted that
individuas dready receiving services within a given program year expect to continue to
receive those services until they complete them, even if that isin a subsequent program
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year. Huctuationsin funding create concerns about what services can be paid for,
leaving significant concerns about being able to serve customers effectively. In addition
to causing problems for loca areas in planning and knowing what services they will be
able to offer, respondents aso noted that fluctuations prevent loca areas from being able
to enter long-term contracts with providers, because they do not know whether they will
have the funds to honor such contractsin the future. This creates greater possibility for
turnover among providers; thereby reducing the experience and understanding of WIA
among those providers who will bein placein future years.

Figure lI-4: Causes of Funding Fluctuation
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Factors Causing Fluctuation

Asameans of understanding the roots of these fluctuations, respondents reported
what about the formulas caused these shifts. Results for this question are shown in
Fgurell-4. Aswith the results concerning the inaccuracies of the formula, most
respondents pointed to the two unemployment factors as the primary cause of year-to-
year fluctuation. For example, 89% of respondents reported that the adult formula's
reliance on ASUs helped to create the fluctuations, while dl respondents (100%) cited the
reliance on excess unemployment as helping to create funding ingtability. Similar figures
for the youth formula were 88% citing ASUs and 76% citing excess unemployment. In
contrast, only 17% of respondents cited the use of the economically disadvantaged factor
in creating indability for adult funding (and 12% for youth), likely because the factor
relies on Census data that have not changed for loca area dlocation since the 1990
Census datafirst became avallable. Additiondly, only 6% of respondents blamed the
lgpse in hold-harmless for funding ingability in ether the youth or adult programs,
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though many others may have if their state had not invoked this provision through WIA
implementation.

Use of Hold-har mless. One mechaniam by which states can limit the fluctuations
in dlotmentsto locd aressis the hold-harmless provison. This provision, described in
some detall in Chapter |, enables states to limit any potentid funding decreasesto locd
areas to 90% of their average alocation over the previous two years. Although this
provison was not mandated in the first two years under WIA, it was required as of the
third program year. Further, DOL alowed states to invoke this provison in the first two
yearsif they choseto do so. Two-thirds of state respondents reported their local areas
encouraged them to invoke the hold-harmless provisions for adult alocation prior to it
becoming mandatory under WIA, and 80% of states reported their local areas encouraged
them to do o for the youth program. This makes sense, given that locd areas must be
concerned with gability in their funding, and the hold- harmless provision is one key way
of accomplishing this god.

Perhaps in response to this encouragement, 76% of al state respondents reported
implementing hold- harmless provisions prior to being required to do so for the adult
dlocation, and 74% for the youth adlocation. Thus, states, like their loca areas, were
quite concerned about ensuring stability in funding to the locdlities that determine service
provison under WIA.

Implementing the hold- harmless provisons was seen as criticd in preverting
dramatic changesin loca areadlotments. Results for these questions are shown in
Figurell-5. Ascan be seenin thisfigure, 65% of al respondents noted that local areas
would not have been able to serve about the same number of adult customers from year to
year had the hold-harmless provison not been enacted. And more than half of al
respondents reported that adult allocations would have been very different for al (9%) or
some (48%) of their local areas, while an additional 40% reported these dlocations would
have been at least somewhat different.
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Figure 11-5: What Would Have Been the Impact of Not Implementing Hold
Harmless?
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Smilarly, 60% of respondents noted their loca areas would not have been able to serve
smilar numbers of youth customers from one year to the next. And Smilar numbers aso
reported that youth alocations would have been very different for dl (10%) or some
(47%) of their local aresas had hold-harmless provisons not been invoked, while an
additiona 40% reported that these allocations would have been at least somewhat
different for locd aress. Clearly, then, the hold-harmless provisons have achieved the
desired effect of reducing fluctuation in loca area dlocations and, according to these
results, in ensuring that loca aress can serve smilar numbers of adult and youth
customers from yesr to year.

Unexpended Funds. One obvious potentid indicator of funds being dlocated in
disproportion to the leve of need within alocd areais the extent to which some areas
had unexpended funds for a given program year a the conclusion of that year. If areas
were unable to expend their dlocated funds, while others expended their entire allotment
prior to the end of the program year, thiswould indicate, perhaps, that funds were
mismatched based on loca areas needs, or at least their ability to use the available funds.
Further, because such “carry-in” funds are not incorporated into subsequent years
formula dlocations, those locd areas that carry funds from one year to the next smply
add these fundsto their subsequent dlocation. This Situation could be ssen as doubly
troubling in that it is the areas who had trouble spending their full dlotment in the
previous year who now are asked to spend not only afull year’ s dlotment, but dso to
gpend the remainder from the previous year. Thus, unexpended funds create multiple
layers of potentid inaccuracy in targeting levels of need within Sates.
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Interestingly, nearly al states (92%) reported that some of their local areas had
unexpended adult program funds at the concluson of a given program year, whilea
lower but Hill large percentage of states reported that local areas had unexpended youth
program funds (81%). Such sizable percentages suggest that, indeed, the annua
dlotments made to loca areas do not closdy mirror the amount they are able, or need to
spend in that year.

Most states did not, however, believe that these unexpended funds were the result
of inaccuracies in the funding formulas ability to target fundsto locd areasin need.
Indeed, only 6% of states reported that unexpended adult program funds (and 4% of
youth program funds) were the result of the alocation formula being inadequate to target
fundsto local areas based on their levels of need. Instead, most states (79% for adult
funds and 67% for youth funds) believed that the primary reason for the leftover funds
was that some loca areas were dower to start up under WIA, thereby leaving them with
lesstime to gpend their dlotments. Thiswould suggest that the formulas were not to
blame for the unexpended funds because the problem was not one of demand withina
locd areabut, rather, the locd areas’ ability to supply the services to meet demand.
Smilaly, one-third of al states noted that a key reason for unexpended funds was that
locd areas found it difficult to recruit or enroll individuasinto WIA. Although this
could suggest limited demand, states noted instead that this difficulty was a pervasve one
that affected al or most of their local areas. This suggests that, rather than identifying
areas of low demand specifically, the unexpended funds were dlocated during a
trangtion from JTPA to WIA, and this trangtion created temporary gaps between the
sarvices offered and the customers who may have wanted access to them. In generd,
then, states were quick to note that, dthough many of their loca areas had experienced
unexpended funds, this was less the result of inaccuracies or inefficienciesin the
formulas used to dlocate funds than it was the result of difficulties in ramping up or
making the trangtion from JTPA to WIA.

D1SLOCATED WORKERS

Given that the dlocation formulafor the didocated worker program is subgtantialy
different from the adult and youth formulas, and because the amount that the state can set
adde differs aswell, we asked questions of states separately for this funding siream. In
generd, it may be expected that formulas to alocate funds under the didocated worker
program will less accurately target the need in alocal area, because dmost by definition
those who are digible to recaive funds under this stream will be unknown until layoffs
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actudly occur. Unlike under JTPA, in which long-term unemployed individuds were
generdly digible to receive such services, under WIA these individuas are not
automaticaly digible. Asaresult, no deta are avalable that directly measure the digible
population and, thus, the alocations can be expected to be less accurate in targeting need
than formulas for the adult and youth programs.

All gtates, even those who are single workforce area Sates, were asked to complete
the section on didocated workers; as aresult, the universe for this section is the 46 states
from whom we received completed surveys. A mgority of states set aside the maximum
25% for rapid response activities, as shown in Figure 11-6. Twenty-seven of the forty-9x
dates (59%) reported setting aside this maximum amount, with the remainder setting
asde somewhat less. An additiond 17% of states set aside between fifteen and twenty
percent, while 13% of states set aside ten percent and the remaining 11% set aside less
than ten percent. Additiondly, al but two states reported setting aside their maximum
15% of didocated worker funds for statewide activities. The remaining two States
reported setting aside 10% for these activities.

Figure 1I-6: Percentage of Dislocated Worker
Funds Set Aside for Rapid Response
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States aso recaived subgtantia additiona amounts through the National
Emergency funds, which were set aside at the federal level to award based on needs that
arise during a given program year, such as large plant closings or mass layoffs. Results
for this question are shown in Table 11-4. As can be seen in thistable, 17% of states
(N=8) reported having received no money from this fund, and an additiona three states
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reported receiving only an average of afew thousand dollars per program year. The
remainder of the Sates received subgtantialy more than this over the previous three
program years. For example, nine percent of the states received an average of between
$100,000 and $750,000 over those three program years. An additional 39% of states
reported receiving between $750,000 and $5 million per year over that time. Fifteen
percent of states received between $5 and $10 million, while the remaining thirteen
percent of states reported receiving $10 million or more on average from the Nationa
Emergency fund over the previous three program years. Despite these amounts,
however, each Sate reported that the National Emergency fund has no impact on their
subgtate did ocated worker alocation Strategy, largely because such funds cannot be
anticipated, as they are awarded based on unexpected mass layoffs that occur within a
givenyear. Thus, states make their dlocations based on current trends they can identify
in advance of a given program year, and reserve specific percentages for rapid response
activities. Further, loca areas often receive Nationa Emergency funds based on
unexpected events that occur during the years, though the state has no control over such
funds and, as such, cannot utilize them in any dlocation Srategy.

Tablell-4

Amounts States Receive in National Emer gency Funds
Average Amount Received in PreviousThreeYears Per centage of States
Zexo 17%
Less Than $10,000 7%
Between $100,000 and $750,000 %
Between $750,000 and $5 million 39%
Between $5 million and $10 million 15%
More than $10 million 13%

Allocation Formulas

Five states have adopted the standard adult dlocation formulafor dispensing funds
to loca areasfor the didocated worker program. Thus, these five states make alocations
for didocated workers based on the identical factors used in dispensing adult program
funds. In effect, then, these states are adlocating both the adult program and the
didocated worker program funds usng asingleformula. As noted in the previous
chapter, proposed changes to the dlocation formulas would achieve this same effect in
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that the adult and didocated worker program funds would be merged into asingle
funding stream (dlong with funds from Wagner- Peyser).

The remaining states (89%), however, have not adopted the standard adult formula
to dispense didocated worker funds. Rather, these states rely on severd of the factors
identified in WIA (and presented in Chapter 1) to alocate didocated worker fundsto their
locd areas. Indeed, most of these states use many or dl of the recommended factors
under WIA, including data on unemployment, unemployment concentrations, plant
closing and mass layoffs, declining industries, farmer-rancher economic hardship, and
long-term unemployment.

The percentage of states that reported using each of the factors, as well asthe average
weight assigned to each factor, is displayed in Table [1-5. The most frequent factor used in
dlocation formulas for didocated worker funds is unemployment.  Slightly more than three-
fourths of dl states report using thisfactor as akey determinant in alocating didocated
worker funds. Thisis perhgps not surprising, since unemployment does represent two-thirds
of the factors that condtitute the inter-state dlotment formulafor didocated workers. In this
sense, states’ substate formulas are thus incorporating one of the primary factorsthat is
responsible for their sate-leve dlotment.

Tablell-5

FactorsUsed in Dislocated Worker Allocation, and Their AverageWeights
Per centage of States

Using Factor Average Weight
Unemployment 7% 28%
Mass Layoff 2% 10%
Declining Indudtries 2% 5%
Long-Term Unemployment 69% 24%
Unemployment 65% 25%
Concentrations
Pant Closing 52% 3%
Farmer-Rancher Hardship 46% 4%

That unemployment is heavily utilized in the current didocated worker dlocation,
asitisinthe current adult dlocation formula, isimportant, because unemployment will
be the dominant factor in both adult and didocated worker alocations should the
proposed changes to the dlocation formulas be enacted. Given the fact that substate
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dlocations dready are often based partly on unemployment, changesin adlotmentsto
locd areas as aresult of the proposed changes to the alocation formulas may not be as
severe as they would were unemployment not currently being used. Even though, on
average, dates reported that unemployment received dightly more than a 50% weight in
the alocation, proposed changes to the formulas would sgnificantly increase this
percentage. Thus, changes may well still be observed, as we explore in Chapter 111.

A smilarly high percentage of states reported usng mass layoff data and declining
indudtries data in their dlocation formulas for the didocated worker funding stream.
Fully 72% of states used these factorsin their dlocations, though typicaly the weight
they were given was rdaivey smdl. For example, most sates applied aweight of ten
percent or less to these factors, and the average weight applied to these factors was
between five and ten percent, respectively. Thus, while they were included in the vast
magority of states dlocation formulas, their influence remained somewhat smdl dueto
the smdl weight given them in the formula

The number of individuas who are long-term unemployed aso was utilized
widdly. Seven in ten dates reported using these data in making their alocation, and often
they carried aweight of 25% in the formula, though, on average, this factor was weighted
dightly less than 25%. Not unlike the unemployment data described above, thisis
perhaps not surprising as it represents one-third of the weight used in the inter-state
dlocation formula. Thus, sates utilizing these data can be seen as smply replicating in
thelr substate dlocation the mechanism by which they were dlotted funds for didocated
workersin the firgt place. Further, unemployment concentrations (generdly in the form
of areas of substantia unemployment) were used by 65% of states. That these factors
and the unemployed factor described above are both widely used, and given heavy
weight, in subgtate formulas means that these formulas rdatively closdy mimic the inter-
date formulawhich rdies on them exclusvely.

Somewhat fewer states also incorporated plant closing data and farmer-rancher
economic hardship data. Slightly more than haf of al states reported using plant closing
data, while 46% of states use hardship data. \Where these two factors were used, typicaly
they were given rdativdy little weight. In fact, often these factors were used for 5% or
less of the overall didocated worker alocation and, on average, they were weighted as
only three to four percent of the formula
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In generd, then, most states used awide variety of factorsin their didocated
worker dlocation formula, but the bulk of the weight was given to the three factors that
are used in inter-date dlocations for this program, namely unemployment,
unemployment concentrations, and long-term unemployment. Typicaly, at least 60%,
and often 75% or more, of each state’ s alocation was made on the basis of these three
factors.

Typicdly, these formulas were developed by a combination of state workforce
department officials and representatives from the state WIB. In gpproximately one-third
of the states, a workgroup was composed of state and locd officidsin the effort to
develop a substate alocation formula. In fewer cases, the Governor or representatives
from the sate legidature were involved in the decison-making. In each of these cases,
only 15 to 20% of states reported such involvement

Funding Stability and Recapture of Funds

Sightly more than three-fourths of al states reported that their loca areas had
dready or were planning to invoke ther transfer authority to shift funds from the
didocated worker program to the adult program, presumably because the did ocated
worker funds were not going to be spent by the conclusion of a given program year.
Although this could suggest that the formula used to alocate funds for the did ocated
worker program was inaccurate, such inaccuracies are likely more inevitable in this
program as compared to the adult or youth programs, because there is no way to predict
where layoffs will occur prior to agiven program year and, thus, the need for didocated
worker funds can vary dramatically from year to year.

Despite the difficulties in esimating the level of need in agiven locd area, most
states do report that each local area should receive a baseline amount of didocated
worker funds, rather than setting al funds aside for the state to alocate as the need arises.
This baseline amount would be used, according to states, to assure that each locd areaiis
capable of operating a didocated worker program and, thus, is equipped to respond when
layoffsin their areado occur. Fully sixty percent of states reported that basdline funding
for loca areas was important. Given that thisis the manner in which the program
currently operates, perhapsit is unsurprising that the mgjority of dates believe thisisthe
mogst effective means of operating the program. Interestingly, though, onein four sates
do not believe such abasdineis necessary (the remainder reported they were unsure
whether basdline funds were necessary), suggesting perhaps that some states believe the
program might be run more effectively by reserving al funds &t the sate level until such
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time as did ocations occur, a which point funds could be directed toward the area
experiencing these layoffs. Despite this, however, most states did believe that dlocations
should be made to local areas, even when these alocations cannot be targeted to the
eligible population due to problems with data availability and variability in the

occurrence of didocations.

When local areas are unable to expend their didocated worker funds, they typicaly
face recapture of the funds by the state. Nearly eighty percent of states require their loca
areas to meet an 80% obligation or expenditure rate by a specific date within the program
year or they face recapture of their funds to be redlocated to those areas in need of them.
Thisislargdy driven by the fact that states themsaves must obligate at least 80% of thelr
funds or face national recapture. As aresult, states pass this requirement on to their loca
aress. After recapturing unexpended funds from local aress, the states redlocation
process often mirrors the origina alocation, as nearly sixty percent of states usethe
origind dlocation formula in reallocating recaptured funds. The remaining States
redllocate based on local areas’ needs, which are by then known since layoffs have
occurred, and on local areas expenditure rates. Those local areas who have expended
their dlotments, and can gtill demongtrate a need for funds are thus given preferencein
redllocation. In thisway, then, recapture and redllocation can be seen as mechanisms by
which a gate can supplement any shortcomingsin the origina formula, or more
accurately target needs that arise during agiven year.

SINGLE W ORKFORCE AREA STATES

Eight states’ are single workforce area states, meaning that they need not dispense
fundsto locd areas using any dlocation formula prescribed by WIA. All eght of these
states returned completed surveys, in which we asked a set of questions about whether
and how they dispense funds to sub areas within their state.

All gtates reported setting aside money, both under the youth and the adult
programs, for statewide activities. One State set asde 10% of both adult and youth funds,
while the remaining states set asde the maximum 15% for Statewide activities for both
the youth and adult programs. Similarly, one sate set aside 10% of didocated worker
funds and the remaining states set aside 15% of didocated worker funds for state

6 Seven of these are states, and the remainder is the District of Colombia. For ease of exposition,
we simply refer to all as states.
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activities, and dl states sat aside the maximum of 25% of didocated worker funds for
rapid response activities.

Despite these generd set asdes, only afew states reported actudly alocating
money to substate areas. Specificaly, three of the eight states dlocate funds to substate
areas, each by using aformula developed by their state. Indeed, each of these three
reported that the ability to develop a discretionary formula, and thus target funds to the
substate areas most in need, had an impact on the stat€’ s decision to become asingle-area
dtate.

One of these states used exactly the same three factors as the standard formula to
dlocate adult and youth program funds to their subgtate aress; in this case, dthough the
same factors are used as in the sandard formula, the weights are dightly different (with
the number of disadvantaged adults/youth recelving more than one-third of the weight).
A second state alocates both adult and youth funds based on severd factors, including
the three used in the sandard formula, as well aslong-term unemployment data and the
number of individuas living in poverty. This state dlocates funds to its three counties
using theseformulas. Findly, the third state that alocates funds to substate areas does
50, for adults, by focusing solely on unemployment concentrations (i.e., ASUs). For
youth, this state incorporates two factors into its alocation formula: the number of
disadvantaged youth and the number of individuds living in poverty. In each case, the
state alocates money to substate areas based on the location of the state’ s One-Stop
centers.

SUMMARY

In this chapter, we have described the results from a survey of dl states concerning
ther current dlocation formulas under WIA for the adult, youth, and did ocated worker
programs. We received completed surveys from 46 of the 52 states to which we sent the
aurvey.” Asnoted, very few dtates actudly adopted the use of adiscretionary formulafor
their adult and youth programs, even though WIA dlows states to do so for up to 30% of
their dlocated funds. Those four states who did adopt discretionary formulas typicaly
used indices of excess unemployment, or unemployment above the state average, astheir
discretionary measures.

7 In addition to the 50 states, we also mailed surveys to Washington, D.C., and Puerto Rico.
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In general, dtates allocated money under the adult and youth programs very
amilarly. Each of the four sates usng discretionary formulas did so for both programs.
All remaining dates used the tandard formula to dlocate their entire amount of youth
and adult program funds.

Mog states were primarily concerned that the formula used to alocate funds under
WIA target those funds to areas with the grestest need. Additionally, states believed that
consgent funding levels were important so that locd areas could rely on sufficient funds
to provide a stable set of services from one year to the next. 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 stability in funding among loca areas may insteed be the
criticd factor in thisdlocation. In an effort to ensure this sability, the vast mgority of
dates invoked their authority to implement a hold-harmless provison in substate funding,
even though WIA did not mandate one until two years after WIA implementation.

Subgtate funding for the didocated worker program relied primarily on severd factors,
induding most prominently unemployment, unemployment concentrations, and long-term
unemployment, which are smilar to the factors used in inter-state dlocations. Severa other
factors often were used in substate alocations, though typically these other factors received
lessweight in the dlocation formula. A few states used the sandard WIA adult formulato
alocate funds under the didocated worker program, thereby foreshadowing to some degree
proposed changes to the alocation formulas under WIA that would integrate adult and
didocated worker funds (as wdl as those under Wagner-Peyser).

Findly, eight of the states in our sample were sngle workforce area states. Of
these, three reported alocating funds to substate areas, 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.

In the subsequent chapter, we utilize the information gleaned from our date survey to
smulate current dlocation drategies. In addition, we again draw on results from the survey to
mode dternative funding strategies and compare how these dternatives create different
dlotments than the current formulas. 1n each case, we refer back to the results gathered
through the survey to describe the results of the smulated dlocation strategies.
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[11. COMPARISONSOF CURRENT ALLOCATIONSWITH
ALTERNATIVE MODELS

In the previous chapters, we have provided an introduction to the formula
allocation process used to alocate WIA funds to substate areas, and described the results
from a survey of states conducted as part of thisevauation. In so doing, we have
identified severd of the key concerns that have been expressed about the dlocation
formulas, and discussed why these concerns have arisen. Additionaly, in presenting the
results from our state survey, we have detailed how states currently are dlocating their
WIA funds, and the problems they have experienced in doing so. In this chapter, we use
the knowledge gleaned from the survey to reproduce the actud alocations made to loca
areas by states by mimicking the alocation formulasthey are usng. Next, we develop
dternative formulas, utilizing the discretionary formulas used by statesimplementing
such formulas, as well as other plausible dternatives, in an effort to examine how the
actud alocations made under such dternatives would differ from the current alocation.
Such comparisons enable us to examine whether one or more of these dternativesis
better able to target the level of need existing within loca areas by focusing more funds
to those areas with higher levels of need.

This chapter is divided into severd key parts. First, we describe how we replicated
dates dlocation formulas for adults and youth, and discuss our gpproach to reproducing
actud dlocations, including the development of Areas of Substantid Unemployment
(ASUs) and the collection of dl the data required to reproduce these dlocations. In the
next section, we make comparisons between the current alocations for these two
programs and the results that would be obtained by using one of severd dternative
formulas both without and then with specific exogenous congraints such asahold
harmless provison. Additiondly, we detail how the various dternatives presented in the
chapter impact locd areas with differing levels of need, such as those with high rates of
poverty or high numbers of unemployed individuds. In this section, we describe how
locd areas of different types are impacted by each of the dternatives presented in this
chapter, by detailing, for example, how cities are impacted by each dternative as
compared to suburbs and rurd areas. Next, we present asmilar, though somewhat
shorter, discussion of the didocated worker alocation formulas and dternatives to them.
Findly, we discuss severd ways in which the formulas could be used to ensure
organizationd and financid gability for locd boards. In this section, we discussthe
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[11. Comparisons of Current Allocations with
Alternative Models

utility of various exogenous factors, such as stop-gain and hold-harmless provisons, as
well asfactoring in carry-in fundsinto local areas’ subsequent year dlocations, in
promoting greater dability in loca areafunding levels from one year to the next.

REPLICATING CURRENT ALLOCATION FORMULAS

Our firg gep in examining the impact of dternative formulas was to replicate the
exiging formula, usng the information gathered from the Sate survey. Because sngle
area dtates do not alocate funds directly to loca areas whose boundaries could be
replicated through Census or other data, we exclude these eight tates from our effortsto
replicate dlocations. Thus, the discusson that follows holds for al 44 multiple-area
gates. For each of the three funding streams (adult, youth, and didocated worker), we
asked gtatesto identify the specific factors they use in the alocation formula, and the
weights they assign to each of these factors! Using these data, then, we could congtruct a
funding formulafor each sate that replicates their actua funding formulas smply by
utilizing the specific factors and weights identified in their survey. Thus, if agtate
reported using solely the standard formula for adult alocation, we congtructed aformula
for that state relying on the three standard factors and gpplying to each of them aweight
of one-third. In other words, loca areasin states using the standard formulawould be
assigned an dlocation formula as follows:

Allocation Share = .333* (ASU share) + .333* (Excess Unemployed Share) +
.333* (Disadvantaged Share)?2

For states that relied on discretionary formulas in addition to the standard formula,
we assigned aweight of .233 to each of the sandard factors (i.e., one-third times .7,
which represents the 70% weight the standard formula must receive even when using a
discretionary formuld), and the gppropriate weights assgned to the discretionary factors
(i.e, if agtate used two factors in the discretionary formula and weighted them equally,
each recalved aweight of .15 intheformula. Thisis derived by dividing the 30% weight

1 Although we did not receive responses from six of the states, each of these states reported as part
of aseparate study that they planned on using the standard formulafor adult and youth allocation. Thus,
for adult and youth allocations replicated in this chapter, we simply used the standard formulafor these
states.

2| n this equation, the disadvantaged shareis either for youth or adults, depending on the formula
being examined. The calculation of each LWIA’s share, shown in parentheses, is described in detail below.
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given to adiscretionary formula by the two factors weighted equaly). Thisis denoted
below:

Allocation Share = .233* (ASU share) + .233* (Excess Unemployed Share) +
.233* (Disadvantaged Share) + .x* (Discretionary Factor 1 Share) +
y* (Discretionary Factor 2 Share),

where .x equals the weight assigned to the first discretionary factor, and .y equals
the weight assigned to the second discretionary factor, and so on.

Combining the various formulas across sates, we can thus replicate the dlocations
made to each local area under these funding streams.

Results obtained from these formulas do not exactly mirror the actud alocations
made in a given program year, because they do not account for exogenous congraints
such as hold-harmless provisions which, as noted in the previous chapter, most states
implemented even before being required to under WIA. But we were interested in
producing the results that would be obtained in the absence of such externd congraints
S0 that we could more properly examine how dlocations would differ under dternative
formulas. After we discuss theimpact of dternative formulasin comparison to the
current formula being used by each state in the absence of such congraints, we then
describe these impacts when coupled with a hold-harmless provison. In thisway, we can
better explicate how smply changing the formula would have an impact on dlocations,
aswdl as how thisimpact may be mitigated through the use of hold-harmless provisons.

Thus, our initid god wasto develop aformulafor each date that mimics their
current formula, and to produce dlocationsto loca areas using thisformula. Having
dready accomplished the construction of the requisite formulas, we next needed to
acquire the data upon which the formulas are based. In generd, as noted in the previous
chapter, the adult and youth formulas were based largely upon the standard formulas, as
well asafew highly amilar factors. Thus, we needed to compile unemployment figures
and talies of the number of disadvantaged adults or youth within local areas. For these,
we relied upon two primary data sources, the 2000 Census and the yearly Local Area
Unemployment Statistics (LAUS) series. These are the same data sources states rely on
for their own dlocations and, thus, we are able to mimic their alocations with our own.

For each of these data sources, we had to develop configuration files so that we
could aggregate the data grouped by Census tract, for the Census, or by county, city, or
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other geographic region, in the LAUS, into the LWIA boundaries necessary for alocating
funds under WIA. Thisrequired sorting through each LWIA'’ s boundaries to determine
which counties, cities, or other regions were included in the LWIA. We then used this
information to group data from the two data sources into the respective LWIA's, thereby
providing us with aggregate counts for each LWIA of the total number of people, the
number of unemployed individuas, the number of disadvantaged individuds, and severa
other critical measures on which our anayses are based.

Excess Unemployed

For each factor to be used in our calculations, we computed each local aregl s share
by comparing its relative amount on that factor to the overal ate total. Thus, for
example, to compute aloca area s share of the excess unemployed population, we first
had to determine the number of unemployed individuas necessary for theloca areato
have an unemployment rate of 4.5% (by smply multiplying the total number of
individuas within the labor force by .045). We then subtracted this number from the
total number of unemployed individuads within the locd area. This difference
represented the absolute number of excess unemployed individuals within the locd area3
Summing across dl local areas within a state, we then computed the total number of
excess unemployed within the state. Any given locd aredl s share for this factor, then,
was Smply their own number of excess unemployed divided by the state total of excess
unemployed.4 This share could then be attached to its appropriate formulaweight (i.e,
333 for sates usng the standard formula; .233 for states using a discretionary formula)
to determine each loca ared s alocation based upon this factor.

Areas of Substantial Unemployment

Although the description of caculating each locd ared s share of the excess
unemployed isrelaively sraghtforward, the remaining cdculations are not assmple.
For example, the ASU cdculation is quite tricky, in that entire loca areas need not meet
the definition of an ASU in order for them to recelve a share of the funds allocated based
on thisfactor. Asnoted in Chapter 1, dl that is necessary for an areato receive some
share on thisfactor isfor some part of the area (required only to be large enough to carry

3 |f this difference was negative, meaning the local area’ s unemployment rate was |l ess than 4.5%,
we simply set the number of excess unemployed within thislocal area equal to zero.

4 From this calculation, it should be clear that summing all the shares across local areas will total
one, representing one hundred percent of the total number of excess unemployed for the state.
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out workforce activities) to have an unemployment rate of a least 6.5%. Thus,

computing the unemployment rate only for the local area as awhole may wel miss some
portions of the areathat quaify asan ASU. Further complicating matters, loca areas
have avested interest in having as much of their unemployed population as possible

within ASUs, so that if the entire LWIA has an unemployment rate of a least 6.5%, dl
unemployed individuas within that area are counted in talying the loca aredl s share on

the ASU factor. And, one step further removed, if an entire state has an unemployment
rate above 6.5%, it is consdered an ASU and, thus, al loca areasin the state also receive
this designation.

Thus, to cdculate this factor gppropriately for each locd area, one must first
examine the state unemployment rate to determineif the sate qudifiesasan ASU.5 If so,
al LWIAsdso quaify and, thus, each LWIA’s share for the ASU factor issmply thelr
total number of unemployed individuas. If the Sate itsalf does not qudify asan ASU,
the second step is to examine whether an entire LWIA quadifiesasan ASU. Insuch
cases, al unemployed individuas within the LWIAS that qudify as ASUs are counted
toward their share on thisfactor. Findly, if naither the state nor the LWIA isan ASU,
one mugt examine theindividua sub-areas that combineto form an LWIA. If any of
these sub-areas has an unemployment rate of at least 6.5%, it counts asan ASU, and the
totad number of unemployed individuas within that sub-area counts toward that LWIA’s
share on the ASU factor. But, because local areas have avested interest in maximizing
the number of unemployed individuas within ASUs (because they will receive a higher
share of the funding alocated based on thisfactor), it iscriticd that the total ASU
population for alocal area be calculated by finding the largest contiguous population that
qudifiesasan ASU.6 We accomplished this by firgt identifying ASUs among the various
counties, cities, or parts of cities that comprise each LWIA, and then expanding outward
to areas contiguous to thisin order to maximize the unemployed population within the
sub-areathat ill maintains an unemployment rate of at least 6.5%.

5 States reported in their survey responses that they have adopted the DOL definition of an ASU asa
contiguous areawith a population of 10,000 or more. Additionally, they noted that they follow the DOL
procedure for identifying ASUs, as detailed in this section.

6 Of course, it is possible for more than one ASU to be defined within asingle local area, because
two non-contiguous areas within the LWIA could each have an unemployment rate of at least 6.5%. In
such cases, the number of unemployed individuals within all the ASUs within the local areais summed to
provide the total number of unemployed individuals within ASUs for that local area.

-5 Social Policy Research Associates



[11. Comparisons of Current Allocations with
Alternative Models

Once dl the ASUs have been identified, by designating the state as an ASU, entire
LWIAs as ASUs, or sub-areas within the LWIAs as ASUs, each locd area s share for this
factor is caculated as described for the excess unemployed variable above, by firgt
summing the total number of unemployed individudsin ASUs across LWIAS, and then
dividing eech LWIA'stotd by the satetotad. Thisrdative share can then be multiplied
by the weight assigned to the share to produce each LWIA’s share of the fundsto be
alocated under the ASU factor.

Disadvantaged Adults/Y outh

Cdculating the number of disadvantaged adults or youth dsoisless
graightforward than ca culating the number of excess unemployed. Because an
individud is dassfied as disadvantaged if they have a household income that islessthan
the higher of the poverty level or 70% of the lower level slandard of living (LLSIL), one
must know both the household income of dl individuds, aswell astheir family Sze,
because these two levels vary depending on one' sfamily size. Although the Census,
from which the disadvantaged factor traditionally has been obtained, does provide in its
summary files an indicator of poverty satusfor dl individuds, to caculate an
individud’s LLSIL status one needs accessto individua-level data. Unfortunately, such
data were unavailable to us for this study, because the individud-leve data had not yet
been released for the 2000 Census. As aresult, our disadvantaged measure used
throughout this report relies solely on the poverty status of individuas, as recorded by the
Census. Assuch, it may reflect an undercount of the total number of disadvantaged
individuas within any given local area, because some individuals who are not defined as
living in poverty may well be defined as having a household income less than 70% of the
LLSIL. Theseindividuaswould not be counted in the andysesin thisreport. Although
the implications of this omisson are not certain, we can speculate asto the likely effect it
will have on our results. LLSIL vaues aretypicaly caculated at the regond leve (or,
in some cases, at the metropolitan arealleve), while poverty levels often are caculated
for smaller geographic regions. Thismeansthat LLSIL vaues are often applied
uniformly across a date, while poverty levels can vary sgnificantly within thet sate. As
aresult, not incdluding LLSIL in our measure of disadvantaged individuas may
systematicaly benefit local areas whose poverty level is high, as compared to those
whose levelsarelow. Thisis because areas with low poverty levels would have more
room between their poverty level and the 70% cutoff for LLSIL than areas with high
poverty leves (because they would be compared to the same LLSIL in both cases),
thereby yielding a grester possibility of having more of the aresl Sresdentsfal under the
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LLSIL cutoff. Thus, not being ableto include LLSIL as afactor in our measure of
disadvantaged individuas may systemétically favor areas with high poverty levels.

In addition, the fact that we had to rely upon aggregate-level datafromthe
Summary Files of the Census aso meant that we were congtrained by the breakdowns
included in thesefiles. Thus, athough the number of disadvantaged youth is intended to
be calculated for ages 16 to 21, we were able to extract only the number for ages 16 to
20. Those ages 21 were grouped with amuch larger set of agesin the Summary Files
and, as such, we are unable to include them in this caculation. Given these cavests,
however, the cdculation of each LWIA'’s share of disadvantaged individuas proceeds
exactly as described for the two factors above.

Although the calculation of the three factors described above would enable usto
reproduce adult and youth alocations for the vast mgjority of states, it would not enable
usto reproduce allocations for the four states who adopted a discretionary formulato
alocate 30% of their funds. For these states, we need to calculate each LWIA’s share of
the three factors described above, but so must calculate shares for the additiond factors
the state includes in their discretionary formula. In the subsequent section, then, we
describe these factors and their caculation.

FactorsUsed in Current Discretionary Formulas

There are severd additiond factorsthat are used currently by statesthat have
adopted a discretionary formula. Although they may help to creste markedly different
alocations as compared to using the sandard formula aone, caculating each locd ared's
share for aparticular factor is conceptualy smilar to those described above. The four
factors to be described in this section are unemployment above 1.25%, unemployment
above the state average, and excess poverty.

Cdculating the factor measuring unemployment above 1.25%, which is used by the
date of Foridaand is assgned the full 30% weight dlowable for a discretionary formula,
isvery amilar to caculating the number of excess unemployed, described above, except
that instead of the threshold being 4.5%, the lower vaue of 1.25% is used instead.

Unemployment above the Sate average is assgned a 15% weight in Arizond s
dlocation formulas, a 22.5% weight in Alabama s formulas, and the full 30% weight in
lowa s adult dlocation (though it receives no weight in the youth formula). Thisis
caculated smilar to the factors described previoudy, with the exception that the
threshold used in this calculation is the Statewide average of unemployment.

-7 Social Policy Research Associates



[11. Comparisons of Current Allocations with
Alternative Models

Findly, excess poverty is assigned a 15% weight in Arizona s dlocation formulas,
a7.5% weight in Alabama s formulas, and the full 30% weight in lowa s youth dlocation
(but receives no weight in the adult formulad). Excess poverty is defined by the Sates that
use it as poverty above the state average; thus its caculation is very smilar to that of
previous measures. In this case, however, the threshold is the statewide average poverty
leve, rather than any form of unemployment.

Although when comparing dternative formulas, we utilize severd additiond
factorsin our analyses, we describe each of these factors as we introduce them into our
smulations. The factors described above are those necessary to replicate current
alocation mechanisms for the adult and youth formulas and, thus, to produce current
funding dlocations for each LWIA. In the next section, we compare the allocations
derived from these models to severd dternative modds, exploring how the dternatives
impect locd areas’ funding, and the extent to which they create Sgnificant shiftsin
dlocations. Further, we examine how these dternative alocation formulas impact local
areas of different types, including those that have high versus low rates of poverty, those
that are located primarily in cities versus suburbs or rural areas, and other factors, and
discuss what these impacts mean in terms of targeting levels of need within LWIAS.

COMPARISONSOF ALTERNATIVESTO CURRENT ADULT AND YOUTH
FORMULAS

In this section, we compare a series of dternative funding formulas for the WIA
adult and youth program to the current formulas, examining their impact on the
adlocations made to locd areas both generdly, and with a specific focus on how loca
aress of different types are impacted. We begin by using the discretionary moddls
developed by severd states, and applying these modelsto dl states to gauge how the
adoption of such formulas would impact alocations across al sates. Next, we examine
how the incorporation of severd aternative factors not currently in place impact the
dlocations made to loca areas. These additiond factors were raised, by either our survey
respondents or by one of severa interested stakeholders consulted as part of this project,
asintriguing posshilities for producing better dlocation results than are currently
produced. Following this discussion, we then present results for the formulas that have
been proposed under pending H.R. 1261, described in Chapter I. In this discussion, we
merge funding alocations from the WIA adult and didocated worker funds, as well as
Wagner-Peyser, to mimic the funding strategy that is proposed under this impending
legidation.
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For each of the aternative formulas presented below, we discuss how its
implementation would impact the alocations received by locd areas by comparing the
results of the aternative formulato those of the current formulas. Inmany cases, we
present the results for adult and youth formulas together, as many of the dternative
formulas have amilar effects on these two funding streams because the formulas are
quite smilar. In those casesin which the two sets of formulas differ substantidly,
however, we present results separately for adult and youth alocations, and describe the
differentia impact the dternative formula has on each funding stream.  Unless otherwise
noted, the comparisons made between dternative and current formula adlocations use data
for PY 2002. Although we replicated the alocations made to local areas for each of PY's
2000, 2001, and 2002, we primarily use the earlier two years datato assist in caculating
the average dlocation level for the two-year period prior to PY 2002, which isused in the
hold-harmless caculaions below. Thus, in the subsequent sections, we compare how
dternative alocations made using PY 2002 data compare to actud alocations madein
PY 2002 using the current alocation formulas.

Applying Discretionary Formulasto All States

Formulas Using Unemployment and Poverty Abovethe State Average. The
fird set of dternative formulas we examined were those that used two factors in addition
to the three used in the standard formula. In each case, these two factors were
unemployment and poverty above the state average, but the weights assigned to each was
different depending on the state adopting the formula. Each will be discussed in turn.

Alabama’s Formula. Firgt, we examine the discretionary formula adopted by
Aldbama Thisformulardies on the sandard adult and youth formulafor the minimum
70% of its adloceation, but incorporates the two additiona factors, according to its survey
responses, to produce a more equitable allocation of funds. For the remaining 30% of its
dlocation. Thisformula gpplies a 7.5% weight to the unemployment above the Satewide
average measure and a 22.5% weight to the poverty above the statewide average
measure. Thus, the formulais cdculated asfollows

Allocation = .233* (ASU Share) + .233* (Excess Unemployed Share) +
.233* (Disadvantaged Share) + .075* (Unemployment Above State
Average Share) + .225* (Number in Poverty Above State Average Share)

As can be seen, this formula applies greater weight to those areas with high rates of
poverty, and subgtitutes the threshold of the State average of unemployment in place of a
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small percentage of the two standard formula threshold measures (i.e., ASU, Excess
Unemployed).

Applying thisformulato al sates, even thisrdatively straightforward change has
ggnificant impacts on the alocationsto local areas. Specificdly, as shown in Figure lll-1,
nearly eleven percent of dl local areas observe a change in excess of 50% to their WIA adult
funding levels when using this formula as compared to the sandard formula, and nearly
twelve percent of local areas observe Smilar changesin their youth dlocation. Keegp in mind
that in these and subsequent comparisons, we are comparing how the dlocations would
change by implementing the dternaive formulain the absence of any exogenous constraints
such as hold-harmless provisons. Thus, changes of more than 50% are possible because no
local areaisensured that it will recelve a least 90% of its prior alocation. Laer inthis
chapter we discuss how the implementation of hold harmless provisions would mitigete the
changes evident in this section.

Figure lll-1: Changes in Allocation Due to
Alabama's and Arizona's Formulas
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In addition to the fairly sizable percentage of loca areas whose dlocation would be
changed dramaticdly (i.e., by more than 50%), a substantia percentage of loca areas
would observe changes to their adult dlocations of somewhat smaller amounts. For
example, as shown in Figure 111-1, the adult dlocations of nearly onein six locd aress
would change between 25% and 50%, and an additiona 37% of loca areas would
observe fluctuations in their adult alocations of between 10% and 25%. Sightly more
than onein three loca areas would receive an adult alocation within 10% of their current
dlocation, usng this dternative formula
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Smilar, dthough dightly larger, changes would occur in youth alocations.
Specificaly, nearly onein four loca areas youth alocation would change between 25
and 50%, while 39% of loca areas would see changes of between 10% and 25%. Only
onein four loca areas youth alocation would change by less than 10% if this dternative
formulawas adopted across dl states.

These changes would impact local aress of different types quite differently. For
example, loca areas with greater population bases would, on average, see an increasein
ther dlocations, while locd areas with smdler populations would generdly lose funds
under thisformula. These figures are nearly identica for the youth and the adult
allocations. In Fgurel11-2, we show this effect in adult alocations by bresking locdl
areas into one of four quartiles, based on their population Sze. For thisand smilar
cdculations below, we divide LWIAs into quartiles based on a given characterigtic, in
this case population size. For each quartile of LWIAS, we compute the average
percentage change experienced as aresult of a particular formula or set of assumptions.
Thus, LWIAsIn, for example, the lowest quartile, each experience a pecific percentage
changein ther alocation. These percentage changes are averaged over dl the LWIASIn
the quartile, which produces the average percentage change for the quartile.

As can be seen in thisfigure, loca areas in the highest quartile of population size
(i.e, thetop 25% of locd areasin terms of their population Sze) see an average increase
of nearly 5% under this aternative formula, while those in the lowest quartile, on
average, lose nearly 9% of their dlocations. Further, loca areas in the middle two
quartiles dso lose money, on average, using this dternative formula’ Thus, the effect of
this formula, when gpplied across dl dtates, isto divert money away from aress of
smaller population and toward areas with larger populations. These trends reflect the
average dlocation across the various LWIA population quartiles; any individua LWIA
may receive more or lessin funding as aresult of thisformula, no metter itsrank in
population Size. But the pattern is clear: on average, larger (in terms of population)

7 It ispossible for three of the four quartiles to be negatively impacted, with only one gainingin
allocation, because the highest quartile receives a greater proportion of current funds than do the smaller
areas. Thus, although the actual dollars gained by the larger quartile must be exactly equal to the number
of dollarslost by the others, a5% gain for the larger LWIAs allocation represents a much larger percentage
lossfor the smaller areas, because of the differing dollar amountsin current allocations.
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Figure lll-2: Alabama and Arizona's Formulas' Impact on Funds Directed
to LWIAs Based on Population Size
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LWIAs are the beneficiaries of this dternative formulawhile smaler onestend to lose
funds, both for adult and for youth alocations.

Similarly, cities tend to be the beneficiaries of this dternative formula for adults,
rather than suburbs or rurdl areas. Thisis not surprising given the above findings, Snce
citiestend to have higher populations than do these other areas. Buit the effect of this
dternative formulaisto direct nearly 8% more funds toward LWIAs that have heavy
concentrations of their population in cities, and to direct less of the funds toward LWIAs
in suburbs and rura areas. Specificaly, LWIAsthat are primarily suburban receive
nearly 4% lessin funds, while rurdl areas recaive just over 5% less when applying this
formula. Although youth alocations show asmilar pattern, for these funds, both cities
(3.9%) and suburban areas (1.8%) receive dightly more, on average, when applying this
dternative formula, while only rurd aress (-6%) lose funds.

As noted above, one of the primary features of this dternative formulaisto weight
more heavily those areas with higher numbers of people living in poverty. What the
above results suggest isthat poverty concentrations tend to occur morein LWIAswith
larger populations and in citiesthan in other areas. Thisis consstent with prior research
conducted on formula alocations, which have showed that the large percentage of the
alocation that is based on unemployment, rather than poverty, tends to direct money
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away from centrd cities® One effect of this dternative formula, then, may well beto
direct money toward those areas with greater poverty.

We can examine this possibility by looking a the effect this formulahas on LWIAS
with greater rates of poverty. Results of thisanalyss for adult dlocations are shown in
Figure 111-3, which breaks LWIAs down into quartiles based on their rates of poverty.
Interestingly, this figure suggests that it is not the areas with the highest rates of poverty
that benefit from this dternative formula. Rether, it is areas that have somewhat higher
rates of poverty that benefit the most. Specificaly, on average, LWIAsin the quatile
with the highest rate of poverty receive nearly the same amount of adult funds as they do
under the current formula. However, LWIAS in the next two quartiles recelve
subgtantialy more, on average, using this dternative formula. For example, LWIASIn
the third quartile (the 50" to the 75" percentile) receives nearly 8% more in adult funds,
on average, than they do under the current formula. In contradt,

Figure llI-3: Alabama and Arizona's Formulas' Impact on
Funds Directed toward Poverty
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those LWIAs with the lowest rates of poverty would receive, on average, 17% lessin
adult dlocations using the dternative formula than they do in the current formula. Thus,
this formula does target areas with higher poverty, dthough the areas with the highest

8 “ An Assessment of Funding Allocation under the Job Training Partnership Act,” (1986), Abt
Associates, Cambridge, MA.
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poverty change very little. Coupled with the findings concerning cities and rura aress,
this suggests that some rurd areas with very high rates of poverty receive less under this
dternative formula, perhgps because the absolute number of individuas within these
areas pales in comparison to areas with poverty rates that are not as high, but whose
absolute numbers of individuasin poverty is substantia.

Another consderation in targeting funds to locd areasis to do so based on the
LWIAS ahility to serve customers. As noted in Chapter |, one might wish to target funds
to those local areas who serve greater numbers of customers per WIA dollar, on the
notion that these areas are serving customers somewhat more efficiently than areas
sarving fewer customers per dollar. Such ameasure could be used, dbeit relaively
cruddy, to represent the demand for services reative to the overal dlocation made to the
locd area. Thisis, of course, not the only way in which one could assess efficiency, and
it does not assess the quality of WIA services provided. Rather, itisintended asa
potentialy useful way to categorize LWIASs on a dimension that captures demand for
LWIAS sarvicesin reation to the amount they are given to provide them. Assuch, it
should not be taken as the benchmark of qudity but, rather, as one way by which LWIAS
can be categorized while standardizing for the Sze of their dlocation.

Asameans of examining this, we obtained from the WIASRD datafiles
information on the number of customers enrolled in WIA for eech locd areaiin PY
2001 (the latest year for which data are available), and divided this number by the total
dlocation the LWIA was dlocated in our smulation for PY 2001, to provide arough
edimate of the number of individuas served per WIA dollar. In Figurelll-4, we
group LWIAsinto four quartiles from lowest to highest, with the higher quartiles
serving greater numbers of adults per WIA dollar. Ascan be seenin thisfigure, this
dternative formula does a very good job of targeting more adult funds toward those
LWIAs with higher numbers of customers served per dollar, while dso diverting funds
away from those local areas serving fewer customers per WIA dollar. Indeed, the
LWIAsin the top quartile would receive, on average, 4% greeter adult alocations than
under the current formula, while LWIAs in the next highest quartile would receive
nearly 11% more, on average. In contrast, LWIAS below the median in customers
served per dollar would lose money under the dternative funding, with those in the
lowest quartile losing, on average, more than 5% of their adult alocation.
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lll-4: Alabama's and Arizona's Formulas' Impact on Funds
Directed toward LWIAs Based on Customers Served per Dollar
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Thus, this dternative formula, which uses the sandard formula for 70% of adult
and youth dlocations, and employs two additiond factors, including unemployment and
poverty above the Sate average, for the remaining 30%, would subgtantialy ater the
alocations made to LWIAs under both the adult and youth programs. Primarily, it would
direct money toward areas with greater populations and areas that are or include cities,
and away from LWIAswith smaller populations and which are primarily rurdl. Although
this dternative would direct more funds toward areas that are higher in poverty, it would
not direct them toward those areas highest in poverty, likely because the areas with
highest poverty often tend to be rurd areas with smdler populations. Thus, their rdative
amount of individuds living in poverty, or who are unemployed, islikdy to be smdl in
comparison to areas with larger populations, even though their rates of poverty or
unemployment may be higher. Additiondly, this formulawould have the effect of
directing more funds toward areas that serve more individuas per WIA dollar, while
directing funds away from those areas that serve fewer customers per dollar.

Arizona’'s Formula. The next dterndive formulawe examined was the
discretionary formula adopted by Arizona. Similar to the formula described above, this
relies on the sandard adult and youth formulafor the minimum 70% of its dlocation, and
incorporates unemployment and high poverty (both of which are defined as rates that
exceed the Sate average), to make up the remaining 30% of the dlocation. Initssurvey
responses, Arizonareported that this formulawas intended to produce a more equitable
alocation of funds, aswdll as produce the least negative impact on itsloca areas. To
accomplish this, Arizona gives equd welght to these two additional measures, thereby
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applying a 15% weight to both the unemployment measure and the poverty measure.
Thus, the formulais caculated asfollows

Allocation = .233* (ASU Share) + .233* (Excess Unemployed Share) +
.233* (Disadvantaged Share) + .15* (Unemployment Above State Average
Share) + .15* (Number in Poverty Above State Average Share)

Dueto itsamilarity, it isnot surprisng that the impact of this formulais highly
gmilar to that described above. Results for this formula are shown aongside the results
for Alabama sformula, in the figures above. Ascan be seenin Figurelll-1, Smilar to
the formula used by Alabama, just over 10% of loca areas would observe a change of at
least 50% in their adult dlocation. Greater percentages, however, would experience
changes of between 25% and 50% (i.e., 24% of al LWIAS) aswdl as between 10% and
25% (i.e., 38%). Slightly more than one-fourth of al LWIAs would experience a change
of lessthan 10% in their adult dlocation, even in the absence of hold-harmless
provisons. Very smilar percentages occur for the youth formulaaswell. These results
are very smilar to those shown for Alabama, precisely because the two formulasrdy
upon very amilar factors. The sole difference is the amount of weight attached to
unemployment and poverty above the Sate average. Arizond s formula attaches greater
welight to unemployment, while Alabama s attaches greeter weight to poverty.

Given this disparity, we would expect that the impact of applying Arizond's
formulato al states would be that specific types of locd areas are affected somewhat
differentidly than by Alabama sformula. Thisimpact should be most evident when
examining LWIAs based on their poverty rates, because it is the weight of this factor that
is primarily responsble for differences in the alocations between the two dternative
formulas. The results displayed in Figures|11-2 and 111-3 largdy confirm this hypothess.
As seen in Fgure I11-2, the impact on targeting funds based on population of gpplying
Arizond sformula across dl gates isremarkably smilar to the impact of Alabama's
formula— areas with the largest populations receive, on average, more funds, while
smaller areas receive fewer funds. In each case, the direction isidentica, and the actua
percentageis extremdy similar aswell. Not shown in thisfigure are results when
examining the impact of Arizona sformulaon cities, suburbs, and rurd areas. These
results, too, are quite Smilar to those presented for Alabama sformula. Cities would
receive, on average, just over 5% more, while suburbs would experience very small
reductions, and rural areas would experience losses of about 5%.
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In contrast, though, Figure 111-3 shows that the impact of the two formulas differs
sgnificantly when consdering the poverty rates within the LWIAs. Specificdly, the
Arizonaformula, which gpplies alower weight to the poverty measure, has alesser effect
on LWIAswith different poverty rates than does the Alabamaformula. For example, the
Alabama formulaimpacts LWIAs with low poverty rates very negatively, as the lowest
quartile recaives over 17% less than when using the current formula. In contrast, using
the Arizona formula, this lowest quartile receives approximately the same amount as they
do under the current formula. Similarly, the Alabama formula targets gpproximately the
same amount of funds toward the highest quartile of LWIAS, while the Arizonaformula
directs nearly 4% lesstoward LWIAsin this quartile. In generd, then, this second
dternative formulais quite Smilar to the fird, but isless effective a directing funds away
from areas with low poverty rates, largely because it gives lessweight in the formulato

poverty factors.

Findly, applying Arizond sformulato dl states has asSmilar effect on our measure
of WIA efficiency. Ascan beseenin Figurelll-4, generdly speaking areasthat serve a
greater number of WIA customers per dollar would experience increases in their
dlocation, while those areas serving fewer customers per dollar would experience
reductions in their dlocations.

lowa’'s Formula. Thethird discretionary formulathat uses these same two factors
islowas. Inthiscase, however, only one of the two factorsis used, depending on which
program funds are being alocated. For the adult program, the poverty measure is
assigned a zero weight so that unemployment above the Sate average is assgned the
maximum 30% weight. In contradt, for the youth program, unemployment is assigned a
zero weight and, thus, poverty is given the maximum 30% weight in the formula. These
formulas are, then, conceptualy smilar, and because 70% of the dlocation is exactly
identica, they shoud be expected to produce results relatively smilar to that of the first
two dternative formulas described above. Y et, because the adult formula assgns no
additiona weight to the poverty measure, one might expect that it would be less suited
for targeting areas of poverty than the formulas presented above. Indeed, because more
than three-fourths of the dlocation is made entirely based upon unemployment, one
would expect that this formulawould target the unemployed dmost exclusvely. In
contrast, for youth alocation, more than 50% of the formulais based on poverty factors
and, thus, this formula should be best suited for targeting areas of high poverty, a least
among the dternatives and current formulas discussed thus far.

1-17 Social Policy Research Associates



[11. Comparisons of Current Allocations with
Alternative Models

Results for these formulas are displayed in Figures 111-5 and 111-6. The results shown
in Fgure I11-5 suggest that applying lowa s adult and youth formulas across dl stateswould
have a substantia impact on the alocations received by loca aress, though
the impact would be grester for youth funds than for adult funds. For example, while only
8% of LWIAswould experience a change of at least 50% in their adult alocations, nearly
fourteen percent of LWIAs would experience smilar shiftsin their youth funding.

Continuing this trend, while 23% of LWIAS would see a change of between 25% and 50%
in their adult funds, were lowa s adult formulato be gpplied across al dates, dightly less
than 29% of LWIAswould see smilar fluctuation under the youth program. Acrossthe
board, then, shifts produced by applying lowa s formulasto dl sates are greater for youth
dlocations than for adults. Thisis readily explainable because the discretionary formula
used by lowafor its adult dlocation is not dramaticaly different than the current standard
formula. Although it reduces the share alocated based on poverty from one-third to .2333,
and increases the share of unemployment from two-thirds to just over three-fourths, the
overweighting of unemployment as compared to poverty remains. In contrast, lowa s youth
adlocation switches this balance such that poverty is given more weight in the formulathan
the two unemployment factors

Figure IlI-5: Changes in Allocation Due to lowa's Formulas
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combined. Asaresult, one might expect there to be greater fluctuation among youth
dlocaionsto LWIAS, and less among adult dlocations, just asis shown in Figure 111-5.

The impects of lowa s formulaon LWIAs of different populations and different
regionsis quite Smilar to those seen for the prior two formulas. Specificaly, more funds
are targeted toward LWIAs with greater populations while fewer funds are directed
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toward suburban and rurd areas. Theimpact is particularly pronounced for the youth
formula, in which cities would expect to receive nearly nine percent more on average,
while suburbs and rurd areas each would |ose between four and five percent.

Given the above discussion, one would certainly expect that lowa s youth formulawould
better target areas with high poverty than would its adult formula. Figure 111-6 shows that
thisis, indeed, true. Specificdly, applying lowa' s adult formula across dl sates haslittle
impact on LWIAs based on ther rates of poverty. What little fluctuation does exist likely
does s0 because of the fact that the weight assigned to poverty is reduced from one-third
to .233 inthisformula. In contrast, however, goplying the youth formula across dl Sates
has substantia impact on LWIA'’ s youth alocation, depending on the poverty rates
within the LWIAs. For example, the quartile of local areas with the lowest poverty rates
loses just over 10% of its funds when applying this dternative formula. The next lowest
quartile smilarly loses portions of their funds, though only about 6.5% on average.
LWIAs n the top two quartiles, on the other hand, gain substantialy when gpplying this
formula. Indeed, LWIASsin the highest quartile, meaning those with the highest rates of
poverty, would experience an increase of just over 11% in their youth alocation were
lowa s formula adopted across dl states. Thus, thisformula does a very good job of
targeting youth

Figure 1ll-6: lowa's Formulas' Impact on
Funds Directed toward Poverty
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funds toward those local areas with higher rates of poverty. Figure I11-7 shows that this
formula has somewhat |ess ability to target funds toward those areas that are serving a
greater number of customers per dollar. For both adults and youth, this formula directs
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less money to the lowest and highest quartilesin terms of efficiency, while directing
more money toward the middle two quartiles.

Figure I1l-7: lowa's Formulas' Impact on Funds Directed toward LWIAs
Based on Customers Served per Dollar
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Florida’s Formula. Thefourth formula currently being used as a discretionary
formula alocates funds somewheat differently than those discussed above. Florida uses
the sandard formulafor the minimum 70% of its alocation for both youth and adullt.

The remaining 30% is dlocated on the bas's of the number of unemployed in excess of
1.25% unemployment within the local area. Thus, for both youth and adult alocations,
the formulais cdculated asfollows:

Allocation = .233* (ASU Share) + .233* (Excess Unemployed Share) +
.233* (Disadvantaged Share) + .3* (Unemployment Above 1.25% Share)

Similar to the formulas described above, implementing this dternative across dl
states would result in substantid changes to both adult and youth dlocations. Results for
these two sets of dlocations are shown in Figure 111-8. As can be seen in thisfigure,
athough only avery smal percentage of local areas would see ether their youth or adult
dlocations change by at least 50% under this formula, nearly half would experience
changes of between 25% and 50%. An additiona eighteen percent would experience
changes of between 10% and 25%, with the remaining 29% experiencing changes of less
than 10%, even in the absence of a hold harmless provision. Thus, dthough fewer
LWIAswould experience dramatic shifts in funding (of more than 50%), the vast
mgority of local areas would experience shifts of at least 10 percent, with most
experiencing changes of at least 25% for both their adult and youth alocations.
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Figure IlI-8: Changes in Allocation Due to Florida's Formulas
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Given these Szable shiftsin funding across al LWIAS it is criticd to identify how
areas of different types would be impacted by implementing thisformula. Interestingly,
relying on the lower threshold of unemployment, as this formula does, has Sgnificantly
different effects than those produced by the dternative formulas described above. Figure
111-9 displays how implementing Horida s formula across dl states would impact LWIAS
based on their population sze. As can be seen in thisfigure, unlike the dternaive
formulas described above, which targeted more funds toward areas with larger
populations, this formula does just the opposte. Indeed, LWIASin the highest quartilein
population would lose 4% of their adult dlocations, on average, were thisformulato be
implemented. In contrast, LWIAsin dl remaining quartiles stand to gain from
implementation of this formula, with those in the lowest quartile (the smdlest LWIAS,
based on population) experiencing gainsin adult dlocation of just over 8%. Thefigures
are nearly identicd for youth dlocations as well, which is unsurprisng given thet the
formulas used for the two sets of dlocations are virtudly identica .®

9 The sole difference between them is that the disadvantaged factor is cal culated for the number of
disadvantaged adults for adult allocation, and youth for the youth allocations. Because Florida uses a
discretionary formulafor 30% of its allocation, this sole difference receives aweight of only .233, or less
than one-fourth of the overall total allocation. Further, thisdifferenceisaready accounted for because we
are comparing the impacts of the alternative formula, across all states, to the current formula, in which the
initial difference between the two allocations was the one-third weight assigned to the disadvantaged
factors. Asaresult, the“true” difference between the two sets of allocationsis actually only ten percent (or
.333-.233). Given that the number of disadvantaged youth in agiven LWIA is highly correlated with the
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Figure IlI-9: Florida's Formulas' Impact on Funds Directed to LWIAs
Based on Population Size
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These findings are echoed by the results shown in Figure 111- 10, which depict how
implementation of Horida s formulawould impact LWIAs that are primarily in centra
cities, suburbs, and rurd areas. Ascan be seen in thisfigure, LWIAsthat are primarily
located in centrd cities and suburbs ether experience very little change as aresult of the
implementation of this formula, or would experience smal decreasesin their funding.
LWIAsin rurd areas, on the other hand, experience gains of dightly more than 2% as a
result of thisformula. Thisis due to the fact that there are substantid numbers of such
LWIAswho do not meet the threshold for either excess unemployment (4.5%) or ASUs
(6.5%0), but do meet the lower threshold used in thisformula. Thus, incorporating this
factor into the alocation formulaincreases the dlocation shares targeted to these aress.

number of disadvantaged adults, this difference in 10% of the allocation would be expected to result in an
even smaller differencein actual allocations.
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Figure I1I-10: Florida's Formulas' Impact on Funds Directed to Cities,
Suburbs, and Rural Areas
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Interestingly, this dternative formula aso targets funds well to areas of high
poverty. Despite the fact that the formula differs from the sandard formulaonly in that it
reduces the weight assigned to poverty and increases the weight assigned to
unemployment, the impact of the formula is to allocate more funds toward aress with the
highest levels of poverty, and away from areas with low poverty. Theseresultsare
dislayed in Figure 111-11. Ascan be seen in thisfigure, only LWIAsin the highest
quartile of poverty rates experience an increase in both their adult and youth funds. In
each case, this average gain is gpproximately 5.5%. The remaining LWIAS experience
decreasesin ther dlocations, with LWIASin the lowest quartile of poverty experiencing
an average reduction of dmost 5% in their adult and youth alocations.
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Figure 1ll-11: Florida's Formulas' Impact on
Funds Directed toward Poverty
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To understand why this happens, it isimportant to note the opposite results took
place when using the three previous formulas. Each of those targeted more funds toward
areas with greater populations (and, hence, cities) and toward poverty, but not
gpecificaly the areas with the absolute highest rates of poverty. When discussing those
results, we hypothesized that the reason for this was that the formulas were directing
alocations toward areas with reasonably high rates of poverty, but that had high absolute
numbers of individuas in poverty, while the areas with the highest rates of poverty were
likely to have lower numbers of individuas within them because they wererurd. The
results from Horida s formula provide the remaining evidence for this argumen.

Although Horida s formula specificaly targets unemployment above the threshold vaue
of 1.25%, in doing S0 it has the effect nationwide of dlocating greeter shares of funds
toward rurd areas. These areas tend to be those with the highest rates of poverty, even if
they do not have the largest numbers of individuas living within poverty. Thus,

Florida s formula happensto greetly benefit areas with very high poverty rates, though it
actudly directs funds away from areas that have the grestest number of peoplelivingin
poverty, as evidenced both by the reduction in weight given in the formula to the number
of disadvantaged peoplein an area, aswell as by the fact that the mgority of areaswith
high numbers of people in poverty, despite not having the highest rates of poverty,

receive lower dlocations using this formula

Interestingly, Forida s formula has the effect of targeting money away from areas
that serve more customers per dollar and toward areas serving fewer customers per dollar.
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As shown in Figure I11-12, both the top two quartilesin efficiency experience losses
under this formula, while the bottom two quartiles experience gains. Thus, one effect of
adopting this formula nationwide is that areas that tend to serve fewer customers per WIA
dollar would receive a greater proportion of the funds than they do currently.

Figure 111-12: Florida's Formulas' Impact on Funds Directed toward
LWIAs Based on Customers Served per Dollar

12.0%

8.0%

4.0%
O Adult
0.0% T T T
. @ Youth
-4.0%

-8.0%

Average Change

-12.0%
Quartiles w/Lowest 2nd Quartile 3rd Quartile Quartile w/Highest
Customers per Dollar Customers per Dollar

Quartiles of Customers per Dollar

ADDITIONAL ALTERNATIVE FORMULAS
Adult Formulas

In addition to the discretionary formulas described above, we aso conducted
numerous other dternative formulasin an effort to gauge how well these formulas could
target funds toward loca areas with particular characteristics. Although we do not
present a sevies of graphsto depict the results of these additional Smulations, so as not to
overwhelm the reader with too many figures, in this section we provide a brief summary
of some of our findings. For acompletelist of the dternative factors that we used in
gmulations as part of this project, please see Appendix A.

As noted above, one key dternative to the unemployed population that currently is
targeted in the adult and youth formulasis the relative Size of aloca ared s civilian |abor
force. The reasoning behind thisisthat snce WIA amsto serve the universa customer,
one cannot assume that only unemployed individuas would have a need for workforce
services. Indeed, nearly 20% of adult WIA registrantsin PY 2001 were employed at the
time of regidration. Whether they are looking to upgrade their skillsto obtain a
promotion with their current employer, or whether they would like to look for other
employment while they are currently employed, often those interested in workforce

111-25 Social Policy Research Associates



[11. Comparisons of Current Allocations with
Alternative Models

services are not unemployed. Asaresult, alocating funds on the basis of the
unemployed aone can perhaps direct funds away from employed individuas that would
very much like to access workforce services.

In an effort to assess what formulas might best target funds to areas with relatively
greater numbers of individuas in the civilian [abor force, we began by smulating a
model that used only this factor in alocating adult funds. Although this was quite
successful in targeting funds to areas with greater numbers in the labor force, for obvious
reasons, we could then examine how variants of this“pure’ formulawere able to
replicate the targeting of fundsto this population. Among models that might plausibly be
implemented, one in which the total number of unemployed individuds, the relative Sze
of the civilian labor force, and the number of disadvantaged adults, each weighted
equdly, was able to il target areas with high numbers of unemployed individuas while
as0 better targeting areas with large civilian labor force populations. Additiondly,
amilar modds employing the population of a given LWIA in place of the civilian labor
force performed nearly aswell. Not surprisingly, these formulas tend to benefit areas that
have larger populations and LWIAs that are in cities, and while rurd areas and those with
smdl populations experience reductionsin their dlocations.

In contrast to the notion of the universal customer, we devised aformulato
smulate the number of adultsin poverty who were also unemployed. We cregated this
smulation because these individuas represent the combination of the two current types
of factors employed in the standard adult formula. Although there is no requirement
under WIA that adult customers be disadvantaged, most states acknowledge giving such
customers priority when funds are scarce. Thus, disadvantaged individuas can be seen to
be atarget for WIA services. Of course, not dl disadvantaged individuas will want to
use workforce services. Many have become discouraged by their employment prospects
and smply dropped out of the workforce. Others are caretakers, for children or other
family members, and these individuds, too, are unlikely to be looking for employment.
Thus, the combination of being disadvantaged and unemployed would seem alikely
indicator of both aneed for and a desire to receive workforce services. Asaresult, we
crested severa formulas that used the relative number of unemployed and disadvantaged
individuas as the target population.

One ggnificant problem with modding such formulasis that substate measurement
of poverty can only be done every so often. Poverty data typicdly are obtained through
the Census, which occurs only every ten years. Although there are ways of estimating
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these data between Census collections, often these data are not available or bleto
state to be used for subgtate dlocation. Thus, the factors included in our efforts to target
the unemployed disadvantaged population dl are reliant on Census data.

The smulation modd which best targets this popul ation incorporates the total
number of unemployed individuds, the number of individualsin poverty, and the number
of individuds in poverty who dso are unemployed. The unemployment factor is
weighted at 50%, while the remaining two factors are each weighted at 25%. A smilar
modd using the number of excess unemployed in areas of excess unemployment
produces very smilar results,10 but is likely to be subject to greater fluctuation due to the
use of the threshold factor. These models have the effect of shifting money toward cities,
though LWIAs n rurd areas do not experience substantia losses. Instead, LWIASIN
suburbs experience marked declinesin their allocations. Areas with larger populations
gtand to benefit under the scenario, while those LWIAs with smaller populations tend to
experience reductions.

Y outh Formulas

We dso smulated severd additiona youth models, including substituting
unemployment rates for youth in the sandard formula, the number of high school
dropouts, and the number of jobless and unemployed out-of-school youth. Severa of
these will be described more fully below when we discuss the results from our
smulations of formulas proposed as part of WIA reauthorization legidation.

Because the specific digibility requirements for youth include being disadvantaged
and having one or more of a specified set of barriers, identified in Chapter I, there are no
data that enable usto accurately target the eigible population at the substate level. We
can, of course, calculate the relative number of youth in poverty in each locd area, but
there are no individua-level data available that would alow usto determine which of
these youth have the additiond barrier that would make them digible for WIA sarvices.
Instead, then, we must smulate models that target these characteristics separately.

The single best formulato target the number of disadvantaged youth isto use a
gngle factor in the dlocation formula: the number of youth living in poverty in each
LWIA. Thisfactor isreadily available, but because this number is caculated only when

10 | n this model, we define areas of excess unemploymentexactly as they are defined in the current
standard formula model, described above.
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each Censusistdlied, there would be no variation in dlocations for aten-year period,
even asthe actua numbers of individuds living in poverty changes subgtantialy during
that period. Thissmulation produces subgtantid increasesin funds directed toward
cities, and also toward areas that have larger populations.

In addition to this mode, we dso smulated modd s that examined the inclusion of
high school dropouts in place of the unemployment in ASUs. This modd had the
interesting impact of directing funds away from areas of poverty, and toward areas with
lower rates of poverty. It dso directed money toward areas with larger populations,
though the impact on cities was somewhat less than other models examined in this paper.

We dso smulated models that incorporated out- of-school youth as akey factor. In
one modd we subgtituted this factor for unemployment in ASUs, while leaving the
remaining two factorsin the modd. The result of this smulation was to direct more
money to areas with larger populations and to cities, with alower percentage of resources
being directed toward rura and suburban aress. Interestingly, thisformula aso had the
effect of targeting areas with lower rates of poverty, athough the negative impact on
areas with very high rates of poverty was rdatively minima.

D1SLOCATED WORKER FORMULA

We dso smulated the current didocated worker formulafor severd states1l These
amulations were somewhat more complex than those for the adult and youth programs,
because there are gnificantly more factorsincluded in many sates formulas, thereisno
standard formula upon which most states models are based, and the weights assigned to
each factor vary dramatically across states. For example, most states applied a weight of
25% or more to unemployment factors, but some states gpplied only a 5% or 10% weight
to thisfactor. Smilarly, many dates utilized farmer-rancher economic hardship data, but
the definitions of these data varied across sates. Further, severd states did not include
any such data as afactor in their formulas.

11 Because WIA allows states to select from awide variety of factorsto include in their dislocated
worker formulas, some states included to incorporate factors for which only they had accessto data. We
contacted several statesin an effort to obtain all relevant datafor the dislocated worker formula, but were
successful in only some cases. Asaresult, the data presented for dislocated workersis applicable to 23 of
the 38 multiple-area states from whom we received survey responses (and, thus, could model their
dislocated worker formulas).
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Neverthdess, we smulated current alocations for the didocated worker program
much as we did for the adult and youth programs. Although there was no standard
formulathat could be used to smulate current dlocations, we smply included al
potentia factors—including unemployment data, unemployment concentrations, plant
closing data, mass layoff data, declining industries data, farmer-rancher economic
hardship data, long-term unemployment data, and the three factors included in the
standard adult formula—into a sngle smulaion mode, and assigned the appropriate
welights to each factor (assigning a zero weight when a state had opted not to use this
factor in their formula).

In an effort to Smulate aternative models, we did not gpply any angle sate's
current formulato al other states because the variation was so greet in the specific
weights and factors used, and the possibilities virtudly endless in the specific formula
that coud be applied. Rather, we Smulated three primary dterndtives. Thefirst of these
was to smulate funding usng the standard formula for adults, becauseit is
acknowledged that didocations are by their nature very hard to predict, we examined
what the effect would be of not atempting to target funds based on an eaborate formula
that takes into account seven or eight factors but, rather, to include the relatively
graightforward formula used to dlocate funds to the adult program. The second
dternative was to apply the inter-state did ocated worker formulato substate areas. This
formula, which is based equally on three factors, the relative number of unemployed
individuas within each gate, the number of excess unemployed, and the number of long-
term unemployed (defined as unemployed for 15 weeks or more), could be used to
dlocate fundsto locd areas. This formulawould thus mitigate the fact that the factors
producing a state’ s didocated worker dlotment are quite different from the factors
producing each locd area’sdlocation. Further, in the subsequent section, we smulate
the effects of three additional models that apply to dl adult funds, including current WIA
adult and didocated worker funds, as well as Wagner-Peyser funds, and compare the
alocations made under these dternative formulas to those made by the combined tota of
current dlocations for the three formulas.

Our firgt dternative to the current formulas used by states was to apply the standard
adult dlocation formulato the didocated worker program. Doing so should have fairly
subgtantia effects on the dlocations, though it is unclear that they would be in any way
less effective in targeting levels of need, because such need is o unpredictable across
program years. Thus, thefirg dternative modd is caculated as:
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Allocation Share = .333* (ASU share) + .333* (Excess Unemployed Share) +
.333* (Disadvantaged Share)

Results for thismodd are displayed in Table111-1. As can be seenin thistable, the
impects upon the dislocated worker dlocation are quite substantial.

Tablelll-1
Per cent Funding ChangesBetween Current Dislocated Wor ker and
Standard Adult Formula
Percentage
Absolute Value of Percentage
Change
0-5% 18.7
5-10% 14.9
10-15% 17.6
15-25% 24.3
More than 25% 24.5
Size of Population
Lowest Quartile -12.7
2" Quartile 11.9
3 Quartile -3.8
Highest Quartile 7.1
Type of Area
City 3.2
Suburb -5.8
Rurd -14.6

Nearly two-thirds of dl loca areas would experience a shift of more than 10%,
and more than one-third would lose at least 10%. Nearly one in four areas would
experience changes of greater than 25%, were no hold-harmless provison enacted.
Further, these reductions would hit hardest on smdler areas and rurd aress, while
benefiting areas with larger populations and thosein cities.

Our second dternative modd was to apply the inter-state formulato substate
dlocations. Assuch, thismodd is cdculated asfollows:

Allocation Share = .333* (Unemployed share) + .333* (Excess Unemployed Share)
+ .333*(Long-Term Unemployed Share)
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The advantage of thisformulaisthat the locd areadlocation, which ultimately is
the destination of the mgority of funds, would be made in the same fashion asthe
dlotments are made to Sates. Thus, the factors for which states actudly receive their
alotments would be used to dlocate funds to their locad areas, which implies that the
funds are being targeted more consistently throughout the process. Of course, as noted in
Chapter |, the use of atwo-tier process introduces some bias because the funds are
originaly alocated to sates, and are then re-pooled and alocated to local areas. Despite
this bias, however, utilizing the inter- state formula for substate alocations would make
the two digtribution processes more smilar than is currently the case and, thus, should
target the resulting alocations more accurately, assuming of course that the inter-state
formula represents an accurate indicator of WIA's, or DOL’s, target. Resultsfor this
modd are shown in Table I11-2.

Tablell-2
Per cent Funding ChangesBetween Current Dislocated Worker and
Inter-State For mula
Per centage Change

Absolute Change
0-5% 23.3
5-10% 247
10-15% 16.5
15-25% 219
More than 25% 13.6
Size of Population

Lowest Quartile 6.9

2" Quartile -10.2

39 Quatile -8.1

Highest Quartile 5.0
Typeof Area

City 4.1

Suburb -3.2

Rurd -5.6

As can be seen in thistable, the impact of this dternative formulais substantialy
less dramtic than gpplying the standard adult dlocation formula, shown above. Thisis
likely because the three factors incorporated into this formula are used by many of the
datesin their current substate dlocation formula. Thus, dightly more than half of dl
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LWIAswould experience shiftsin funding of more than 10%, but this means that nearly
haf would experience shifts of less than 10%, even in the absence of hold-harmless
provisions. Further, the impacts on areas of different types are not as greet as under the
gtandard adult formula. Both the smdlest and the largest group of LWIAS, in terms of
population size, would stand to gain under this formula, and while cities would stand to
gain and rurd aressto lose under thisformula, the size of the shiftsis not particularly
substantid.

| MPLEMENTING PROPOSED FORMULAS

In addition to the discretionary formulas dready in use by severd dates, we dso
sought to examine the potential impact of formulas proposed under recent legidation asa
modification of the WIA dlocation formulas. These formulas, described morefully in
Chapter |, represent a substantia overhaul of the current alocation mechanisms for
severd reasons. Fird, rather than dlocating funds separately under adult, didocated
worker, and youth funding streams, they replace thiswith only two separate streams of
funds youth and adult. The youth dlocation remains largely the samein its target,
though the actud alocation mechaniam differs sgnificantly, as described below.

Adult Allocations

The adult dlocation, however, combines the current WIA adult and did ocated
worker funding streams with that from Wagner-Peyser, and creates a single source of
funds for these three historically separate programs. Because of this change, in order to
examine how the dlocations would change as aresult of the proposed formulas, we first
needed to combine the three streams of funding and mimic the current funding formula,
To do s0, we had to integrate the total current allocation to local areas for each of the
three sources of funding. Whilethisisreatively straightforward for the adult and
didocated worker dlocations, including Wagner-Peyser cregtes unique difficulties
because this program currently is a state-run program that has no substate alocation
formula. Rather, funds are distributed to states, which subsequently distribute funds to
their employment offices throughout the state in whatever way they deem most
gppropriate. These employment offices need not correspond to current LWIA boundaries
and, thus, creating dlocations for LWIAs usng Wagner- Peyser funds must rely on
reasonable hypotheses rather than actua formulas.

To estimate current Wagner- Peyser dlocations, we had to estimate the amount of
funds that would be withheld for Statewide activities, and, for the remainder, we needed
to develop aformulato dlocate fundsto loca areas. Thefirgt of these tasksis made
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especidly difficult in that there is no current estimate for state set-aside funds, asthe
program is a statewide program. We estimated 10% for this percentage, because thisis
the sum dlotted to each state that can be reserved for use by the state for specified
datewide activities, such as performance incentives, services for groups with specia
needs, and extra costs of exemplary models for ddlivering services12 Thus, for both the
current alocation estimate, and the estimate derived from the proposed formulas, we set
asde 10% of the funds to be held for statewide activities, with the remaining 90% to be
alocated to loca areas. To develop aformulafor dlocating this remaining 90% of
Wagner-Peyser funds, we smply rdlied upon the formula used to dlocate funds to the
daes. Thisformulaincludestwo factors. The firgt, which is given two-thirds of the
weight, is the number of individuals within the civilian labor force. The second, given

the remaining one-third weight, is the number of unemployed individuas within a Sate.
Similar to the federa disbursement to states, in order to estimate current Wagner- Peyser
dlocations to LWIAs we assumed states would dlocate funds using this same formula.
Thus, for each locd area, we caculated the number of unemployed individuads aswell as
the number in the civilian labor force. The specific formulais thus caculated as

Allocation = .667* (Civilian Labor Force Share) + .333* (Unemployment Share)

By summing each local areal s values across LWIASs to receive the state total, and
then dividing each LWIA’s number by the Sate totd, we are able to develop proxies for
current Wagner-Peyser dlocationsto LWIAs. We could then combine these dlocations
with those for did ocated workers and adults to obtain a reasonable estimate of the current
dlocation, againg which we can compare the dternative formulas that have been
proposed under H.R. 1261.

The proposed adult formula represents an amalgamation of the current adult and
Wagner-Peyser dlocations, combining the number of unemployed and the number in the
civilian labor force from the state-level Wagner-Peyser formula with the excess

12 Gjven that the Wagner-Peyser program is a statewide program, this ten percent figure cannot be
taken to mean thisis the sole set-aside for states. Indeed, the remaining 90% of funds are to be used by
states for abroad variety of purposes which include services to job-seekers and employers, but also include
evaluation, developing linkages with other service agencies, developing and providing labor market
information, devel oping management information systems, and administering the work test for the
unemployment compensation system, many of which could also accurately be described as statewide
activities. Thus, in addition to setting aside 10% for statewide activities, we also conducted similar
simulations using a set-aside of 25%, and achieved highly similar results.
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unemployed and disadvantaged adult factors from the current WIA adult formula
Specificdly, thisformulais caculaed asfollows

Allocation = .6* (Number of Unemployed Share) + .25* (Excess Unemployed
Share) + .15* (Disadvantaged Share)

Though it includes no specific factors currently being used by the didocated
worker formula, much of the inter-state and substate allocations for this program depend
on unemployment factors. Thus, despite the fact that severd different funding streams
with different alocation formulas are merged together, the proposed formula may not
creste dramatic differences in dlocations because many of the factors from the current
formulas are included in the proposed formula, and other factors not included are
conceptudly smilar to those factors included in the present formulas.

H.R. 1261 proposes that inter-state allotments be made using this sandard formula,
and that, for substate allocations, 85% of the dlocation for adult funds be made using this
formula, and the remaining 15% be dlocated usng aformula of the state’ s choosing.

One critica agpect of our smulations is that we only examine the impact of substate
dlocations, rather than incorporating changesin inter-state allotments aswell. There are
two reasons for this. First, our charge was only to examine substate allocations rather
than inter-gtate adlotments; thus incorporating such changes would have expanded the
scope of the study beyond what we had been asked to do. Second, and more important,
however, isthat incorporating changes in inter-state alotments would creste far more
substantial changes between current and proposed alocations, which would thus reduce
our ahility to examine the pecific impact of the formulas. By this, we mean that by
holding the gtate dlotments congtant, while examining changes produced by the substate
dlocations, the changes due to the differing substate formulas can beisolated. In so
doing, we gain a better perspective on how the proposed changes impact the substate
dlocations that are the focus of this study. To understand the full impact of
implementing proposed changes, one must begin with inter-state alotments, and follow
the alocations through to local aress.

Although the proposed formula suggests that 15% of the substate alocations would
be made using a discretionary formula, we have no information on exactly what states
would choose when implementing thisformula. As aresult, we examine the effects of
the formula when calculated in two separate ways. Firgt, we discuss how the alocations
change when gpplying this formulafor 100% of the alocation, to assess how substantia
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would be the change were states to adopt the formulawholesde. Following this, we
discuss how the dlocations would change if states used the proposed formulato dlocate
85% of their available funds and, for the remaining 15%, used some discretionary factor,
as described below.

Reaults for the analysis using the proposed formula to alocate 100% of the adult
funds are shown in Figure [11-13. As can be seen in thistable, the proposed formula
actually produces results that are somewhat more smilar to the current dlocation
mechanisms than do many of the dternative formulas discussed above. Only 7.1% of
LWIAswould experience shiftsin their funding of more than 50%. And dightly more than
onein four would experience shifts of between 25% and 50%. Approximately one-third of
LWIAs would experience a change of between 10 and 25% in their adult dlocations, and
about one in four locd areas would experience a change of less than 10% in their adult
alocation under this proposed formula. Thisrelative sability, at least in comparison to
some of the dternative formulas discussed above, is due primarily to the fact that the
Wagner-Peyser funding mechanism remains somewhat intact. Fully 60% of the proposed
formula uses one of the the two primary factors used in the current Wagner-Peyser formula
This overlgp creates a congstency within the dlocations that limits the change that would be
experienced if such aformulawas adopted.

Figure 11I-13: Changes in Allocation Due to
Proposed Adult Formulas
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As noted above, the proposed legidation actualy would mandate that only 85% of
the al ocation be made using thisformula. The remaining 15% would be alocated usng
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aformula of the state' s choosing. Because we do not know exactly what factor(s) states
would choose to dlocate this remaining 15%, in an atempt to Smulate the effects of this
proposed formula, we estimated two different models, each using a different factor for
the 15% of the dlocation that would be |€eft to the state’ s choosing. In the first modd, we
use unemployment in ASUs as the discretionary factor. Given that thisis the only factor
from the current adult alocation mechanism not included in the proposed formula, it is
quite likely that sates, in the interest of preserving stability in funding to their locad aress,
would choose to include this factor to dlocate their discretionary 15%. For thisformula,
then, the formulais caculated asfollows:

Allocation = .51* (Number of Unemployed Share) + .2125* (Excess Unemployed
Share) + .1275* (Disadvantaged Share) + .15* (ASU share)

Reaultsfor thisformulaare dso shown in Figure [11-13. As can be seenin this
figure, this formula aso produces relative consstency in LWIA funding, which is
perhaps not surprising because it includes only factors that currently are a significant
portion of theformulas. The shiftsin funding that do occur are rdaively smdl, in
comparison to those noted for severd of the other dternative formulas identified above;
less than ten percent of loca areas would experience changesin their funding of over
50%, and an additional ten percent would experience changes of between 25% and 50%.
But nearly forty percent of LWIAs would experience a shift of between 10% and 25%
under this dternative of the proposed formula, and dightly more than forty percent of the
locd areas experience less than a 10% shift in funding even with no hold-harmless
provison in place.

The second model smulated uses the proposed formulafor 85% of the dlocation
and unemployment above the state average as the discretionary 15%. The reasoning
behind such amodd isthat three of the four states that currently have adopted a
discretionary formula used unemployment above the state average as a criticd factor in
their adult formulas. Thus, it is plausible that other states would be interested in adopting
thisfactor as a criticd feature in their own discretionary dlocations. Asaresult, the
formulafor thisesimationisidentica to the one just presented, with the sole exception
that unemployment above the state average is substituted for the ASU factor asthe
discretionary factor with a 15% weight. Results for this formula are shown aongside the
previous two formulasin Figure 111-13. As can be seen, this formula creates much larger
shiftsin funding than ether of the previoustwo formulas. Thisis perhgps unsurprising,
given that the discretionary factor chosen is not included in any of the current funding
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formulas being integrated into the single stream of funds. Further, we have dready seen
how including unemployment above the sate average can help to create szable shiftsin
funding to LWIAS, and this proposed formula adds further evidence to that theme.

Thus, using ether the proposed formula to dlocate 100% of the funds, or usingitin
conjunction with unemployment in ASUs would not appear to cause dramatic shiftsin
alocations experienced by the vast mgority of LWIAs. Still, however, severd locd
areas would experience sgnificant shiftsin funds, in the absence of a hold-harmless or
amilar provison. Further, asthe modd utilizing unemployment above the Sate average
shows, some discretionary factors used in concert with the standard proposed formula
create much more substantid shifts in funding from the current formula. Thisraisesthe
question of how locd areas of different types would be affected by these formulas: what
types of loca areas sand to gain from the implementation of these formulas, and which
gtand to lose funds? We present severd aspects of thisin Figures I11-14 through 111-16.

In thefirg of these figures, we examine how the three variants of the proposed
formulaimpact LWIASs of different population szes. As can be seenin Figurelll-14, the
impact of adopting this proposed formulato alocate 100% of the fundsis grestest on
those LWIAs that have the largest populations. LWIASs in the each population quartile
stand to gain or lose between 5 and 10 percent relative to their current alocation. For
example, LWIAsin the highest quartile of population stand to gain dightly less than 7%
under this proposed dternative formula. LWIASsin the next highest quartile andsto
gain an dmogt identica percentage. In contrast, LWIAs in the bottom haf in terms of
population could expect to lose funds under this alocation approach. For example,
LWIAsin the lowest population quartile would lose 8.1 percent, on average, were this
formula adopted, while LWIAsin the next lowest quartile could expect to lose
approximately 7.5% of their funds.
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Figure 1ll-14: Proposed Adult Formulas' Impact on Funds Directed to
LWIAs Based on Population Size
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In the second formula smulated, in which the proposed formula accounts for 85%
of the alocation, and unemployment in ASUs accounts for the remaining 15%, the results
look fairly smilar to those presented above. LWIAs in the highest population quartile
would stand to gain about three percent, and those in the next highest quartile would gain
5 percent. In contrast,, LWIAsn the lowest quartileswould lose funds. LWIASin the
lowest quartile would lose nearly 9 percent of their funds, while those in the next highest
quartile would lose a more modest 2 percent. These changes are consistent with what
was shown above, that the proposed formulawith unemployment in ASUs as a
discretionary factor would cause some shiftsin funding among most LWIAS, but that
these shifts are relatively minima compared to some of the dternatives described above.

The third formula we estimated shows quite different impacts on locd areas.
Indeed, this formula, which uses unemployment above the Sate average for the
discretionary 15% factor, tends to direct greater percentages of funds toward LWIASsin
the highest population quartile, and directs funds awvay from those in the lower quartiles.
And the disparity between the highest and lowest quartilesisrelatively great, as LWIAS
in the highest quartile would experience gains of just more than 6%, while those in the
lowest quartile would experience losses of nearly 10%. Clearly, then, thisthird formula
creates greater disparities between larger and smaler LWIAS, which could be expected
given the greater ingability the formula creates in generd.

InFigure 111-15, we display the impacts of these three formulas on LWIAsthat are
primarily in cities versus those in suburbs and rura areas. As can be seenin thisfigure,
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the estimation that uses only the proposed formula tends to direct more funds toward
cities, while directing sgnificantly fewer funds toward suburbs and rurd aress. A
smilar, though somewhat more muted result is observed when using the proposed
formula and unemployment in ASUs as the discretionary factor given a 15% weight.
LWIAsin cities stand to gain under this formula, while those in suburbs and rurd areas
would experience small reductionsin their alocation. In contrast, however, using
unemployment above the Sate average has very different impacts on LWIAsin these
different categories. LWIAsthat are primarily in cities stand to gain nearly 11% under
such aformula, while those that are primarily suburban would lose 7.3% and rurd aress
would, on average, lose over 13%.

Figure IlI-15: Proposed Adult Formulas' Impact on Funds Directed to
Cities, Suburbs, and Rural Areas
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Next, we examine these three dternative formulasin their impact upon LWIAswith high
versuslow poverty. Theseresults are shown in Figure 11-16. Inthisfigure, it isclear
that the three formulas produce substantially different results. For example, under the
dternative in which the proposed formulais used to dlocate 100% of funds, LWIASIn
the top two quartiles in poverty rates (i.e., have the highest rates of poverty) would
experience losses in thelr funds, while LWIASs in the lower two quartiles would
experience gains. In contrast, using the formulain which 85% of funds are alocated
using the proposed formula and 15% are dlocated using the number of unemployed in
ASUs, the lowest and highest poverty quartiles of LWIAS experience losses, while
LWIAsin the middle two poverty quartiles experience gainsin their dlocations. In each
case, the gains and losses are rdatively small, which is consstent with our generd
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finding that this formula cregtes rddive little shifting in funding among local aress.
Findly, the dternative in which the proposed formulais used to dlocate 85% of funds,
and unemployment above the state average is used to alocate the remaining 15%,
produces il different dlocations. Under thisformula, LWIAsin the lowest two
quartiles experience reductions in their funding, while those in the highest two quartiles
experience gains. On average, LWIAS experience larger shiftsin funding under this
formula as compared to the other two aternatives presented in this figure,
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Figure 111-16: Proposed Adult Formulas' Impact on
Funds Directed toward Poverty
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Findly, we examine the effect of adopting these formulas on LWIAS based on their
reaive efficiency in sarving WIA cusomers. Theseresults are shown in Figure 111-17.
As can be seen in thisfigure, the impact of the three formulas is somewhat different in
each case. Using the proposed formulato alocate 100% of the funds would direct money
toward those in the highest two quartiles in terms of customers served per WIA dollar,
while directing funds away from the lowest two quartiles. Using unemployment in ASUs
as adiscretionary factor would create a quite Smilar effect, directing money toward the
highest two quartiles, and away from the lowest two quartiles. Findly, usng
unemployment above the sate average has much the opposite effect; in such an
dternative model, more funds are directed toward those LWIAs that are low in the
number of customers they serve per WIA dollar.
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Figure 111-17: Proposed Adult Formulas' Impact on Funds Directed
toward LWIAs Based on Customers Served per Dollar
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In generd, then, the proposed formula has severa postive features that may well
enhance its attractiveness to both DOL and LWIAs. When applying the formula
exclusvdy, or in combination with unemployment in ASUs, amgority of LWIAs stand
to benefit in their dlocations. Thisis because the areas that would experience increases
are, on average, Imdler areas with lower initia alocations. Asaresult, many such areas
can experience significant changes in their dlocations at the expense of afew, rdativey
amdl reductions for larger areas with much larger initid WIA dlocations. Thus, in cases
inwhich LWIASs experience losses, these reductions are generaly rlatively smdl. In
contrast, implementing the proposed formulain combination with unemployment above
the Sate average, afactor many of the states currently using a discretionary formula have
chosen to include in their models, would produce much more substantid shiftsin funding
from the current dlocation, with the genera result that larger LWIASswould experience
increases in dlocation, while smaler and more suburban or rurd LWIAswould
experience losses. Effects areless clear for targeting money toward local areasthat serve
higher numbers of customers per dallar, as the formulas create broadly varying results.
What is clear from these results, however, isthat usng unemployment in ASUsas a
discretionary factor in addition to the proposed formula, or smply using the proposed
formulato alocate 100% of the funds available, would cregte rdaively Smilar
dlocations as currently exi.
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Youth Allocations

In contrast to the proposed adult formula, which streamlines programs and services
by merging three separate programsinto a single one, the proposed youth formulawould
remain targeted toward the same single program it currently is, though the actud formula
would be dtered significantly. For example, neither of the two threshold unemployment
factors, which condtitute two-thirds of the current youth alocation formula, would be
included under the proposed formula. Instead, these formulas would be replaced by two
new factors, including the number of unemployed individuas within an area (not limited
to specific ages) and the number of youth (ages 16 to 19) in the civilian labor force.
Although the number of unemployed individuds involves unemployment, this factor is
quite different from the previous factorsin thet it is not based on a threshold measure but,
rather, araw count of the number of unemployed individuals. Indeed, the proposed youth
formula diminates threshold measures, and instead relies on smple counts of the number
of individuasfaling into any one of the three categories. Both the number of
unemployed individuas and the number of youth in the civilian labor force would receive
one-third of the weight under the proposed formula. The final one-third of the dlocation
would be made using the same factor currently in place — the number of disadvantaged
youth.

Because the targeted population remains the same, making comparisons between
the current formula and the proposed formulaiis rdlaively sraightforward. To caculate
results for the proposed formula, we used the standard formula, which isidentified in
H.R. 1261. Specificaly, thisformulais caculated as follows:

Allocation = .333* (Number of Y outh in Labor Force Share) + .333* (Number of
Unemployed Share) + .333* (Number of Disadvantaged Y outh Share)

In adight difference from the adult formula, H.R. 1261 proposes that 80% of the
alocation for youth funds be made using this formula (as compared to 85% of adult
funds), and the remaining 20% be dlocated usng aformula of the state' s choosing (as
compared to 15% of the adult funds). Our andysisis pardld to that presented above for
adults. Firdt, we discuss how the dlocations change when gpplying this formula for
100% of the allocation, to assess how substantial would be the change were states to
adopt the formulawholesale. Following this, we discuss how the dlocations would
change if states used the proposed formulato dlocate 80% of their available funds and,
for the remaining 20%, used some discretionary factor, as described below.
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Changes produced by the proposed formulaare shown in Figure 111-18. Ascan be
seen inthisfigure, if states were to adopt the proposed formulato alocate 100% of their
youth funds to loca aress, there would be some significant changesin the alocations
produced. For example, nearly one-third of dl loca areas would experience changes of
greater than 50%. An additiona one-third would experience changes of between 25%
and 50%. Another 19% would experience changes of between 10% and 25%, and only 1
in 6 LWIAswould experience changes of less than 10 percent. These changes would
only occur, of course, in the absence of hold-harmless provisons, but it is clear thet the
effect of the proposed youth formulawould be to create sizable shiftsin dlocation to
LWIAs.

Also shown in Figure 111-18 are results from a second smulation, which uses the
proposed formulato alocate 80% of the funds under the youth program, and uses youth
poverty above the sate average to alocate the remaining 20%. Because we do not know
exactly what states would sdlect to include in their formulas for the discretionary 20%,
we opted to include youth poverty above the state average because three of the four states
that have currently adopted a discretionary formula have included this measure. Thus, it
is plausible that other states would be interested in adopting such a measure, especidly
given that the focus of the youth program would remain on serving disadvantaged youth
and, as areault, including this measure

Figure 111-18: Changes in Youth Allocation
Due to Proposed Formulas
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would further target funds to those local areas with higher rates of youth poverty. The
gpecific caeulaion of thisformulais asfollows
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Allocation = .233* (Number of Y outh in Labor Force Share) + .233* (Number of
Unemployed Share) + .233* (Number of Disadvantaged Y outh Share) +
.2*(Number in Poverty Above State Average Share)

The results shown in Figure 111-18 are amilarly gtriking in the amount of change
they would produce in dlocationsto LWIAs. More than one-third of dl LWIAswould
experience shiftsin funding of more than 50%, while an additiona one-third would
experience changes of between 25% and 50%. Far smaller percentages would experience
less dramétic shiftsin their funding.

Figure IlI-19: Proposed Youth Formulas' Impact on Funds Directed
toward LWIAs Based on Population Size

40.0%

g 20.0%
S 0.0% O Proposed100%
. 0 T T T
& S B Prop80%, StateAvg
)
-20.0% 1T
o
Q  -40.0% T
<
-60.0%
Quatrtile with 2nd Quatrtile 3rd Quatrtile Quartile with
Smallest Largest
Populations Populations

Quartiles of Population

In Fgurelll-19 and 111-20, we show the impacts of these proposed youth formulas
on LWIAswith different characteristics. As can be seen in this figure, the impacts of
these proposed youth formulas on LWIAs are so quite dramatic. For example, both
formulas direct far greater proportions of funds toward local areas with
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Figure I1I-20: Proposed Youth Formulas' Impact on Funds Directed to
Cities, Suburbs, and Rural Areas
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the largest populations (as much as 24% more toward areas with the highest population), while
directing subgtantialy less funds toward areas with smdler populations. Not surprisingly,

given thisfinding, each formula dso directs sgnificantly more funds to cities and suburban

aress (between 10% and 16% more in each case), and away from rura areas (which would
experience reductions of between 30% and 33%).

Further, in Figure I11-21, we show the impact of these formulas on areas with different
poverty rates. As can be seen in thisfigure, the proposed formula would have the effect of
directing money away from areas of poverty, with the highest poverty quartile of LWIAS
experiencing reductions of nearly 11%, while increasing fundsin areas that are lower in poverty.
The dternative formula, which uses poverty above the state average to alocate 20% of the funds,
reverses this effect, such that areas highest in poverty would experience gains of eghteen percent,
while areas lower in poverty would experience losses of up to fifteen percent.
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Figure IlI-21: Proposed Youth Formulas' Impact on
Funds Directed toward Poverty
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Findly, athough we do not display the resultsin afigure, both formulas would serve to
direct somewhat less money toward those local areas that serve higher numbers of youth
customers per WIA dollar. In both formulas, the top two quartiles on this measure would
recaive dightly lessin funds. The highest quartile would experience losses of up to 9%, while
the lowest quartile would experience gains of 8 to 13%. Thus, the Sgnificant shifts caused by
these proposed youth formulas would tend to favor LWIAs that serve fewer youth customers
per dollar.

M ECHANISMSTO PROMOTE ORGANIZATIONAL AND FINANCIAL
STABILITY

As has been made clear in the previous sections, many of the dternatives to the current
formula create substantia shiftsin dlocations. While these shifts represent the areal s “true”’
dloceation, depending on the specific formula being implemented, they do not take into account
that loca areas mugt have some amount of ability in their year-to-year funding in order to
provide servicesto those in need of them. Indeed, many have suggested that changes in excess
of 10% are sgnificant enough that loca areas would be unable to function effectively were they
to experience funding shifts of more than this amount. These arguments have been & the core of
the hold harmless provisions that were put into place in the later years of JTPA, and were
continued (abeit with an dlowable two-year hiatus) under WIA.

Before concerning ourselves with such fluctuations, however, it is critica that we examine
the extent to which they occur with regularity from one year to the next. Aswe discussed above,
shiftsin excess of 25%, not to mention those in excess of 50%, were quite common in many of

Social Policy Research Associates 111-46



I11. Comparisons of Current Allocations with
Alternative Models

the dternatives described above, but these were brought about through comparisons of the
current formulato some dternative that could be adopted, within the same funding year, rather
than comparisons of the same formula across program years. One would expect that inter-year
alocations made under the same formula would exhibit somewnhat less fluctuation, as the factors
on which the aloceation is based do not vary, and some of the vaues for those factors (i.e., the
number of disadvantaged individuas) rarely change aswell.

Our firg task in this section, then, will be to examine the extent to which locad arees
alocations do fluctuate subgtantidly from year-to-year. In Table I11-3, we display the changesin
alocations between PY 2001 and 2002. We ca culated these changes by using the smulation
procedures described in detail earlier in this chapter for both PY 2001 and 2002 funds, and then
comparing the two dlocations. For PY 2001, we used unemployment data from PY 2000, while
for PY 2002, we used unemployment datafor PY 2001. In both cases, we used counts of the
number of disadvantaged individuas from the 2000 Census.

One of the firgt points to be noted from thistable is that we do not show shiftsin the
didocated worker funds, largely because such funds are not currently subject to hold harmless
provisons. The reason for thisis discussed in detail above; the nature of didocations and
layoffs make them highly difficult to predict. Asaresult, invoking a hold-harmless provison
would prevent states from directing funds toward those areas that experienced sudden layoffs.
Of course, by the very nature of the program, alocations for a given year are based on data from
aprior year, but the flexibility of targeting funds to areas with rapidly changing economic and
employment climates means that hold- harmless provisons are less useful in the context of the
didocated worker program than they may be for adult and youth dlocations.
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Tablelll-3
Percent Funding Changes under Current Formula, PY 2001-2002
Change Between 2001 & 2002

Adult Y outh

Absolute Value of Percentage Change

0-5% 26.9 24.7
5-10% 27.2 29.1
10-15% 184 16.5
15-25% 10.7 121
More than 25% 16.8 17.6
Mean 125 12.9
Per centage Change

Lessthan -10% 27.7 26.1
Between -10% and -.1% 27.8 25.7
Between 0-10% 26.3 28.1
More than 10% 18.2 20.1
Mean -4 -2

Note: Absolute change reflects the absolute va ue of the percentage changes experienced by
LWIAs across program years. Percentage change shows the actua gains or losses experienced
by these LWIAS. These data were congtructed using our smulation model and, thus, the actua
changes in dlocations for LWIAs in these program years may vary dightly.

As can be seen in Table 111-3, dthough the shiftsin dlocation from year-to-year using
the current formula are not as dramatic as many we saw when gpplying dternative formulas,
there are a Szable number of LWIAs who would experience shifts of more than 10%. And
approximately one in Sx LWIAs experience shiftsin their adult and youth alocations of
greater than 25% with no hold harmless provison in place. The lower rowsin the table
display the actua changes experienced by these same LWIAS. In these rows, one can see
that dthough just over hdf the areas receive rdatively stable dlocations (i.e., no more than
a10% gain or loss) from one year to the next, the remaining 45% experience more
subgtantia changes. And gpproximately onein four loca areas would experience losses
from one year to the next of more than ten percent in their adult and/or youth alocations.
Thus, sgnificant fluctuation is not an isolated occurrence but, rether, areatively common
issue thet either will upset locd areas’ generd stability, or must be dedit with in some way
to ensure that programs and services can continue largely uninterrupted across program
years. Such ingtability may cause loca areas sgnificant problems because they would be
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unable to offer astable set of services, or to promise registering customers that the services
they wish to receive will be available across different program years begin.

Of course, these changes reflect only short-term changes between two program
years. But it isthe year-to-year changes that cregte the ingability that is difficult to
manage organizationdly and financidly. Asaresult, an additiond congderation in
examining these fluctuations is the extent to which LWIASs of acertain type are
impacted more often than others. If, for example, LWIAs that have smdler
populations were systematicaly more likdly to be among the areas that experience
gzable loses, having no mechanism by which to limit these losses would guarantee
that these locd areas would be more subject to programmatic interruptions or
chalengesin meeting the needs of thelr cusomers. Any such systlemétic rdationship
between LWIASs of agiven type and funding instability would therefore cregte a
gtuation in which LWIAs were being disproportionately impacted based on
characteristics that are not under their own control.

Tablel11-4 displays how various types of LWIAs are impacted by the short-term
fluctuations presented above. Asisapparent in thistable, the LWIASs experiencing the
largest losses due to fluctuation in alocations are those that have smaller populations and
those with smdler dlocations to begin with. Additionaly, suburban areas tend to
experience losses, while urban areas tend to experience greater increases. Further,
LWIAswith lower rates of poverty also experience losses, on average. Given that the
poverty measure used in the current formula does not change between the dlocations,
snceit is based on Census data, this suggests that the proportion of unemployed
individuds shifted away from areas of low poverty during these program years, because
the alocations made based on unemployment shift away from these low poverty aress.
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Tablelll-4

Percentage Changesfor Different Typesof LWIAs

Change Between 2001-2002

Adults

Size of Population
Lowest Quartile -1.9
2" Quartile -2.0
3" Quartile 2.4
Highest Quartile 0.7
Typeof Area
City 53
Suburb -4.7
Rurd 0.2
Poverty Rate
Lowest Quartile -1.4
2" Quartile -0.6
3" Quartile 1.9
Highest Quartile 2.3
# of Customers Served per Dollar
Lowest Quartile 3.2
2" Quartile 24
3" Quartile 3.1
Highest Quartile -14
LWIA Allocation
Lowest Quartile -7.5
2" Quartile -3.0
3 Quartile 4.2
Highest Quartile 2.2

Y outh

-2.3
-14
3.6
0.9

5.4
-4.2
-1.6

-2.0
11
05

-0.6

12
-2.9
-1.8

31

-6.3
-3.7
5.6
2.4

Thus, not only is there asgnificant amount of fluctugtion in year-to-year
funding, this fluctuation hits most heavily on those areas that may be least well-
equipped to handleit. LWIAswith smaler initid dlocations, and those with

generdly smaller populations, tend to be those with fewer saff and services available.
Experiencing substantia percentage losses from one year to the next may be more
crippling for these LWIAs than it would be for very large areas, since the larger areas

have a broader base from which they can help to minimize the impact of funding

reductions. Further, that an areal s dlocation decreases from one year to the next in
no way impliesthat the level of need in that area has declined, even if onewasto
accept that the current formulas precisay target need through the factors included in
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theformulas. Rather, it isjust aslikely that the level of need has remained the same
inthe given loca area, or even increased, but that the level of need has increased
more substantialy in other aress. Thisis especidly likey given that smdler areas are
the ones mogt adversely impacted by funding fluctuations, because any increasesin
need within these areas would pale in comparison to increases in larger areas. Thus, a
loca areamay well be faced with the Stuation of increasing demand for their services
while smultaneoudy recaiving significantly less funding to provide these services.

One key component of the alocation formulas, therefore, may be to ensure that local
aress have the stability necessary to provide services that remain needed even asthe
aress relative share of funding is decreasing.

In the remainder of this section, then, we examine various ways in which the
formulas used to alocate funds under WIA could be designed to promote organizationa
and financid gability among locd areas. Primarily, we do this by exploring the impact
of implementing the hold harmless provisons. We aso, however, examine how
replacing the factorsin the current formulathat help to create ingability of funding
impacts the alocations received by LWIAS, and discuss how the dternative formulas
discussed in this chapter could hep to minimize the fluctuations that do occur. In
addition, we examine the effect of incorporating any carry-in funds into the subsequent
program year’ s dlocations. Doing this would ensure that areas that have difficulty
expending their fundsin asingle program year would not receive an additiond full
dlocation in the following yeer.

Hold Har mless

One mechanism deve oped specificaly to minimize the fluctuationsin alocations
from year to year isthe hold harmless provision. Under JTPA, this provison mandated
that no loca area could receive less than 90% of its prior year’ sfunding level. This has
been modified under WIA such that locd areas can not receive less than 90% of the
average of their previous two years funding. Thus, the hold-harmless provision under
WIA is more conservative, and promotes even greater sability because the threshold on
which their current funds are based is atwo-year average rather than asingle year.
Thus, for loca areas whose level of need, as measured by the factorsincluded in the
dlocation formula, isfdling rapidly, ther dlocation will fal somewheat less quickly
because they must receive 90% of their average over the prior two years.

Thisprovison is an externa condraint imposed on the alocation formula,
because it acts largely independent from the formula. Firdt, dlocations for each locdl
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area are caculated using the current formulas. At this point, within eech sate that
implemented hold- harmless provisions (it became mandatory after the second year of
WIA implementation), any local areawhose dlocationis less than the average of the
prior two yearsis automaticaly assgned this average astheir dlocation for the
subsequent year. Given that this automatic increase to one or more local areas means
that lessis now available to be dlocated to remaining LWIAS, the dlocation is
cdculated again, assgning the remaining available funds to those LWIAS not assgned
the hold-harmless minimum in thefirst sage. This recursive processis repested until
al LWIAsrecave & leagt their minimum and the alocations have been made to dll
LWIAsin the state. This process clearly, then, takes funds from areas that have a
higher “need,” asidentified by the factorsincluded in the formula, and reassgns some
of those funds to areas with lower levels of “need.” But though it does redirect funds
away from those areas the formulas have determined have higher levels of need, it
helps to ensure that LWIAS have some stability in funding so that they can be certain
that they can offer ardatively stable set of services across program years.

As noted above, certain local areas are much more likely to experience dlocations
that are 10% or more less than they had in the prior program year. Thus, these are the
LWIAsthat stand to benefit from hold-harmless provisons, at the expense of LWIASs that
did not experience such fluctuaions. To examine how the implementation of hold-
harmless provisonsin each state would impact LWIAs of different types, we cadculated
the percentage change in alocations made to different LWIAs as aresult of hold-
harmless. These dataare shown in Table 111-5. The effects shown in thistable are
largely the opposite of those shown above. Thisis not surprising because hold harmless
isdesigned to limit the losses experienced by certain LWIASs by paring back in the
alocations to LWIAS not experiencing such losses.
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Tablelll-5
Per cent Change as a Result of Hold-Har mless | mplementation, 2001-2002

Adult Y outh

Size of Population

Lowest Quartile 9.6 11.2

2" Quartile 4.1 6.3

3 Quartile -0.3 -0.6

Highest Quartile -2.7 -3.0
Type of Area

City -4.6 -5.1

Suburb 6.1 5.0

Rurd 0.5 0.3
LWIA Allocation in 2001

Lowest Quartile 13.9 12.7

2" Quartile 5.2 6.1

3" Quartile -1.3 -1.6

Highest Quartile -1.9 -2.1

What is clear from the table, though, isthat the rdatively substantia increases
experienced by smaler LWIAs asaresult of hold-harmless provisons are offset by
relatively smdl reductionsto larger local areas. Thisis entirely intuitive, in that the
amount of dollars that need to be transferred to areas with smal alocations to ensure they
recaive a least 90% of their prior two years funding isrdatively smal, especidly in
comparison to the amount of funds received by much larger LWIAs. Thus, the hold-
harmless provision has the average effect of transferring small percentages of larger
LWIAS fundsto produce relatively large percentage increases for smaler LWIAS. In
this way, the hold-harmless provison is very effective in minimizing the percentage of
negative reductions while cresting larger percentage gains for certain local aress.

One problem with looking at such changes, however, isthat they are criticaly
dependent upon shifting business cycles, such that the areas that stand to benefit from
hold harmlessin the current business cycle are likely to be those that are hurt by it when
the cycle shiftsin the opposite direction. Thus, examining changes over asingle year
period may be incomplete, at best, or mideading at worst because they capture only a

111-53 Social Policy Research Associates




[11. Comparisons of Current Allocations with
Alternative Models

single snapshot of the areas that are hurt or helped by the hold-harmless provison. It
should be made clear, then, that the effects of the hold-harmless provision noted in this
section may not hold across different business cycles, and with differing economic
circumgtances. It should be noted, however, that the effects noted here are largely
conggtent with an earlier sudy examining alocations results, which was completed in a
much different economic and business context.13

In addition to minimizing the losses that are experienced by some locd areas from
one program year to the next, the hold-harmless provision could dso be viewed as a means
by which dlocation reductions could be minimized in shifting from one funding formula to
another. In an earlier section, we presented arange of potentia dternative formulas, and
described how these formulas would dter the alocations made to loca areas from their
amulated current dlocation. Beow, in Table l11-6, we present how a hold-harmless
provison would affect implementation of each of the dternative formulas

Although Table I11-6 presents too many figures to discuss each one, we want to draw
atention to afew key points. Firgt, nearly dl the formulasin this table show szable shiftsin
funds as aresult of implementing the hold-harmless provison. This should not be surprising,
given the significant shiftsin funds that occur as aresult of implementing these dternative
formulas. But the Sze in shifts as aresult of hold harmless implementation suggests that
much of the money to be dlocated would be based smply on hold- harmless, rather than on
targeting any indicator of need. Thus, thereis amore stark choice between benefiting some
smdler LWIAs greatly while taking modest amounts from larger LWIAS, as was the case
above. Asshown in TableI11-6, implementing any of these formulas with a hold-harmless
provision would transfer substantia percentages from certain LWIAs toward other LWIAS,
thereby lessening the ability to target funds to the levels of need identified within the
dternative formulas.

One generd exception to thisrule, however, is the implementation of the proposed
formulato alocate 85% of available funds, with unemployment in ASUs used to dlocate the
remaning 15%. With thisformula, relatively smadler percentages of funds need to be
transferred across LWIAS due to hold-harmless provisons and, as aresult, more of

13 «“ An Assessment of Funding Allocation under the Job Training Partnership Act,” (1986), Abt
Associates, Cambridge, MA.
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Tablelll-6
Impact of Hold-Harmless on Alternative Allocation For mulas
Alabama | Arizona | lowa Florida | Proposed | Proposed
Formula| Formula| Formula| Formula| 100% * 85%/ASU*
Per cent of
LWIAs 34.6 38.9 38.3 37.6 37.2 28.9
Receiving
I ncrease
Size of
Population
Lowest Quartile 26.3 25.8 271.2 -0.5 14.1 6.3
2" Quartile 12.9 9.7 15.9 -2.1 8.0 4.4
3" Quartile -13.6 -10.3 -16.4 -3.6 -10.2 -5.9
Highest Quartile -8.6 -7.4 -8.0 2.7 -84 4.3
Type of Area
City -95 -9.9 -7.1 -0.3 -85 -4.7
Suburb 8.6 4.2 2.7 0.8 7.9 3.2
Rurd 17.2 154 16.3 11 104 6.1
LWIA
Allocation
Lowes Quartile 29.8 26.6 31.2 10.2 18.3 12.1
2" Quartile 15.2 16.7 12.9 4.8 15.0 5.8
3% Quartile -16.7 -11.9 -145 -3.1 -10.2 -7.2
Highest Quartile -8.5 -10.1 -9.9 -1.6 -6.6 -2.3

Note: Numbers reflect percent change as a result of implementing hold-harmless
provison to minimize changes between current formula and identified formula. These
numbers reflect adult allocations for PY 2002.

*Proposed formula 100% refers to implementing the formula proposed in H.R. 1261, and
adlocating 100% of available funds using thisformula

* Proposed Formula 85%/ASU refers to using the above formula to dlocate 85% of the
funds, and unemployment in ASUs to alocate the remaining 15%.

the funds are targeted toward LWIAs identified by the formula as having the highest
need. Thus, more funds would remain in areas with high numbers of unemployed
individuas, both generdly and in areas of excess unemployment or ASUs, aswell areas
with relatively higher numbers of disadvantaged individuas.
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Thelmpact of Replacing Factors Causing I nstability

Another dternative to reducing the fluctuations that occur across program yearsisto
utilize dternative formulas or factors that help to minimize the variation in local aress shares.
As noted above, in the current formula only unemployment in ASUs and excess
unemployment can contribute to ingtability in funding, because these are the only two factors
that fluctuate from year-to-year. The number of disadvantaged individuas remains congarnt,
because it is taken from Census data that are updated only once every ten years. Thus, nearly
al fluctuation between program years that occursin loca areafunding isthe result of relive
changesin each locd ared s share of unemployed individuasin ASUs or changesin the
number of excess unemployed in areas of excess unemployment.

Asisdiscussed in greet detail above, one of the primary concerns about these two
factorsisthat they rely on thresholds. Thus, areas that just meet the threshold are digible
to receive some portion of the dlocation for that factor, while areas that fdl just below
the threshold receive no share for that factor. In redity, these areas may be rdaively
smilar overdl, but the dl-or-nothing nature of threshold factors treats them radicaly
different in terms of the allocation directed toward each. Further, asingle area can be
impacted significantly from one year to the next if they, for example, just meet the
threshold value in agiven year, but fal just below it in a subsequent year. What isan
absolute change of only afew unemployed individuas can represent an alocation change
of thousands, or even millions of dollars, because they fluctuate just above or below the
threshold. Thisis one reason why many stakeholders have argued that a better, or at the
very least a more stable factor to be used would be the absolute number of unemployed
individuads. Although this number can vary subgtantidly across program years, with no
threshold aspect to the measure locd areas would likely not be subject to the drametic
swingsin funding so typica of these thresholds.

To examine how the incorporation of such afactor into the alocation formulas
would impact the fluctuation experienced by LWIAS, we smulated separate models that
replaced each of the ASU and excess unemployment factors with the tota unemployment
factor. To do this, first we smulated the current funding formulas, using the sandard
three factors, to produce alocation resultsfor al LWIAS. Following this, we produced
separate models in which we replaced the ASU factor with the total unemployment
factor, and a second modd in which we replaced the excess unemployment factor with
the total unemployment factor. Resultsfor thisanayss are shownin Tablell1-7.
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Tablelll-7
I mpact of Holding Unemployment in ASUsand Excess Unemployment Constant

Adult  Youth
Simulated Absolute Percentage Changein LWIA Funding 12.5% 12.9%
(PY 2001-2002)

Unemployment in ASUs

Simulated Change Replacing Unemployment in ASUs with 7.2% 7.3%

Totd Unemployment

Percentage Change from Current to Using Tota Unemployment 42.4% 43.4%
Excess Unemployment

Simulated Change Replacing Excess Unemployment with Totd 7.3% 7.8%

Unemployment

Percentage Change from Current to Using Tota Unemployment 41.6% 39.5%

As can be seenin this table, the absolute percentage change between PY 2001 and
2002 experienced by locd areasin our standard smulation of the current adult formula
was 12.5%. For youth, thisfigure was 12.9%. In simulations in which we replaced the
vaue of each local area’s ASU share with their rdative share of the total number of
unemployed individuas, one can see the substantid drop in smulated change, to avadue
of 7.2% for adults, and 7.3% for youth. This represents a decrease of gpproximately 40%
in the fluctuation experienced by loca areas, smply due to replacing unemployment in
ASUs with total unemployment across the two program years. The two figures are,
ostensbly, measuring smilar factors — the rdative amount of unemployment in agiven
locd area— but diminating the threshold measure creates substantialy more gahility in
funding across program years.

Also shownin Table I11-7 isasmilar result for the excess unemployment varigble.
Aswith unemployment in ASUs, smply replacing the excess unemployment factor with
ameasure of total unemployment across program years substantialy reducesthe
fluctuation experienced by local areas. For adults, replacing excess unemployment with
tota unemployment reduces the fluctuation by just over 40%, while for youth it reduces
this fluctuation by nearly 40%. Perhapswhat ismost clear in these moddsisthat both
unemployment in ASUs and excess unemployment play sgnificant rolesin the
fluctuation experienced by loca areas. This raises the question of what the effect of
removing both threshold measures from the mode would be on the fluctuation
experienced by LWIAs. To answer this question, we smply replaced both the threshold
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factors with ameasure of tota unemployment. Asan initid exercise, we examined the
extent to which using the number of unemployed individuas to dlocate two-thirds of the
alocation (with the number of disadvantaged adults used to dlocate the remaining one-
third) helped to lessen the changes experienced by LWIAS across program years. These
results are shown in Table11-8.

As can be seen in this table, replacing the two threshold measures with the tota
number of unemployed individuas within alocd areaas an dlocation factor even further
reduces the fluctuations experienced in dlocation across years. Indeed, substituting this
factor as two-thirds of the weight in the dlocation formula (and keeping the number of
disadvantaged individuas, which does not vary in this Smulaion, asthe remaining
factor) reduces the fluctuation by nearly three-fourths for both the adult and youth
formulas. Clearly, then, the threshold aspect of both the ASU and excess unemployed
factors playsamgor role in creating ingtability in funding across locd aress.

We dso examined the impact of subgtituting unemployment measured over an
extended duration in place of the two threshold measures. For this measure, we
cdculated the average number of unemployed individuas over the prior two years, and
gave this factor atwo-thirdsweight in the current formula (with the disadvantaged factor
receiving the remaining one-third weight). This combination of the number of
unemployed, averaged over atwo-year period, further reduced the fluctuations that
occurred across program years. In this case, the average fluctuation was reduced by more
than 80%. Extending the reference period further back, such asto five year, makesa
modest additiona difference, such that five-year averages of the number of unemployed
individuals reduce the fluctuation in the formulas by just less than 90%.
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Tablell1-8
Impact of Using Number of Unemployed and Longer-Term Unemployment

Adult Youth

Simulated Absolute Percentage Changein LWIA Funding 12.5% 12.9%
(PY 2001-2002)

Number of Unemployed Individuals

Simulated Change Using Number of Unemployed 3.2% 3.3%

Percentage Change 74.4% 74.4%
Extended Reference Period for Unemployment

Simulated Change Extending Reference Period for 2.1% 2.2%

Unemployment

Percentage Change 83.2% 82.9%

Thisbeneficid effect of extending the measurement of factors out over timeto
produce greeter stability in funding across program years can aso be gpplied to the two
threshold measures. For example, were one to calculate the average of an areal's
unemployment over afive-year period in order to determine its satus as an ASU or area
of excess unemployment, there would smilarly be adecrease in the fluctuation
experienced by locd areas. Thisdecreaseisshownin Tablel11-9. Ascan be seenin this
table, dthough the genera effect is the same — there is less fluctuation between program
yearsinlocd areas funding when caculating ASUs and excess unemployment over a
five-year period — the magnitude of the effect is much less than that shown for the totd
employment factor above. Caculating both of these factors as five-year averages reduces
the fluctuation by just over 50%. Thus, thereis gill an impact of the threshold, as some
areas will fall just above or just below, even when averaging across five years. Thus, one
way of minimizing shiftsin funds would be to average ASUs and/or excess
unemployment over alonger period of time, but this would gill create greater fluctuation
than would replacing the threshold measures with an absol ute measure, such as tota
unemployment. Further, it may well be impractica to average these threshold measures
over five years, especidly given that ASUs can be caculated at relatively smdl levels.
Thus, this dternative seems less fruitful than using a smpler approach such as using tota
unemployment.
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Tablell1-9
Impact of Using Longer-Term ASUs or Excess Unemployment

Adult  Youth
Simulated Absolute Percentage Changein LWIA Funding 12.5% 12.9%

(PY 2001-2002)

Simulated Change Extending Reference Period for 5.9% 6.0%
Unemployment in ASUs and Excess Unemployment
Percentage Change 52.8% 53.5%

The factors presented in this section are an dternative to the externally imposed
congtraints brought about by hold-harmless provisons. By using measures Smilar to the
current measures, without the threshold aspect, one can reduce fluctuations experienced
by local areas by subgtantid amounts. Although some local areas will still experience
reductionsin their dlocation of more than 10%, such areaswill be asmall percentage of
the overdl number of LWIAs. Further, the benefit of adopting such an approach is that it
ensures that funds are dlocated on the basis of one very plausible definition of need — the
number of unemployed individuas within a given local area— rather than on the basis of
an externd guarantee that no area will recelve less than some previous years alocation,
regardless of whether or not there isaneed for thisamount of funding. Further, even
greater benefit can be derived by averaging this factor over aperiod of years, rather than
dlowing it to vary only for asingle year. Thisaveraging aso would help reduce
fluctuation while dill using the unemployment in ASUs and excess unemployment
variables, though the impact of thisis somewhat |ess than diminating threshold measures
entirdy.

Incorporating Carry-In Fundsto Subsequent Allocations

Although sudden reductionsin funding can clearly create concerns among loca
aress, and difficultiesin providing a stable set of services across program years, locd
areas a'so may sruggle because their annud dlocation of fundsis unspent in agiven
program year, and so the remaining amount is carried in to the new program year. In
addition to this carry-in amount, however, they dso receive anew year’ sdlocation on
top of this unspent amount. Thus, local areas are faced with spending not only thelr latest
alocation, but aso the unspent portion from the prior year. At the same time, other local
areasthat utilized their entire allocation the prior year receive only their subsequent year
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funds for the coming year. On the surface, then, it would seem as though areas that are
able to spend their funds (and perhaps even run out of funds during the program year)
might well need additiona funding in subsequent years because the demand for their
sarvicesishigh. In contragt, areas that cannot expend their funds perhaps should receive
lesser dlocationsin subsequent years, because the demand for services in these loca
areas may be lower than in other areas.

Severa date representatives and other key stakeholders cautioned againgt this
assumption, however. Because local areas have two years to expend their funds, the fact
an area carries in funds from one program year to the next may not be indicative of an
inability to spend their funds. Indeed, in most cases, according to state representatives
and other stakeholders, carry-in funds are dready obligated to service providers, and thus
they make the distinction between unspent and unobligated funds, which are funds that
are naither spent nor contractualy obligated. As noted in Chapter 11, the vast mgority of
dates have in place provisions that enable them to recapture funds from locd aress if
they are not obligated by some date late in the program year, which enables the state to
redlocate such funds that likely would not be spent. Thus, in many ways this Sate-leve
recapture of unobligated funds serves as a basis for addressing fluctuations from year-to-
year, because areas that cannot obligate their funds will lose them, to be redllocated
among the areas that are having no problem obligating and expending funds.

Unspent funds, on the other hand, currently are not recaptured or redlocated, and
thus are carried into subsequent program years. Despite the cautions of stakeholders,
many believe that such funds represent inefficiencies in the alocation of funds, for the
reasons identified above. Thus, asafind means of examining the promotion of
organizationd and financid stability, we smulated the effects of incorporating carry-in
funds into the current year’ s dlocation.

To do S0, we identified al states that had reported in their survey thet at least some
of their local areas had unspent funds at the end of a program year. We then asked
representatives from each of these states to provide data on the amount of adult, youth,
and didocated worker funds each local area carried in to PY 2002, that had been unspent
for PY 2001. Thirty-four of the thirty-eight multiple-area states in our respondent sample
were thus asked to provide thisinformation. After repeated solicitations viaemail and
telephone, we were able to obtain carry-in information for 20 dates. An additiona four
states that reported their areas had no carry-in funds could aso be included in our
andyss, with the carry-in shares being assigned to zero for these Sates.

11-61 Social Policy Research Associates



[11. Comparisons of Current Allocations with
Alternative Models

To conduct this smulation, we used a two-stage process. First, we combined dl
carry-in funds (from PY 2001 into PY 2002) into asingle poal of funds, which was
combined with the PY 2002 gate total of funds available to be dlocated. Thus, if agiven
gate had $3 million in carry-in adult funds, and an available pool of adult fundsto be
alocated of $20 million, we treated these asa single pool. Second, we dlocated funds
from thissingle poal (i.e., the $23 million) in exactly the same way asthey are dlocated
under the current formula. What this means, of course, isthat local areas who had carry-
in funds receive some portion of these funds back in their subsequent year’ s dlocations,
but they do not receive the entire amount. Indeed, they would receive only their origina
share of the Sate totd, while those local areas that did not have carry-in funds would
receive greater than their share. Thus, this process increases the percentage of funds
going to areas that have no carry-in funds, while smultaneoudy reducing the percentage
of funds going to those areas with carry-in funds.

We sdlected this process, rather than one in which carry-in funds were separated
from the main pool of funds and alocated only to loca areas without carry-in funds,
because of the possbility of two occurrences. Firg, it is conceivable that under spending,
and thus having carry-in funds, is quite common. Indeed, in the states submitting data on
carry-in funds, more than haf of the locd areas have such funds. When thisisthe case,
taking these funds from local areas that could not spend them, and dloceating only to
those locd areas that had spent their entire allocation, would create substantia amounts
of new resources for asmall percentage of local areas. Thismay, in effect, create the
reverse problem, providing certain loca areas with too much in ther dlocation. Thus, in
the attempt to solve the problem of under spending, one might create the contrasting
problem of needing to overspend. Indeed, in the extreme case in which dl LWIAswithin
a gtate have unspent funds, the state would be faced with the Situation of recapturing the
funds and having no locd areas to which they can give them.

To describe the second issue, we will use a hypothetica example of agtate with
two local areas. Should one have no carry-in funds and the other have subgtantia
amounts, it makes some sense that the first area recelve some portion of the second area's
unspent funds. But theidea of directly transferring the entire amount of funds from the
second area to the first seems extreme, and likely would lead to inequities that are little
better than the imbalance that spurred the change.

Thus, we are able to smulate how the alocations would change in the 24 states for
which we have carry-in data. Results for thissmulation are shown in Table 111-10. As
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can be seen in thistable, loca areas that have carry-in funds do, in fact, receive alower
percentage of the overdl fundsin the subsequent program year. Although these areas
would have carried-in, on average, between 29% and 41% of their prior year’ sfundsto
their subsequent year’ s dlocation, as aresult of this modification these areas do not
receive nearly this percentage.

The percentagesin Table 111-10 reved that a Sizable percentage of loca areas have carry-
infunds. Asaresult, 9gnificant sums of money are avallable to be recgptured and
redlocated. Thus, dl areaswill recaeive more than they otherwise would have were no
carry-in fundsredlocated. However, as can be seen by comparing the last two rows,
areas that had carry-in funds experience amuch smaller percentage gain as aresult than
they would have had they carried forward their own funds. For example, anong those
local areas with adult carry-in funds, the average percentage of their alocation that was
to be carried into the subsequent program year is 29%. Under this scenario, this
percentage can be thought of as the increase they would be expected to see were their
carry-in funds not recaptured. However, once they are recaptured and reallocated, these
LWIAS, on average, recelve only a6% increase in their funds. They till experience an
increase because there is alarger than expected pool of funds available, of which they
receive ther rlative share. But the increase is far less than what they otherwise could
have expected to experience. Further, areas that did not have carry-in funds dso
experience an increase, 0ldy because there are now more funds available, as aresult of
the carry-in funds being redistributed. Each of these areas receives its relative share of
the additiona carry-in funds, thereby providing them with an increese in overdl funds.
Although their overdl increase is smdler than the increase experienced by areas with
carry-over funds, thisis entirdly due to the fact that the specific areas that had carry-in
funds are typicaly alocated a much greater percentage of available funds than are those
areas that did not have carry-in funds. As aresult, the average percentage gain is greater
for areas with carry-in funds, but the playing field is substantidly leveled because of the
introduction of these funds into the generd poal to be allocated.
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Tablell1-10
Changesin Allocation Per centage Asa Result of I ncorporating Carry-In Funds

Adults Y outh Didocated

Worker
Percent of Areaswith Carry-In Funds 69% 74% 71%
Average Percent of State Total Recelved by Areas 72% 69% 73%
with Carry-In Funds
Percent of Tota Allocation that Would Have 29% 33% 41%
Been Carry-In Funds
Actua Percent Increase in Funds from 2001-2002 6% 5% 6%
Among Areas with Carry-1n Funds
Actua Percent Increase in Funds from 2001-2002 5% 4% 4%

Among Areas with No Carry-1n Funds

Thus, induding carry-in funds in the overall pool of funds to be alocated would
serve to even out the “gains’ that areas receive from one year to the next. Those areas
with carry-in funds currently receive dl those funds for usein the subsequent year, while
those without carry-in funds receive nothing. By including carry-in fundsin the generd
pool, dl local areas experience an increase in what they would have received, and the
increase experienced by areas with carry-in fundsis much smaller. Thus, this procedure
has the effect of transferring funds that in a particular program year would go to aress
with unspent funds toward areas that in that same program year that were able to spend
their funds. In thisway, it can be seen as redistributing funds toward aress that have
more demand, or the capacity to spend dl their funds.

As noted above, however, there are significant concerns about such an approach.
Primarily, these concerns center on the fact that unspent funds are not necessarily
unobligated funds. Thus, recapturing unspent funds from local areas would often, in
effect, be taking money that these areas had obligated to a service provider or program,
and redigtributing it to other areas. This would make it somewhat difficut to sgn long-
term contracts with service providers that dlow for much of the money in the contract to
be exchanged in subsequent program years. Rather, locd areas would need to focus on
spending the money they receive in a given year within thet year. Thus, adopting such an
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gpproach must be done very cautioudy, and with sufficient advance warning such that
local areas could adapt their behavior accordingly.

CONCLUSION

In this chapter we have described the smulation of current formula alocations used
for the WIA adult, youth, and didocated worker funding streams. To simulate these
dloceations, we obtained information from our state survey on the pecific formulas being
used by states to allocate their funds under these programs. We then obtained the data
necessary to smulate the formulas from the Census and other relevant data sources,
including the LAUS and ES 202 datasets. Using these data, we were able to mimic
current alocations by either applying the standard formula, for those states who were
utilizing only this formulafor adult and youth dlocations, or a combinations of the
standard and discretionary formulas, for those states that had adopted a discretionary
formula, as well as the didocated worker formula they were using, as specified in their
urvey.

After smulating the current alocations, we compared the results of these
dlocations to various aternative modds, including the four discretionary formulas
currently in use, aswell as formulas that have been proposed as part of legidation
reauthorizing WIA. In so doing, we examined how the dlocations to local areas would
change as areault of these dternative formulas.

Further, we examined how the fluctuation in these formulas could be reduced using
avariety of gpproaches, including implementing a hold- harmless provison, subgtituting
conceptualy smilar factors that do not incorporate a threshold, extending the reference
period during which factors are cdculated (i.e., to measure unemployment as an average
over two or three years, as opposed to asingle year), and incorporating carry-in fundsto a
subsequent year’ s dlocations. Each of these measures was effective in reducing the
fluctuation experienced by local areas, though they aso had drawbacks aswdll, such as
reducing alocations to certain types of areas, or taking funds that might dready be
obligated and redigtributing them to other areas as part of aredlocation process.

In the subsequent chapter, we provide a summary of the entire report, and offer key
findings from each of the firgt three chapters.
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V. SUMMARY

In this report, we have examined the formulas that states use to alocate funds to
local workforce investment areas under the Workforce Investment Act (WIA) Title|
adult, didocated worker, and youth programs. We began by describing the current
allocations formulas under WIA. Although there are gandard formulas in use for the
adult and youth programs, which rely upon unemployment factors and counts of
disadvantaged individuds within loca areas, WIA dlows states to employ discretionary
formulas for up to 30% of their adult and youth allocations. The didocated worker
formula, on the other hand, is not specified at the substate level. Rather, Sates can
choose from avariety of factors on which to base their substate didocated worker
dlocations.

B ACKGROUND

In Chapter | we described the differences between the inter- and substate alocation
formulas for adult, youth, and didocated workers, as wdl as how the formulas differ
from those used under JTPA. For example, JTPA did not dlow any discretionary
formulas to be used for dlocating fundsto locd areas. Additionaly, states were alowed
to set-asde a grester portion of their funds for statewide activities under JTPA. Third,
athough JTPA dalowed loca areasto transfer some funds between the adult, youth, and
didocated worker programs, WIA prohibits the transfer of funds into and out of the youth
program. Fourth, although both JTPA and WIA incorporated hold-harmless provisonsto
help minimize year-to-year fluctuaions in funding levels, this provision only took effect
after two years under WIA (athough states were given the option of invoking this
provison earlier).

In addition, we identified severa key issues of concern in using the formulas.
Many of these issues arose under JTPA, and remain concerns under WIA, because, the
differences noted above notwithstanding, the formulas are actudly quite smilar. These
issues represent a summation of severd earlier research efforts as well as concerns
expressed by states and local areas as part of this study, and include concerns about the
organizationd and financid stability of locd areas under WIA, inequities in targeting
funds to meet the gods of the legidation, data qudity and access, and the use of
discretionary formulas.
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Because locd areas funding can vary sgnificantly, based on their levels of
unemployment and other factors that are included in the alocation formula, thereis
legitimate concern that these shifts may create ingtability in program services or the
capacity to meet the needs of their customers should they lose substantia funding from
one year to the next. This concern hastypicdly given rise to the implementation of hold-
harmless provisions, which limit the amount of lossaloca area can experience from one
year to the next to 90% of ether their previous year's adlocation (under JTPA) or 90% of
the average of their two previous years dlocations (WIA). In addition, some have
suggested that Smply extending the reference period (e.g., measuring unemployment
over more than a single year) used in the alocation formulas over alonger period of time
would hep to minimize funding fluctuation.

Substantial concern has dso been raised about the ability of the funding formulasto
target funds to those areas in greatest need of them. Because two-thirds of the weight of
the standard adult and youth formulas is given to unemployment factors, it is conceivable
the dlocation is weighted too greatly toward cyclicd factors caused by short-term
business downturns, rather than toward areas with higher concentrations of economicaly
disadvantaged individuals who may have gregter long-term needs for workforce services.
Further, athough the WIA adult program has eliminated the requirement (in place under
JTPA) that adults must be economicdly disadvantaged to be digible, this requirement is
dill in place for the youth program. Thus, alocating two-thirds of the youth funds based
on unemployment, with only one-third alocated based on the number of economicaly
disadvantaged youth in an area, may target fundsto areas that have rlaivey few digible
youth.

Additionally, because both unemployment factors used in the adult and youth
formulas are threshold measures (meaning that an area must at least meet acertain level
of unemployment before receiving any share based on that factor), alocations based upon
them tend to have dramétic swings from year-to-year, as areas just meet or fal below the
threshold levels. This hasimplications for organizationa stability, as described above,
and dso raises the question of whether an area that just meets the threshold is necessarily
far more in need that an areathat fdls just below the threshold.

A third concern isthat, to dlocate the fundsto local aress, states must have access
to the necessary data on which the formulas are based. Although the data used in the
sandard adult and youth formulas are readily available, this concern is particularly
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relevant should states opt to implement any discretionary formula, because to do so
requires that they have ready access to these data.

STATES' CURRENT ALLOCATIONS

In Chapter |1, we described the results from a survey of dl states concerning their
current alocation formulas under WIA for the adult, youth, and didocated worker
programs. We received completed surveys from 44 gates, 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 allocated funds. Those four Satesthat did adopt discretionary
formulastypically used indices of excess unemployment, or unemployment above the
dtate average, asther discretionary measures.

In generd, states dlocated money under the adult and youth programs very
amilarly. Each of the four states usng discretionary formulas did so for both their adult
and youth programs. All remaining states used the stlandard formulato alocate their
entire amount of youth and adult program funds.

Mogt states were primarily concerned that the formula used to alocate funds under
WIA target those funds to areas with the greatest need. Additionally, states believed that
consgstent funding levels were important so that local areas could rely on sufficient funds
to provide a stable set of services from one year to the next. Though the survey results
would suggest that states' concern for targeting need is paramount, the fact that only four
sates opted to adopt a discretionary formulain alocating funds for the adult and youth
program suggests that perhaps stability in funding among loca areas may insteed be the
critica factor in thisdlocation. Indeed, many states reported that they did not believe
that the standard formulas accurately target levels of need within loca aress, yet they il
opted to use only these formulas for their substate allocation. When asked why they
would use aformula even though it does not accuratdly target need, typicdly, the answer
was that it was a convenient and well-understood formulathat did not creete problems
when implemented. In an effort to ensure this gability, the vast mgority of Sates
invoked ther authority to implement a hold harmless provison in substate funding, even
though WIA did not mandate one until two years after WIA implementation.

Subgtate funding for the didocated worker program relied primarily on severd
factors, including most prominently unemployment, unemployment concentrations, and
long-term unemployment, which are Smilar to the factors used in inter-state allocations.
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Severd other factors often were used in substate alocations, though typicaly these other
factors received lessweight in the dlocation formula. A few states used the sandard
WIA adult formulato dlocate funds under the didocated worker program, thereby
foreshadowing to some degree proposed changes to the alocation formulas under WIA
that would integrate adult and did ocated worker funds (as well as those under Wagner-

Peyser).

Findly, eight of the statesin our sample were single workforce area sates. 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 the third chapter, we described the results of severad smulations conducted to
examine both how dlocations are currently made and how the amounts alocated to local
areas would change under severa dternative formulas. First, we described the process
by which we smulated current dlocations, obtaining data from the 2000 Census and
severd years of datafrom the Loca Area Unemployment Statistics (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 formulafor adult and
youth funding, or a combination of the standard and discretionary formulas, for those
dtates that had adopted a discretionary formula, as well as the didocated worker formula
identified by Satesin their survey.

Applying Discretionary For mulas

Once we had smulated the current dlocations, we then smulated severd
dternative dlocation formulas to examine how the dlocations made as aresult of these
formulas differ from the dlocations made under the current formulas. Among the
dternatives, firg we smulated the four discretionary formulas adopted by states, and
examined how each impacted the alocations made to loca areas across al sates. In each
case, these dterndtives used the sandard formulato alocate the minimum 70% of their
funds, while employing a discretionary formula to dlocate the remaining 30% of their
funds. These discretionary formulas typicdly relied upon unemployment or poverty
above the state average, athough the weights assigned to these two factors differed
across the states. In contrast, Forida used as its sole discretionary factor unemployment
above 1.25%, thereby incorporating a threshold factor, albeit one that islikely to be met
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by virtudly every locd area. To mimic these formulas, then, we gpplied the sandard
formulato dlocate 70% of funds, and each respective discretionary formulato alocate
the remaining 30%.

In generd, these formulas produced dlocations that were markedly different from
the current dlocation formulas. For example, dlocations based on these formulas
typicaly produced resultsin which nearly one-third of al loca areas experienced
changes of at least 25% from their current dlocations. Often, approximately two-thirds
of al local areas would experience changes of at least 10% were these dternative
formulas— using the discretionary formulas dready in place — adopted.

The Alabamaand Arizona formulas produced quite Smilar results, which is
unsurprising given the relative amilarity of their discretionary formulas. Specificaly,
both states use indices of unemployment and poverty above the Sate average in their
formulas, though Alabama weights the unemployment factor as one-fourth of the
discretionary formula and poverty as three-fourths, while Arizona weights the two
equdly. Applying these two states formulas across al states, results showed that LWIAS
with larger populations, and those in cities, tended to experience increasesin their
funding, while smaler LWIAs and those in rura areas tended to experience losses. In
addition, these formulas targeted greater amounts of funds toward areas that, in a prior
program year, had served a higher number of customers per WIA dollar. Whilethis
measure was not intended to be a measure of WIA effectiveness, formulas that target
areas that serve higher numbers of customers per dollar could be said to be areas in which
there is demand for services. The formulas' impact on poverty was less clear.
Alabama s formula shifted subgtantiad amounts of funds away from areas with low
poverty, but most of the gains went to areas with moderate, rather than very high, levels
of poverty. Arizona s formula showed a somewhat smilar pattern, athough its impacts
were generdly more muted, as the formula did not target funds toward areas of poverty in
any consstent way. Invirtudly al cases, the adult and youth formulas produced very
gmilar results.

lowa s formula, which uses unemployment above the Sate average asits sole
discretionary factor for adults, and poverty above the state average as its sole youth
discretionary factor, showed smilar patterns to Alabama s and Arizona s formula results
in that it directed more funds toward aress of larger population, and toward cities at the
expense of suburbs and rurd areas. But the formula produced quite different dlocation
results based on poverty, especidly for the youth formula. These formulas targeted
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subgtantidly more funds toward aress of high poverty, while shifting funds away from
aress of low poverty. Indeed, areasin the lowest quartile in terms of poverty rates
received, on average, 10% lessin their youth alocations when using lowa s youth
formula, while areas in the highest quartile received on average dightly more than 10%
morein ther dlocations. Clearly, then, using poverty as the discretionary factor has a
fairly sgnificant impact and causes much greater proportions of fundsto be directed
toward areas of high poverty. Interestingly, lowa s formulas shift money away from
aress that serve both the most and the least number of customers per dollar, while shifting
money toward those LWIASs in the middle two quartiles on this measure.

Thefind formula currently in use as a discretionary formulais FHorida s, which
uses unemployment above 1.25% asits sole factor in both the adult and youth
discretionary formulas. This formula produces quite different results than those
described above. For example, the effect of implementing Florida s formula across dll
states would be to target more funds toward those loca areas with smaler populations, at
the expense of LWIAswith larger populations. LWIAsin the lowest quartile in terms of
population size would experience gains of gpproximately 8% for both their adult and
youth dlocations, while LWIAsin the highest quartile would experience losses of about
4%. Further, rural areas would gain under this formula, while suburban areas would
dand to lose (citieswould remain largely unaffected). Thisformuladsoisreatively
effective a directing funds away from areas with lower poverty and toward areasin the
highest quartile in terms of poverty rates. Interestingly, this suggests that Horida's
formula has the effect of alocating greater proportions of the funds toward rurd aress,
which tend to be highest in terms of their poverty rates, but away from cities, which tend
to have higher absolute numbers of individudsliving in poverty. Findly, Horida's
formulas have the effect of shifting funds avay from LWIAs that serve the highest
number of customers per WIA dollar, and toward areas thet serve fewer customers per
dollar.

Dislocated Workers

We aso examined how the didocated worker alocations would shift under
dternative scenarios. We did not gpply any single sate's formula across dl statesto
smulate dlocations for these funds, because the number of variables and weights
assigned to them were so digparate no one formula could be sdlected over any other.
Rather, we examined alocations under two dternative scenarios, including applying the
standard adult formulato alocate these funds, and applying the inter-gtate formulato do
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0. We wereinterested in examining the impact of the standard adult formula because a
few states had chosen to gpply this formulafor their own dlocations due to its relative
amplicity and the inherernt unpredictability of didocations. States seemed to reason that,
since one could not accuratdy predict didocationsin any meaningful way no matter how
many factors were included in amodd, it would be smpler and somewhat more
equitable to alocate based on a more streamlined modd that loca areas and states
dready were used to, such as the standard adult formula. Applying thismodd across all
dtates, however, produced sizable changesin adlocations. Nearly 50% of al LWIAS
would experience a change of at least 15%, with one in four experiencing changes of
more than 25%. Further, more than one-third of dl loca areas would experience losses
of more than 10%. Allocations made under this formulawould have mixed impacts on
LWIAsof different Szes. While areas with the smallest populations would experience
ubgtantia losses (i.e., 12.7%) under this formula, areas with the largest populations
would experience gains (of just over 7%). Further, citieswould stand to benefit a the
expense of suburbs and rura aress.

The second aternative formula considered for didocated workers was to apply the
inter-gtate formula to these dlocations. This formula, which applies equa weight to three
factors—the number of unemployed individuas, the number of excess unemployedin
aress of excess unemployment, and the number of long-term unemployed—isactualy
quite Smilar to what many states are using for their alocations. Although states tend to
include severd other factorsin their modds, typicaly these other factors are assigned
quite smdl weghts, while the three factors used in the inter-state formula are assgned
the vast mgority of the dlocation weight. Thus, we expected that this formulawould
produce somewhat smilar results to the current allocations made under the didocated
worker program. Indeed, results of substate allocations made using the inter-state
formulawere much more smilar than those made under the standard adult formula.
Although one in three LWIAs would experience shifts of more than 15%, nearly half
would experience shifts of lessthan 10%. LWIAsin both the lowest and highest
quartilesin terms of population Sze would experience gains under thisformula, while
those in the middle quartiles would experience losses. Further, citieswould stand to gain
under this formula, while rural and suburban areas would experience losses. However,
these gains and losses were typicaly much smaller than those observed under the
gtandard adult formula.
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Applying Proposed Formulas

We aso smulated the implementation of formulas that have been proposed under
H.R. 1261, abill proposed to reauthorize WIA. These formulas, which would
subgtantialy ater the funding mechanisms used by WIA adult and didocated workers, as
well as Wagner-Peyser, are an attempt to better target the levels of need within loca
areas while streamlining the alocation of severd different sources of funds,

For example, under these proposed formulas, the adult, didocated worker, and
Wagner-Peyser programs would be merged into a single funding sream. To mimic this,
we smulated results for current adult and did ocated worker funds, and combined them
into asingle sum for each locd area. To this we added the loca ared' s current
hypothes zed Wagner-Peyser dlocation. Because Wagner-Peyser is currently a sate-run
program, with no such dlocationsto locd areas, we assumed for this exercise that loca
adlocations would be made using the formula currently in place under Wagner-Peyser for
inter-gate dlotments. This formula places atwo-thirds weight on the relative number of
unemployed individuas and a one-third weight on the relative size of the civilian labor
force. Using thisformula, we were able to smulate the loca dlocations under Wagner-
Peyser, which were then added to the adult and didocated alocations to obtain a current
tota alocation for each locd area

To these sums, we compared the alocations made under the proposed adult
formula. Thisformula, which represents somewhat of an amagamation of the adult,
didocated worker, and Wagner-Peyser formulas, includes the number of unemployed
individuas, the number of excess unemployed individuas, and the number of
disadvantaged individuass as the factors for alocating funds. According to the
legidation, thisformulais to be used to alocate 85% of the funds, while the remaining
15% would be dlocated using aformula of the stat€’ s choosing. We smulated the
effects of the proposed formulain three separate ways. first, we alocated 100% of the
funds using thisformula. Next, we dlocated 85% of the funds using this formula, and
the remaining 15% using unemployment in ASU. Findly, we alocated 85% of the funds
using the proposed formula and 15% using unemployment above the State average, which
is the factor states that currently have adopted a discretionary formulatypicaly usein
their formula

Of these three amulations, clearly the one most asmilar to current alocations was
that which alocated 85% of the funds using the proposed formula and 15% using
unemployment in ASUs. Under this scenario, relaively smadl percentages of LWIAS

Social Policy Research Associates IV-8



V. Summary

experienced shifts of greater than 25%. A sizable number of areas experience shifts of
between 10 and 25%, but over forty percent of the areas would experience shifts of less
than 10%, even in the absence of hold-harmless provisons. Thisislikey due to the fact
that the formulaincludes many of the primary factors currently in use by the three
formulas that would be merged. Thisformulaislargely unrdlated to population size, as
areas with different populations would not experience dramaticdly different gains or
losses. Although cities would stand to benefit under this formula, the shift isnot large,
and, smilarly, suburban and rurad areas, on average, experience only dight reductionsin
their dlocations. Further, this formula directs somewhat more funds toward aress that
are in the middle two quartilesin terms of poverty, while directing funds away from the
quartiles that are highest and lowest in terms of poverty rates.

The remaining two smulations produced somewhat greater changes. Allocating
100% of the funds based on the proposed formula would produce shifts of more than
25% for more than one in three LWIAS, and only one in four would experience shifts of
lessthan 10%. Using unemployment above the state average as adiscretionary factor in
conjunction with the proposed formula, only 21% of LWIAswould experience changes
of 10% or less, while nearly haf would experience changes of greater than 25%. Each of
the formulas tends to direct more of the funds toward loca areas with larger populations,
and these increases come a the expense of areas with smadler populations. Similarly,
both formulas dso would sgnificantly increase dlocations made to cities at the expense
of suburban areas and, especidly for the formula using unemployment above the Sate
average as the discretionary factor, rurd aress. Findly, using the proposed formulato
alocate 100% of the fundsto locd areas has the effect of directing funds toward areas of
lower poverty, and away from areas of highest poverty. Thus, this formula does a poor
job of targeting funds to loca areas with higher rates of poverty. Using unemployment
above the State average as the discretionary factor reversesthis effect, directing more
funds toward areas with high poverty and away from areas of low poverty.

We dso smulated the effects of adopting the proposed youth formula. This
formula, which weights three factors—the number of unemployed individuds, the
number of youth in the civilian labor force, and the number of disadvantaged youth—
equally, would, according to the proposed legidation, be used to alocate 80% of the
funds, while states could choose aformula to dlocate the remaining 20%. To smulate
the alocations produced by this formula, we conducted two smulations, one in which the
proposed formula was used to alocate 100% of the funds, and a second in which the
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proposed formula was used to alocate 80% of the funds, and youth poverty above the
dtate average was used to dlocate the remaining 20%.

In both cases, very large shifts in alocations were experienced by amgority of
LWIAs. Thisis perhaps not surprising, because the proposed formulais quite different
from the currert alocation formula. In both cases, gpproximately two out of three
LWIAswould experience shifts of greater than 25%, and gpproximately one-third would
experience changes in excess of 50%. In generd, far more funds would be directed
toward areas with the largest populations, at the expense of areas with smaler
populations. Using the proposed formulato allocate 100% of the funds aso tends to
direct money away from areas of highest poverty, with LWIAs in the highest quartile of
poverty rates experiencing dightly more than 10% lossesin their dlocations. Not
aurprisingly, the formula that includes youth poverty above the state average asthe
discretionary factor reverses this effect and directs a greater proportion of the funds
toward areas of higher poverty.

M echanismsto Promote Organizational and Financial Stability

Finaly, we examined mechanisms by which the formulas could be used or dtered
to help ensure that local areas receive relatively stable alocations from year-to-year.
Sizable shifts across years make it far more difficult to offer consstent services and to
meet the needs of customers. To examine sability in funding across program years, we
looked at three separate ways in which greater stability could be introduced into the
formulas, induding hold- harmless provisions, extending the reference period for which
dlocation factors are caculated, and including carry-in funds in a subsequent year's
dlocations.

The need for mechanisms to control fluctuation is readily gpparent when examining
the changes that occur in the absence of them. In thelast two program years, only
dightly more than 50% of dl loca areas would have experienced shifts of less than 10%
were no mechanismsin place to limit shifts. Further, gpproximately onein six locd areas
would have experienced shifts of more than 25%. Thus, the need for mechanisms that
help to limit these shifts seems clear, as LWIAS cannot be expected to be able to rapidly
expand or contract, and sign or void contracts with service providers, based on dramatic
shiftsin their funding across years.

The firg of the three mechanisms we smulated, implementing a hold-harmless
provision, was quite effective a minimizing the shifts experienced by loca areas. Since
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it automatically imposes alimit of no more than a 10% loss from one year to the next,
LWIAS can reasonably predict what their subsequent dlocation will be. Asaresult of
hald-harmless, then, dl loca areas receive at least 90% of the average of their two prior
years dlocations. In generd, this benefits LWIAswith smaler populations, thosein
suburban and rurd locations, and those with smdler dlocations to begin with. The gresat
benefit of hold-harmless gpplied to current alocation data, however, isthat these
externdly-imposed increases come at the expense of larger areas with more WIA
resources to begin with. Asaresult, substantial percentage increases directed toward
smaller areas as aresult of hold-harmless provisons require only rdatively minimal
losses on the part of larger areas, and it isthese areas that can best afford such smal
losses because of their relatively vast resource base.

A sacond ussful mechanism by which to limit fluctuation in LWIA funding across
program yearsisto dightly dter the factorsincluded in the formulas. Rather than
utilizing threshold measures for unemployment, such as unemployment in ASUsand in
areas of excess unemployment, one could Smply substitute the absolute number of
unemployed, regardless of whether this number exceeds some externaly imposed
threshold. Doing this reduces the fluctuation in yearly dlocations by nearly three-
fourths, smply because there are not dramatic swings caused by just meeting or fdling
below a given threshold.

Additiondly, if one were to use the average number of unemployed individuas
over an extended period of time, such as the prior two years, the fluctuation would be
limited even further dill. Using a measure of the average number of unemployed
individuas over the prior two years, and assgning this factor aweight of two-thirdsin
the dlocation formulas (with the number of disadvantaged individuas as the remaining
one-third) would reduce the fluctuations experienced by LWIAs by more than 80%.

Thefind mechaniam by which we examined stability was by attempting to
incorporate carry-in funds into subsequent program year dlocations. Although this
mechanism was somewhat effective in limiting the fluctuations local areas experienced, it
had two serious drawbacks. Firg, local areas and severa interested stakeholders with
whom we spoke suggested that using carry-in funds as an indicator of an inability to
expend funds or asasign of low demand for services was a poor assumption. These
funds largdly had been obligated in the assgned program year, but snce LWIAS have
two yearsto actually spend them they had not yet been expended. A large percentage of
these funds, according to local aress, was obligated to service providers under longer-
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term contracts, and limiting subsequent obligations because of gpparently available carry-
in funds would significantly limit these areas’ ability to provide other needed services.
Secondly, the process by which the carry-in funds would need to be incorporated back
into subsequent year alocations was trickier than expected, and thus makes the alocation
process amuch lesssmple one. Given that states and other stakeholders were clearly
advocating an dlocation process that remained relatively smple to understand and
implement, this must be seen as a significant drawback.

CONCLUSION AND RECOMMENDATIONS

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 gods. For example, dthough any change to the alocation formulasis
bound to create Sgnificant shiftsin funding at least in the firgt year, these shifts will
benefit certain loca areas more than others. To the extent that those that benefit have
more need for WIA funds, as aresult of their greater demand, greater numbers of
unemployed or disadvantaged individuds, or greater capacity to serve this demand, then
these shifts could be considered atemporary but necessary challenge 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.

In this report we have presented a variety of dternative formulas and compared
how these formulas impact the alocations made to local areas. Such comparisons engble
us to examine how changes that seem dight or subtle may have dramatic effects on the
dlocations made, and that LWIAs with different characteristics may be impacted
differentidly. For example, an dternative formulathat changes on an unemployment
factor may do far more than target more funds toward areas of greater unemployment.
Because of the way in which the factor is measured within loca aress, it may aso target
greater proportions of fundsto LWIAsthat have higher, or lower, rates of poverty, or
aress that typically receive larger or smaller shares of WIA funds. These impacts, while
unintentional, have very red effects on LWIAS, and must be understood and anticipated
in order to know how any such changes will be received.

Among the dternatives consdered 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
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populations and LWIAs that are primarily in cities, while areas with smdler populations,
and thosein rura 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, if one consders the universa adult customer under WIA to
be any individud, these formulas may be well suited to targeting funds toward areas that
have relatively greater numbers of such customers. 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.

Other formulas do a better job of targeting funds toward loca areas with high rates
of poverty, largely by induding in thar dlocation formula the number of individuds
living in poverty as a centrd component. Other formulas have targeted areas of high
poverty by using aternative factors, such as unemployment above 1.25%, which targets
poverty indirectly, but nevertheless has the effect, when combined with the standard
formulg, of directing more funds toward areas with more people living in poverty.

In generd, any changes to the alocation formulawill tend to produce sizeble shifts
in the actud dlocations received by locd areas, smply because LWIAs will vary in ther
relative vaues for the factors in question. Thus, changes proposed to the alocation
formulaas part of WIA reauthorization are likely to produce sizable shifts from current
dlocations, though the analysi's presented in this report suggests some ways in which
those shifts can be minimized. A criticd task in determining whether or how to modify
the exiging formulas will thus be to ersure that whatever shifts are produced by the new
formulas, they have the effect of targeting more funds to areas that have a demongtrated
need, such as the number of unemployed or disadvantaged individuds, the sze of the
labor force, or other key factors, many of which have been described above.

Given these concerns, below we offer saveral recommendationsto DOL as they
condder dternatives to the current formula as specified in the origina WIA legidation.

Include factorsthat measureraw counts of individuals. Usng raw
counts of individua's mesasures the actua number of individuals who may

be in need of sarvices. Relying on such measures will create amore

uniform and objective formula because the raw counts can be compared
directly across areas to determine the relative need in each.

Include measuresthat target the eligible population. The current
formulas focus heavily on unemployment factors, as well as measures of
the disadvantaged population. However, for the adult program, neither
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being unemployed nor disadvantaged is a requirement to be digible under
WIA. Thus, none of the factors used to dlocate funds actualy targets
what could be consdered the digible population. Similarly, for the youth
program, athough being disadvantaged generaly remains a requirement
for the youth program, there is no requirement that youth be unemployed.
Thus, two-thirds of the current formula alocating youth funds does not
specificdly target the digible population. Thus, we recommend
specificaly that DOL congder including the following measuresin the
dlocation formulas.

- For the adult program, ameasure of the number of individuasin
the [abor force, as areasonable indicator of the potentid eigible
population, which includes the “universal cusomer.”

- For the adult program, consider the use of measures of
underemploymen.

- For the youth program, a measure of the number of youth with
any of the barriersthat are required for digibility for WIA
sarvices. Although severd of these barriers would be difficult to
measure and, thus difficult to implement, we believeit is possible
to use a least some of the barriers confirming digibility in the
alocation barriers. Among these measures could be the number
of youth who are school dropouts or those who are pregnant or

parenting.
Include measures of growth industries or in-demand jobsasan
allocation factor. Doing so represents one aspect of the “need” within an
areg, in that employersin such indudtries, or with job openingsin these
areas, have substantia need for atrained workforce.

Eliminatetheuse of threshold measuresin the substateallocation
formulas. These measures creste Sgnificant fluctuaion in alocations

from year to year and can make it more difficult for local boards to

remain dable. Eliminating them can subgtantialy increase the sability of
alocations while continuing to dlow yearly fluctuation that indicates

actua need within local aress.

Topromoteorganizational and administrativestability, continueuse
of hold harmless provisions, a least during the trangition period when
changes, such as those described above, are being implemented. Such
provisons ensure that local areas can be reasonably sure of the amount

they will receive from year to year, thereby making their planning efforts

more feasible and informed.

Exercise great caution if including carry-in fundsasa factor in
subsequent allocations. Primarily, thisisimportant because often
unspent funds have aready been obligated. Incorporating them into
subsequent dlocations may therefore sgnificantly impair loca areas from
mesting their obligations and providing services to their cusomers, and

Social Policy Research Associates IV-14



V. Summary

may result in locd areas being hesitant to enter longer-term contracts with
their providers. Such contracts often are seen as beneficid, as
relationships can be developed that help to foster positive outcomes for
customers.

If the adult and didocated worker streams of funding are to be merged,
enablestatestoretain ahigher proportion of fundsto bedistributed
based on dislocations asthey occur. Because past layoffs are a poor
predictor of future events, states must remain able to target funds as new
layoffs do occur. They therefore must retain a Sgnificant portion of their

WIA funds to distribute as these events occur.

Support effortstodevelop new data sour cesthat would providedata
tobeused for substate allocations mor e quickly. Among these efforts
could be the use of the SAIPE or the full implementation of the American
Community Survey. Updating the data on poverty, which currently is

weighted as one-third of both the adult and youth formulas, more than

every ten years would better target this need as it shiftswithin aten-year

period.
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APPENDIX A: FACTORSINCLUDED IN SMULATED

FORMULAS

Thefollowing isalig of the factors used in the various Smulations examined as
part of thisstudy. In addition to the name of the factor, we aso include a description of
the source from which we obtained these data and a description of any key issues that

should be noted about the factor.

Factor Data Source Key Issues

Disadvantaged Adults Census The number of adults, ages 21 to
64, living in poverty.

Excess Unemployment LAUS, Census

Unemployment in Arees of LAUS, Census

Subgtantiad Unemployment

Household Income Census Average and Median Income.

Median Earnings Cenaus Household earnings of population
16 and over.

Number of Individuds with Cenaus Ages 18 and above.

Less Than High School

Education

Population Census

Poverty Above the State Cenaus

Average

Total Number of LAUS

Unemployed

Total Civilian Labor Force Census, LAUS

Unemployment Rate LAUS

Disadvantaged Y outh Census The number of youth, ages 16 to
20, living in poverty.

High School Dropouts Census For youth, caculated from ages 16
to 19. For adults, calculated as
ages 18 and older.
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Jobless Out-of-School Cenaus Combination of unemployed and
Y outh (OSY) out of labor force, among those
youth ages 16 to 19 not in school.
Unemployed OSY Cenaus The number of unemployed, ages
16 to 19, among those not in
schooal.
Unemployed Y outh Cenaus Number of unemployed youth,
ages 16 to 21.
Number Employed in ES 202
Dedlining Indudtries
Mass Layoffs Mass Layoff
Statistics Series
Farmer-Rancher Economic Department of
Hardship Agriculture, State-
level deta
Pant Closang Data WARN Notices,
State-levd data
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