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Background

In recent years the nation has experienced two socid policy changes that, taken
together, condtitute a revolution in American domestic policy. The wefare reform law of 1996,
which codified and extended a reform movement that had been growing in the states for severd
years, made unprecedented changes in the satutes that govern cash and other welfare benefits
for able-bodied adults with children. In effect, the welfare reform law of 1996 renegotiated the
nation’s socia contract with the poor. The second revolution, which began in the mid-1980s
and may be going on till, amed to use federd dollars to make work pay. If the welfare reform
revolution encouraged and, where necessary, forced people to work, the work support
revolution made it possble for families to work at low wage jobs and gtill provide a decent if
somewhat spartan life for their children.

In this paper | review the nature of these two vital developmentsin American socia
palicy, examine evidence on the effects of the socia policy revolution they comprise, discuss
policies for strengthening the effects of these reforms, and assess the extent to which the current
systemn and possible future improvements enjoy bipartisan support.

In an earlier paper for this project (Haskins, 1998), | examined the liberd and
conservative influences on the 1996 welfare reform law. The welfare reform law passed
Congress by a grester bipartisan mgority than the majority that enacted Medicare in 1965 and
was signed into law by a Democratic President. In the previous paper, | argued that a small
group of liberds, led by Danid Patrick Moynihan (1965), Ken Auletta (1982), Mickey Kaus
(1986, 1992), Nicholas Lemann (1988 & 1989), and Christopher Jencks (1992), wrote
movingly and persuasively about the problems being crested by, or at least associated with, the
Aid to Families with Dependent Children program (AFDC). While consarvatives, dmost
aways encumbered by minority party status in post-War America until the Congressond
elections of 1994, were by tradition exceptiondly critica of welfare and were dwayswilling to
radically change the system, it was not until the flaws of welfare became atarget for liberd
intellectuds and even Democratic paliticians that the possibility for serious reform became red.

More scholarly and cautious observers than | may disagree, but | believe history will
show that the welfare reform law of 1996 represents a discontinuity with previous welfare policy
and that the new policy has dready dramatically changed the way politicians, scholars,
reporters, public intellectuas, and the American people think about welfare. There are any
number of books and monographs that complain of the piecemed way in which nearly al public
policy, but especidly welfare policy, develop in America (Burns, 1963). Given our Democratic
processes, separation of powers, and two-party system of government, norma policymaking is
continuous, cumbersome, and dow. But an unusua congtellation of forces created the
background support necessary for the remarkable welfare reform legidation of 1996 (Haskins,
1998). These forces were seized by a determined Republican mgjority following the 1994
Congressond dections—amgority that knew exactly how it wanted to change welfare. The
new mgority came prepared with alegidative proposa and a core group of members of
Congress, including Tom Delay and Newt Gingrichin the House Leadership, Bill Archer, Clay
Shaw, Nancy Johnson, and Jm McCrery of the Committee on Ways and Means, Lamar Smith
of the Judiciary Committee, Pat Roberts of the Agriculture Committee, and Jm Taent and Tim
Hutchinson of the Education Committee, who supported the same set of proposas and who
had crested a set of arguments to defend their policy againgt criticisms from both Democrats



and the press. At every crucid moment in the debate, Capitol Hill Republicans were joined by
Republican governors in defense of their far-reaching proposdls.

Although the policies developed over a period of years by this team addressed child
care, child protection, policy for disabled children, food and nutrition, and welfare for
noncitizens, only the program that replaced AFDC and the child care programs will concern us
here. Changesin AFDC were radicd; those in child care only dightly less so, dthough child
careis of less consequence than the fate of the nation's most important cash welfare program.

The New Welfare System

The 1996 reforms replaced AFDC with the Temporary Assstance for Needy Families
(TANF) block grant. The heart of the reform can be grasped by examining five features of the
new program, dl of which were prominent provisons of every magor Republican bill that gained
congderation in the House during the nearly two years of welfare reform debate. Thesefive
features had been devel oped by House Republicans over a period of years and enjoyed amost
universa support in the House Republican conference and among the 32 Republicans governors
who played such akey role during Congressiona debate. These features were dso strongly
opposed by a mgority of Democrats and dicited howls of protest and charges of Republican
extremism and crudty. Indeed, one prominent child advocate (Edelman, 1995) charged in the
Washington Pogt, after likening the Republican bill to burning Vietnamese villages to save them,
held that no one who congdered themsealves part of the Chrigtian or Jewish traditions could
support the hill.

End cash entitlement

Ending the federa entitlement to cash wefare (while retaining the entitlement to food
stamps and medicaid hedlth insurance) was the most controversid feature of the Republican
reform. To liberds, the creation of welfare entitlements was one of the most important features
of American socid policy and one of their most valued achievements because entitlements
guaranteed payments to most poor Americans, especialy children and their parents. Thus, no
matter what the tatus of the economy, no matter which political party wasin control of
Congress or the White House, and no matter how large the caseload might be a agiven
moment, payments for every qudified person were guaranteed. But to conservatives,
entitlements inevitably carried amoral hazard. Because recipients were guaranteed payments
regardless of their behavior, entitlement policy permitted or even encouraged dependent
behavior such as nonwork and nonmarital childbearing. Moreover, aslong as recipients had a
legd right to benefits, it would be impossible to creete the type of reciproca welfare system with
strong sanctions that conservatives wanted to establish. Conservatives were determined to
make it clear that unless able-bodied, adult recipients took concrete steps to free themselves
from welfare, such aslooking for work or actualy working a fixed number of hours per week,
their cash benefits would be reduced or even diminated.

Given the popularity of requiring welfare recipients to work for their checks among the
American public, Democrats faced a dilemma. They could not oppose work. But neither could
they support serious work requirements with sanctions for failure to comply because these
provisions would serioudy undermine entitlement. This aspect of the 1995-96 debate mirrored
the welfare debate of 1988. Democrats tried to find a compromise between strong work
requirements and preserving entitlement. In fact, 30 years of Democratic policies designed to



promote work while preserving entitlement had failed. Asearly asthe mid-1980s, Mary Jo
Bane and David Ellwood of Harvard had shown that 65 percent of those on welfare at a given
moment would eventudly have spellsthat lasted 8 or more years, despite the fact that there
were many exits from wdfare. Similarly, astudent of Ellwood's, LaDonna Pavetti (1995),
showed that the average length of stay on welfare, counting repegt pells, for those on therolls
at agiven moment was nearly 13 years. 1n 1995, AFDC adminigtrative data showed that only
around 8 percent of recipients actually worked. Thus, on the eve of the Republican attack on
cash entitlement, wefare dependency was a sgnificant problem. A mgor part of the solution
was to send a clear federd Sgna — entitlement welfare benefits were being replaced by earned
welfare benefits,

Block grant funding

Republicans wanted states to have much more authority over welfare programs. If
welfare were to become primarily ajob program, flexibility at the state and loca level was a
must. The caseworker, who previoudy was interested primarily in getting the amount of the
welfare check correct, was now to become a job counselor and motivator. With this new
responsbility would come the need for more authority -- including the right to reduce or end the
cash benefits of recacitrant recipients.

Almog as important, giving states a fixed amount of money would provide them with
great incentive to help people leave welfare. Under the old AFDC program in which states
received additiona federad funds for each recipient they added to the welfare rolls and lost
federa funds for each recipient who left the rolls, the state reward for helping people find work
was areduction in their federd funds (athough states did save money on the ate share of
welfare payments). Further, with very modest exceptions, the federd funds were provided as
an entitlement to individuals. Asaresult, they could be used only to pay welfare benefits, not to
help prepare people for work. Creating the TANF block grant, and adlowing states to spend
their funds on child care, trangportation, training, education, work bonuses, or anything el se that
would promote independence from welfare or the reduction of illegitimacy rates, provided both
the financid incentive and the flexibility needed to promote change. Fixed funding meant that
when gates helped people leave or avoid welfare, they retained control of al the money saved
from the reduction in welfare payments. This feature of the block grant gave states a huge
incentive to help people work rather than depend on welfare benefits.

Block grants dso adlowed states to develop policies tailored to state and local
demographics, traditions, economic activity, and bdliefs about wefare. Equaly important, block
grants maximized the opportunities for innovetion. If states are given autonomy, they will
develop widdly divergent policies. Hexibility yiddsinnovation. Through innovation, a host of
new and potentialy effective welfare strategies can be developed and tested. This innovation
can be seen in the welfare waiver programs states mounted in the years leading up to the 1996
reform. For example, states began to test welfare diversion in which adults are helped to find
employment or given resourcesto ded with acrigs, rather than join the wefare rolls. States
a o began to provide a combination of generous work disregards, in which wefare recipients
were alowed to keep more of their cash benefit once they found work, and much more
stringent training and work requirements. Many states aso began to develop sophisticated job
readiness programs, usudly lasting for about a week, to prepare people to find work and begin
working. These short programs usudly involved help in networking for job location, practicein
job interview skills, help preparing aresume, and lectures, discussion, and role-playing about



the so-called "soft" work skills such as being punctud, getting dong with peers, following
ingructions, and dressing properly.

Not only will states use their new flexibility under ablock grant to desgn and implement
innovative policies, but sates, if encouraged or required to do so, will submit their programsto
third-party evauations to examine the impacts of their new policies. Again, thistendency can be
seen clearly in the state waiver programs that preceded nationd reformin 1996. Highly
competent companies such as the Manpower Demonstration Research Corporation,
Mathematica, Abt, and others have been used by states to test their programs. These
companies, aswel as anumber of research indtitutes founded by universities, provide states
with skilled, independent, and reliable evauations that alow the entire nation to profit from both
successes and failures of innovative programs.

Work requirements

Work requirements were the third eement of the reform strategy. These were the
logical expansion of the modest participation standards that had been placed in the 1988
welfare reform legidation. A mgjor justification for work requirements was that strong action
was needed to ensure that the atmosphere of welfare offices changed. Most Republicans
believed that when a sufficient number of adults on welfare began preparing for work, looking
for jobs, finding jobs, and then actudly leaving the rolls, akind of contagion would take placein
which most able-bodied adults on welfare would begin to perceive area change and would fed
themsalves under pressure to make changes. Even more important, as particular states began to
demondtrate that radically reconstructed programs at the local level could help adults on welfare
end their dependency by finding jobs, other states would be likely to reform their programs
dong amilar lines

Stiff federd requirements of this type are inconsstent with the philosophy, inherent in
block grants, that states should have greet flexibility to design their own programs. However,
few doubted that if state programs were to undergo rea change, work requirements with teeth
would be necessary. Thus, the federd government was requiring something that was dmost
universally regarded as essentid to serious welfare reform.  Further, the actua work
requirements and pendties were negotiated with the governors, who somewhat reluctantly
agreed to them, thereby ensuring that the new requirements accommodated State interests and
cgpabiilities to the maximum extent possible.

Sanctions

The fourth element of the reform strategy was sanctions. Two types were embodied in
the legidation. Fird, after 30 years of soft federd legidation, states had to believe that
Washington was serious about welfare reform thistime around. After al, the Congress had
been passing work and training "requirements’ since 1967 and little had happened to change the
routine check-writing operations of state and local welfare offices (Mead, 1986). Thus, the
Republican legidation contained a number of cash pendties againg Sates that failed to fulfill the
work requirements. The governors position was that as long as the federa government gave
them adequate flexibility, control of resources, and clear requirements, they would agree to cash
pendties for failure to meet the new norms.

The most prominent of the requirements was the work standard under which states had
to place a pecific percentage of their casdload in work programs every year. The standard
began a 25 percent of the entire caseload in 1997 and increased at the rate of 5 percentage



points ayear until it reached 50 percent in 2002. States that failed to meet these work
standards were subject to pendties that could grow as high as 21 percent of the state's annual
block grant. With pendtieslike this, states were unlikely to ignore the work requirements.

Individuas on cash wedfare were a0 subject to subgtantid pendties. Although states
had the flexibility to design their own pendty structure, the federd statute required that states
impose pendties on individuals who failed to meet the work requirement and to do soin
proportion to the seriousness of their failure to comply. At state option, the pendty could
include complete termination of cash benefits and of adult Medicaid coverage. These pendities
reflect the belief among Republicans that redl change required that adults on welfare redize they
were subject to serious pendties if they failed to change their behavior and work diligently
toward independence.

5-year time limit

Findly, individuas were subject to a 5-year time limit on benefits paid with federa
funds. With the exception of ending the entitlement to cash welfare, the 5-year time limit was
the most controversa provision of the legidation. Republicans held that it was vitd to send
young welfare recipients a direct and unambiguous message from the first day they sgned up for
benefits, namdly, that they must begin immediately to prepare for sdf support because welfare
was now temporary and not away of life.

Democrats strongly opposed this policy, often using harsh rhetoric about Republicans
abandoning the poor. One Democrat, for example, said that the bill was “the most calous,
coldhearted and mean-spirited attack on this country’s children that | have ever seenin my life’
(Congressiona Record, 1995, p. H3348); another, after reading a quotation about citizens
remaining quiet while the Nazis destroyed various enemy groups before and during World War
[1, admonished his colleagues to “Read the Republican contract. They are coming for the
children. They are coming for the poor. They are coming for the sick, the elderly, and the
disabled . . . | say to my colleagues -- you have the ability, the capacity, the power to stop this
ondaught” (Congressiona Record, 1995, p. H3358).

Even s0, Republicans were ingstent that welfare recipients became dependent primarily
because entitlement welfare encouraged them to do so. If an emphasis on temporary benefits
were an inherent part of the welfare system, the mgjority of recipients would respond
gppropriately. The House Floor debate in both 1995 and 1996 is full of Democratic claims that
without entitlements, recipients and their children would be in grave jeopardy. To thisdam,
Republicans responded that it was the entitlement system itsalf that made recipients appear
helpless and that if young adults on welfare understood from the beginning thet the program now
offered only temporary support, and if they were given help in preparing for and finding work,
they would display the same ability to support themsdalves and their families as other Americans.
In addition, casaworkers would be more likely than under previous welfare reformsto help
recipients join the workforce because the dternative was loss of benefits. Time limits also had
the effect of reducing the present vaue of future benfits, thereby further encouraging recipients
to enter the workforce. Regardless of what disadvantages able-bodied adults faced in their
persond lives, Republicans argued that the welfare systlem must not provide them with an
excuse to surrender their naturd inclination for saf sufficiency.

Republicans did agree with Democrats that there would be some individuds on wefare,
particularly those with large families, addictions, children with disabilities, persondity disorders,
or mentd limitations, who would need more than 5 years to achieve independence. Thus, the




law dlowed states to make exceptions to the 5-year limit for up to 20 percent of their casdload
in order to accommodate these hardship cases.

Summary of 1996 welfare reform law

The sweep of the 1996 welfare reform law was immense. Taken together, these five
provisions of the new TANF program congtituted one of the most substantia changes ever
made in amgor American socid program. Because the AFDC program was in many respects
the lynchpin of entitlement welfare policy for the able-bodied, enacting these reforms had a
major impact, not just on the AFDC program, but on the host of programs that contribute to the
entitlement mentality that had proved so destructive to many young Americans and to scores of
inner-city communities.

Although the welfare reforms of 1996 have enjoyed extensive coverage in the media, a
more subtle set of changes in means-tested programs for poor and low-income workers had
been taking place since gpproximately the mid-1980s. To fully understand the choices
confronting welfare gpplicants and recipients, and to comprehend the actud financid incentives
in place to assigt adults deciding to avoid or leave welfare, it is essentia to understand this work
support system in grester detall.

TheWork Support System

Americaswork support system can be defined as a set of means-tested programs that
provide public benefits to supplement the income of working families. For our purposes, the
work system has five mgor and severa minor components. The mgor components are the
Earned Income Credit, Medicaid, child care, food stamps, and child support enforcement. The
other components include housing, transportation, school lunch, Head Start, the Workforce
Investment Act, and a growing set of state-supplied benefits.

Developing the work support system

Earned income credit— The heart of the work support system is the Earned Income Credit
(EIC; Committee, 1998, pp. 866-870). Enacted in 1975 and expanded severa times since, the
EIC is essentidly areverse income tax that supplements the income of low-wage workers. The
payment schedule can be thought of as a pyramid with the top cut off. Along the left, upward
doping wall of the modified pyramid, the EIC payment increases as wages increase. 1n 2000,
the credit for amother and two children is a cash income supplement equa to 40 percent of
income up to amaximum income of approximately $10,000 (al figures are rounded); thus,
between $1 and $10,000 of income, working parents receive an additiona 40 cents for every
additiona $1 of income. When income reaches $10,000 at the top of the modified pyramid, the
EIC pays a constant $4,000 until income reaches $12,000. Asincome passes $12,000 aong
the right, downward doping wal of the pyramid, the credit begins to phase out at a rate of

about 21 percent for each additiona dollar of earnings. At $20,000 of income, for example, a
worker would receive the maximum credit of $4,000 minus the phase out rate times the amount
of phase out between $12,000 and $20,000 (21% times $8,000). This calculation is $4,000
minus $1,680 or $2,320, which the family recelves as a cash tax return. The credit is
completely phased out at about $30,000.



When enacted in 1975, the credit was a mere 10 percent of income up to $4,000,
yielding amaximum credit of $400. Many who supported the origind EIC thought of it asa
replacement for Socid Security taxes. Congress expanded the initially modest credit on severd
occasons. The credit received a nice boog, first proposed by that famous liberad Ronad
Reagan, in the mgjor tax overhaul of 1986. Smilarly, the EIC was given another substantial
boost by the child care reform legidation written primarily by House Republicans and supported
by the Bush Adminigtration in 1990. Findly, the biggest boost of al was proposed by President
Clinton and enacted in 1993. After the Clinton reforms, the EIC provided a maximum credit of
7.65 percent of incomes up to $4,340 for childless workers (who had never previoudy been
included in the EIC); 34 percent applied to incomes of up to $6,500 for workers with one
dependent child; and 40 percent gpplied to incomes of up to nearly $10,000 for workers with
two or more children.



The 1993 ingtdlment of the EIC expansion was designed by David Ellwood of Harvard who
had joined the Clinton Adminigtration in 1993 and was assigned the task of figuring out how to
deliver on Presdent Clinton’s promise thet full-time work at the minimum wage should remove a
family from poverty. Ellwood's proposa to dramatically increase the EIC was quickly adopted
by the President and tucked into his controversd and divisve tax increase of 1993. The entire
package was enacted without a single Republican vote in either Houses of Congress. Ironicaly,
thishill, which contained one of the biggest tax increasesin American history, iswidely believed
to have contributed to Democrats losing control of both Houses of Congressin the 1994
elections.

Medicaid— The Medicaid program pays for health services provided to digible low- income
families with children, aswell asto the aged, the blind, and the disabled. In the case of children,
Medicaid provides access to preventive hedth care through Early and Periodic Screening,
Diagnosis, and Treatment; well-child care; physician and hospital services for acute care;
prescription drugs, vison and dental care; and long-term care for children with disabilities.
Following its enactment in 1965, Medicaid was widely viewed to be flawed because, with
minor exceptions, only those enrolled in ether the AFDC program or the Supplementa Security
Income program (or its state-run predecessor programs) could gain access to Medicaid
benefits.

However, under the leadership of Congressman Henry Waxman and others, in the mid-
1980s Congress embarked on a series of largely bipartisan reforms that had the effect of
alowing many more children, including children not enrolled in ether the AFDC or SS
programs, to be digible for Medicaid. These reforms can be boiled down to three types of
coverage that operate outside the cash welfare programs. Firgt, states must cover al children
under age 15 in families with incomes below the federal poverty leve (about $13,900 for a
family of 3in 1999). When originaly enacted, this provision required sates to cover only
children under age 5. However, the legidation mandated states to raise annualy the age-groups
recelving mandatory coverage by 1 year until al children under age 19 receive coverage in the
year 2003. Second, states must cover dl children under age 6 living in families with incomes
below 133 percent of the federd poverty line (about $18,500 for afamily of three in 1999).
Third, Sates have the option of covering children under age 1 and pregnant women in families
with incomes up to 185 percent of the federd poverty leve (about $25,700 for afamily of 3in
1999).

If these provisions opened the door to Medicaid coverage to those outside the welfare
programs, the 1996 welfare reform law blew the door off its hinges. Both Republicans and
Democrats were determined to ensure that children would not lose Medicaid as aresult of the
new emphasis on work. After many hours of negotiation, and over the very strong opposition
of the governors, the negotiators decided to virtudly sever the link between the new TANF
program and Medicaid. The revised Medicaid statute now requires states to cover any family
that meets the income, resource, and family compostion guiddinesin place for AFDC digibility
on July 16, 1996, before the enactment of welfare reform. This provison was included because
Demoacrats were concerned that states would use the flexibility provided by the TANF block
grant to lower their income and resources standards, thereby reducing the number of families
that could qualify for TANF benefits. If Medicaid digibility continued to be tied to TANF asiit
had been to AFDC, many families could lose coverage.



As governors pointed out with a certain level of energy (one Republican governor
threatened to call a press conference and denounce the entire hill), the new requirement meant
that states would very likely be required to compute two digibiliies—one for TANF and one
for Medicaid—where previoudy they could caculate just one that covered both AFDC and
Medicaid. To gppease the governors, states were provided with an additiona $0.5 billion in
adminigrative funds for the Medicaid program.

The wdfare reform law aso added two mandatory coverage requirements for families
leaving welfare. Specificaly, wdfare leavers with employment were given 6 months of
Medicad and, if family income remained below 185 percent of the federd poverty level
($25,700 in 1999) at the end of the first 6 months, an additional 6 months of coverage was
mandated.

Thus, by the time the welfare reform law was signed by President Clinton in August of
1996, the Medicaid program had been transformed from one tied amost exclusively to
participation in cash welfare programs to one that provided a host of waysto qualify for
coverage. Then, ayear later in the Baanced Budget Act of 1997, Congress provided sill more
hedlth insurance coverage for children by enacting the $20 billion (over 5 years) Child Hedlth
Insurance Program (CHIP). This program was intended to help states provide hedlth insurance
to children from families with incomes above the Medicaid cutoff but below 200 percent of the
federd poverty leve ($27,800 in 1999). Combining the expanded Medicaid coverage with the
new CHIP program, there is no question that more children are now digible for government
hedlth coverage than ever before—whether they actudly receive the coverage is another issue
to which we return below.

The upshot of these various expansons is that mothers can leave welfare and retain
Medicaid coverage for their children, and often for themselves. Although the exact role of
hedlth coverage as a disncentive for leaving wefare is not well established in research (Ellwood
& Adams, 1990), it is certainly reasonable to suppose that mothers facing the prospect of low
wage employment and spotty health coverage might make arationd decison to stay on welfare
smply to ensure that their children would have Medicaid coverage. Similarly, even many
conservatives agree that policymakers who want to create a system in which mothers are
strongly encouraged or compelled to leave wdfare for work must do everything they can to
ensure that these mothers and their children do not lose hedlth insurance coverage. Ironicaly
enough, the Waxman expans ons were often referred to by Republicans during the welfare
reform debate of 1995-96 as part of the judtification for using compulsion to cause mothersto
leave welfare.

Child care—The mgor conflict in federa child care policy over the past severd decades has
been a struggle between those who want to Smply provide federal subsidies for routine market
care while parents work and those who want to provide high-qudity, “developmenta” child
care s0 that preschool children from poor and low-income families will receive the simulation
they need to achieve proper development. Asthe history of federd child care policymaking
since roughly the 1970s has shown, there are two Strategies that policymakers, especidly
Democrats, have followed to achieve the god of providing more developmentd care.

Thefirg isto directly provide federd funds and federdl standards to creste
developmental care. Nearly everyone, Republicans and Democrats dike, agrees that preparing
poor children for school isaworthy god and that it is appropriate for the federal government, in
itsrole of helping the poor, to spend money and set generd policy directionsin thisarea. Head



Start is, of course, the quintessentia program that promotes the development of poor children.
In announcing the new Head Start program in his famous Howard University addressin 1965,
President Johnson (1966) stated the goal of federal developmenta child care policy quite
clearly. The purpose of Head Start, he said, was to bring poor children to the “ starting line”
provided by their entry into the public schools on par with their more advantaged classmates.

Inits nearly 35 years, Head Start has enjoyed a charmed existence. Despite its spotty
record for actudly helping children achieve more in the public schools (Haskins, 1989; Currie &
Thomas, 1995), both Republicans and Democrats strongly support the program. Even during
the period after Republicans took over Congress in 1995 when many federal social programs
were subjected to intense scrutiny, Head Start was never atarget for budget cuts. Indeed, quite
the opposite. Since 1995, the Head Start budget has increased from $3.5 hillion to $4.7 billion,
amost a 35 percent increase.

The second policy pursued by Democrats to ensure increased availability of
developmenta care is the regulatory route. Now amost forgotten, for two decades or more
there was a serious struggle a the federa level over something caled the Federd Interagency
Day Care Requirements (FIDCR; Nelson, 1982; Steiner, 1976). The god of FIDCR wasto
creste federd regulations on qudity child care—including staff-child ratios, teacher training,
physica resources, curriculum, and ahost of other requirements—that had to be met by any
facility recaiving federd funds. Head Start represented the direct federd crestion and virtual
federa ownership of developmentd child care; FIDCR represented the indirect creation of
developmenta care by imposing quality guidelines on hundreds of thousands of child care
fadilitiesin both the private and public sectors throughout the country.

Asthe drive to help mothers leave welfare increasad, it became clear that inexpensive
child care was akey to policy amed a helping mothers escape welfare dependency (Steiner,
1971; Haskins, 1992). Heréswhy. Assume that the goa of welfare reform was to reduce the
welfare casdoad from the high water mark of around 5.1 million families to 3 million families.
Assumethat haf these families have a preschool child. If federd law required that each of these
children be placed in aHead Start-like program that provided full-time, year-round care, even
at a consarvative cost estimate of $9,000 per year, the cost would be about $9 billion per year.
Even more extravagant, serious scholars such as Barbara Bergmann (1998) of American
University have proposed that al poor children recaive this type of developmental child care &
atotal cost of around $40 billion per yesar.

These figures demondtrate that federa policymakers faced a choice: they could pursue
ether wdfare reform or universa developmentd child care. The policy they sdected wasto
continue moderate increases in the budget for Head Start, to kill FIDCR, and to Smultaneoudy
provide states with more money to purchase routine care for poor and low-income working
mothers, especidly those leaving welfare. Because everyone agreed that much more child care
would be needed once the welfare reform law was enacted, the find bill included an additiona
$4.5 hillion over 6 yearsin child care funds.

Thisdua policy of nurturing Head Start as the federal commitment to developmenta
care while stopping Federa regulation of routine market care can be seen in both the 1988
welfare reforms and the important 1990 expansions of federd child care policy. In the former
case, Congress authorized child care funds for families participating in the Job Opportunities and
Basic Skills Training (JOBS) program but refused to create anything like the FIDCR
regulations. In retrospect, it seems reasonable to conclude that the 1988 welfare reform
legidation was the death knell of serious federa regulation of market child care and, even more
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care by forcing child
care facilities throughout the country to meet federal tandards. Rather, states would enjoy
amost complete autonomy in deciding what types of care to regulate, in setting the specific
regulaions, and in enforcing regulations. Congress did decide that federal funds could be spent
only in facilities that met whatever andards states might impose on child care facilities of certain
types.

The mgor child care legidation of 1990 expanded and further codified al these
elements of the child care compromise. In addition, the 1990 legidation added the requirement
that, in order to promote parental choice, states must make child care vouchers available to
qualified families that requested a voucher.

The mgor innovation of the 1996 legidation was to end the pardld child care programs
that were run through the old AFDC programs and to place dl funds, including new funds of
around $4.5 billion over 6 years, in the Child Care and Development Block Grant. Other than
these two changes, the 1996 legidation, like the 1990 legidation, smply confirmed the decison
to leave child care regulation in the hands of state and locdl officias.

As shown in Figure 1, regardless of the various debates taking place a the time,
gpending on child care has increased dmogt every year. Given the likelihood that Congress will
provideincreased funding for Head Start dmost every year, the open-ended nature of child
care provisonsin the tax code, and the planned increases in the Child Care and Devel opment
Block Grant enacted as part of the

1996 wdfare reform law, we can expect federal expenditures on child care to continue
increasing for at least the next severd years.

Food stamps—Food Stamps is seen by both Republicans and Democrats as avitd link in the
work support system. Every individua and family that meets the program’ s income and



resource standards and submits an application receives coupons or an electronic benefit transfer
card that are redeemable at millions of facilities that sdl food. The grossincometest is 130
percent of the federd poverty level or around $17,500 for afamily of threein 1999. If thistest
ismet, asaries of cdculationsis applied to earnings to determine the benefit amount.

Although there were numerous changes in the food slamp program in the 1996 welfare
reform law, most of these changes had only amodest effect on welfare recipients. In most
cases, if the mother went to work as aresult of the reforms, she faced precisdy the same
maximum benefit and the same phaseout rate as she would have faced before welfare reform
was enacted. But food stamps remained an important part of the work support system
because, as we will see, most mothers leaving welfare for work at low wages remained digible
for around $1,500 in food stamps. Moreover, snce many families move into and out of work in
theinitid few years after leaving wefare, the food stamp benefit would be worth even more
because the family could receive the maximum benefit during periods of unemployment.

Child support enfor cement—Signed into law by President Ford in 1975, the Child Support
Enforcement program is designed to encourage and, when necessary, force noncustodia
parents to support their children even though they no longer live with them. Originaly intended
to collect money primarily from fathers whose children were on welfare, the program quickly
expanded to include nonwelfare families. Few programs have the widespread and deep
bipartisan support enjoyed by child support. Mgor reforms of the program passed Congress
unanimoudy in 1984; managers of the Family Support Act of 1988, which contained substantia
reforms of both the AFDC and child support programs, were widely believed to have included
child support reformsin the bill in order to attract the votes necessary to ensure enactment; the
gill more elaborate and important reforms included in the 1996 wefare reform legidation were
developed and supported on a bipartisan basis, despite the fact that many of the welfare
reformsincluded in the bill were highly partisan and caused no end of palitica conflict.

Among other reforms, the most important changesin child support enforcement
included in the 1996 legidation were extensve automated data processing requirements, a state
and nationd directory of basc information on al new employees hired in the United States, a
gtate and federa directory of dl child support ordersin the United States, and mandatory state
enforcement mechanisms such as revocation of fishing licenses and driver licenses, financid
ingtitution data matches, and periodic data matches of new hire with case registry data. Taken
together, the 1996 reforms are generdly agreed to be the most thorough and far-reaching
reforms of child support in the history of the program. The Congressona Budget Office
estimated that they would save about $320 million per year when fully implemented (although
the associated adminigtrative costs would absorb most or al of the savings).

One of the most basic features of the child support program isthe set of rules that
determine how collections are to be distributed between mothers and children, state
government, and the federa government. Generdly, collections made while the mother and
children are on welfare are retained by the state and split with the federal government. But
before passage of the 1996 reforms, once the mother |eft welfare, different rules for distributing
payments might apply. Payments on current support had to be paid to the mother, but any
payment on arrearages above the level of current support could be denied to the family and
retained by the state (and split with the federd government) to repay taxpayers for their support
of cash welfare.



Because the mgor god of the welfare reform law was to help mothers leave welfare
and achieve sdlf support, House Republicans wanted to change the distribution rules so that
states would be required to provide dl post-welfare collections to mothers until al the
arrearages owed to them had been repaid. Only then would states be alowed to keep
arearage payments. Sharing both collections for current payments and collections on
arrearages with mothers would impose costs on both federal and state governments since under
previous law most states retained arrearage payments and split the collections with the federa
government. According to CBO, the federa cost of this new distribution rule would have been
about $400 million per year when fully implemented. Even so, House Republicans included this
provison in the bill that passed the House in March of 1995.

However, states were opposed to the provision because it aso imposed over $350
million per year in costs on them. After lots of sometimes acrimonious negotiation, necessitated
by Republicans on the Senate Finance Committee siding with the states to oppose Republicans
on the Ways and Means Committee, a compromise was reached. Ignoring severd
complexities, the post-welfare arrearage payments would be split such that states could retain all
payments obtained from the tax intercept program but were required to pay al payments
obtained by any other means to mothers and children. According to CBO, this policy resulted
in mothers and children receiving about $350 million in additiona child support payments each
year -- but deprived them of an additiona $300 million or so per year they would have received
if dl collections on arrearages had been given to mothers.

Other Benefits—Low-income working families are digible for lots of benefitsin addition to
those discussed above. These include school lunch, the Specia Supplemental Nutrition
Program for Women, Infants, and Children (WIC), housing, and a host of education and
training programs. In fact, according to the Congressiona Research Service, there are about 80
programs that provide benefits to those with limited income, 28 of which had afunding leve of
at leest ahillion dollarsin 1996 (Burke, 1997). Unfortunately, | know of no analyss that
atempts to identify the portion of this spending that helps working families. The amount,
however, must be very subgtantid, probably at least $20 billion in addition to the amount spent
under the primarily entitlement programs (see below). Moreover, many states conduct their
own benefit programs that help working families. For example, in addition to generous
disregard rules on their TANF programs and free preschool education programs for 3 and 4
year olds, many states now offer a state Earned Income Credit (EIC) and severd more are
considering an EIC program (Johnson & Lazere, 1998). The point issmply that our nation has
made a very substantial commitment to low-income families that work. Anyone who assarts
that the 1996 welfare reform legidation removed the nation’ s safety net must leave room in their
andlysisfor these numerous and generous benefit programs.

Assessing the work support system



Table 1 depicts perhaps the most basic argument Republicans presented during the
1995-96 welfare reform debate to convince Democrats that mothers who left welfare for low-
wage jobs would be better off than if they stayed on wdfare. Given the expanding work
support system, even mothers working at low-wage jobs would be much better off. Democrats
responded with severa arguments to refute this clam (Edelman, 1997). They held that jobs
were not available in sufficient numbers; that welfare mothers could not hold jobs because they
had problems with hedlth insurance, trangportation, child care, and so forth; and that in any case
the entire enterprise of expecting mothers on welfare to support themsalves was too risky (for a
good discussion of these long-standing arguments, see Mead, 1992). As Republicans and
Democrats, joined frequently by editoria page writersin the nation’s leading newspapers,
conducted a spirited and partisan debate on whether poor mothers were capable of supporting
themselves in the American economy, the Urban Indtitute, awiddly respected think tank in
Washington, DC, published the results of an econometric study that claimed to show thet the
Republican hill would cast amillion children into poverty (Zedlewski et a., 1996). Even so,
Republicans stuck to their basic argument that because low-wage jobs were widely available,
mothers would be able to combine income from these jobs with income and benefits from the
new work support system and make themsalves and their children better off than they had been
on welfare.

Tablel
Family Incomefrom
Wdfarevs Low-WageWaork
Wdfae Work
Aid to Familieswith Earnings $10,000
Dependent Children $4500  Earned Income Credit = 3500
Food Stamps 3500 Food Stamps 2,000
8,000 15,000
Table2

Changesin Returnsto Work and Welfare, 1986 and 1998

AFDC/ Earned
Wdfare Federa TANF and Income Totd



orWork  Eanings  Taxes Food Stamps  Credit Income

Covera
ge?
1986
Welfare $ 0 $ 0 $8,747 $ 0 $8,747 yes
Work 10,000 -956 2,584 728 12,356 no
Difference  $10,000 -$956 -$6,163 $728 $3,609 loses
coverag
e
1998
Welfare $ 0 $ 0 $7,870 $ O $7,870 yes
Work 10,000 -765 4,240 3,756 17,231 yes
Difference  $10,000 -$765 -$3,630 $3,756 $9,361 children

Note: Estimated 198¢
deduction but do assume the standard deduction of $75, the $30 deduction, and a $160 child care deduction.
Federal taxes are income taxes and FICA taxes. Calculations made by the Congressional Research Service.

Table 2, adapted from Ellwood (undated), is an updated (that is why the numbers are
different) and more sophigticated verson of Table 1. By comparing income by source for a
hypotheticd Pennsylvania mother facing the decision of whether to stay on wefare or work in
1986 and in 1998, we can see the dramatic impact on work incentive of the growth of the work
support system between these two dates. Even in 1986, mothers on welfare had afinancia
incentive to work because they could increase their income by around $3,600. On the other
hand, they would lose dl Medicaid coverage for themselves and their children. Given asystem
like the one that existed in 1986, it is not difficult to imagine a mother making arationa decison
to stay on welfare. By 1998, however, the financid incentive to work had increased to well
over $9,000, both the mother and children would receive Medicaid for at least ayear after



leaving welfare, and children up to age 16 would retain their Medicaid coverage for aslong as
the mother's income was less than the poverty leve.

The three mgjor sources of increased work incentive depicted in Table 2 are adecreasein
welfare benefits for nonworking mothers of about $900, an increase of over $1,600 in the
amount of welfare amother can retain when she goes to work, and an increase of about $3,000
inthe EIC. Thefirg changeis attributable primarily to states dlowing the vaue of the
AFDC/TANF benefit to be eroded by inflation; the second to generous changes in state income
disregard rules
for reducing the
TANF benefits of
mothers who go
to work; and the
third to the huge
increasesin the
federd EIC
discussed eaxrlier.
Clearly, both
states and the
federal
government have
made policy
changesinthe
last decade or so
Foending in 1999 under: that’ taken
1984Law 1999 L aw together, grestly
Source Congressional Budget Office increase the
returnsto low-
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wage work.

We can get an idea of the magnitude of the federa changes from Figure 2. Republicans
on the Ways and Means Committee recently asked the Congressiona Budget Office (1998) to
edimate how much the federd government is spending in entitlement dollars on the work
support programs that have been expanded or created by Congress since 1984. These
programs include entitlement child care, CHIP, the child tax credit, Medicaid, and the EIC. If
Congress had not expanded these work support programs, the federal government would have
spent less than $7 billion in entitlement funds to subsidize the incomes of low-income, working
familiesin 1999. However, due to the expansons, the federd government will actualy spend
nearly $52 hillion. The difference between $7 billion and $52 hillion in entitlement funding
represents a dramatic commitment by the federa government to the well-being of working
families

The federd commitment is actudly even more impressive than these figures would
suggest. The CBO andysis was based on only entitlement spending and on programs that had
changed substantially since 1984. Thus, food stamps, housing benefits, school lunch, and a host
of other, primarily non-entitlement, benefits were excluded from the analysis. If these programs



areincluded, it islikdly that the federd government will spend at least $70 to $80 billion on
benefits for poor and low-income working familiesin 1999.

There can be no question that the federa government has committed itself to anew
gpproach to policy for poor and low-income families. Whileit is certainly true that welfare
reform grestly strengthened the likelihood that mothers would work or leave welfare, it isalso
true that the nation is evolving a very generous work support system that helps former welfare
mothers, as well as other low-income working families. In the long run, American taxpayers
may be far more amenable to maintaining and even improving awork-based system than a
welfare system.

Effects of the 1996 Wdfare Reform Law

It has been more than a decade since many states began to implement work programs
under waivers granted by the Department of Health and Human Services, 5 years Shce more
than half the states implemented their own welfare-to-work programs under waivers, and nearly
3 years since passage of the federd welfare reform law itsdlf. Few pieces of legidation enacted
by the federd government have stimulated as much study and research as the 1996 reform law.
Asaresult, we have lots of information on the early effects of the law. Thisinformation permits
us to make informed judgments about the joint effects of the welfare reform legidation and the
expangons of the work support system.  Although many observers claim that we need to wait
for additional studies, enough is now known to conclude that the immediate effects of welfare
reform are pogitive. To be sure, there are issues and questions that need further atention, but
enough is known to draw at least tentative conclusions about the effects of the 1996 law.

At the most generd levd, there seems to be widespread agreement that:

there has been no race to the bottom by states; indeed, many states have increased benefits;
there is little evidence that Sates have smply dumped people from therolls;

many — perhgps amgority — of poor families on welfare have shown that they are capable
of supporting themsalves once they leave the ralls, in part because of the federd work
support system for working families,

there islittle evidence of an increase in homeessness relaed to welfare reform; and
thereislittle evidence of an unusua increase in State foster care casel oads.

Aswe will see, the implementation of welfare reform has raised other issues and problems, but
the widdly predicted disasters have not materidized.

By contrad, thereis solid evidence of ahost of postive effects— on welfare offices
around the country; on casdoad Szesin nearly every state; on per family money available to
dtates to conduct their benefit and work programs, on female |abor force participation of
mothers, especidly never-married mothers; on income in femae-headed families; and on
poverty. In addition, there are hints that welfare reform may be having an impact on nonmarita
childbearing.



Change at the local level

As generations of intervention research have shown, treatments cannot have effects
unlessthey are actualy implemented faithfully. In the case a hand, an assessment of the effects
of wdfare reform must begin with a determination of whether its provisons have actudly been
implemented at the state and locd leve.

Among many good and interesting sudies of state and loca change, one stands out for
its breadth, depth, and even-handedness. Scholars Richard Nathan and Thomas Gais (1999)
of the State University of New Y ork have conducted a thorough study providing extensive
information on welfare reform activities at the state and locdl level in 20 Sates. Their methods
were innovative but straightforward. Nathan and Gais organized 20 smdl groups of
experienced academic researchers, each of which conducted an extensive study of one State.
Using acommon protocol, they studied state statutes and regulations, visited locd offices,
examined adminidrative and budget data, and interviewed state and local officids. Each team
then completed standard reporting forms to summarize the information on each datein a
common format. Theinformation they collected and anayzed has now been summarized by
Nathan and Gais in a handy and readable little book entitled “Implementing the Persond
Respongbility Act of 1996: A First Look”.

According to the reports from state after sate, the essence of welfare reform has been
deep and pervasive change at thelocal level. More specificdly, loca offices that used to be
organized primarily to gather information from recipients so that officias could write welfare
benefit checks are now engaged much more heavily in ahost of activities designed to help
people work. The changes in these offices range from the superficia to the profound.

Many offices changed their name to remove the word “welfare’ and substitute the word
“work”. More importantly, Nathan and Gais document substantial changes in the behavior of
welfare bureaucrats. Former check-writers now turned job counsdorstell recipients and those
applying for benefits that what they redlly need is not awelfare check, but ajob. The new
“Work Office’ is reorganized to provide welfare recipients and applicants with help preparing
for and finding ajob. It isnow routine practice for welfare workersto help their “clients’
prepare resumes, participate in classes on job preparation, check want ads, use the Internet to
find potentia jobs, practice job interviews, arrange transportation, arrange child care, Ssgn up
for the earned income credit and other work-related benefits, and participate in many smilar
activities designed to lead to actud work, usualy in a private-sector job.

Three tools that the Nathan and Gais teams, as well as other researchers, have found in
frequent use by loca offices are welfare diverson programs, persond responsbility agreements,
and sanctions for failure to perform. Diverson programs, arecent innovation, are designed to
help adults applying for welfare avoid actudly joining the rolls. The theory behind this gpproach
isthat welfare could be habit-forming (President Franklin Roosevelt, 1938, once referred to
welfare for the able-bodied as a"narcotic") and is therefore best avoided. To avoid welfare,
casaworkers provide advice and services to get gpplicants into the workforce as quickly as
possible. Severd states require applicants to search for work before they can quaify for
welfare benefits, something that would not have been possible under an entitlement system.
Casaworkers provide assistance in the form of help finding child care, finding jolos, managing
family budgets, and arranging transportation. In some states, only those who cannot find jobs
after aserious effort are actudly dlowed to go on welfare. Many sates have dso initiated the
practice of making one-time cash payments to individuals in need of welfare because they face a
crigsof some sort. In these cases, states provide their clients with cash paymentsto repair a



broken car, make child care arrangements, pay rent or eectricity bills, or move to acceptable
housing. The god of this approach is to make a one-time payment that dlows familiesto
continue or begin working and thereby avoid going on welfare with its attendant hazard of
getting trapped.

A second tool that states have used widdly isthe persona responsbility agreement.
This agreement specifies what services and benefits the state will provide in exchange for alist
of specific obligations by the recipient. In some ates, the agreement islittle more than a
gtandard form with no individudized agreements tailored to specific recipients. In other states,
however, the agreement spdlls out in greet detail what the loca welfare office will do and a
series of gpecific steps clients must take to reach sdf-aufficiency. These persond respongbility
agreements embody the new philosophy of the nation’s cash welfare system. The agreements
show dients that they no longer have the option of getting something for nothing. Rather, the
agreement underlines the reciprocal nature of the new system -- we'll do A if you do B.

But what if recipients ignore the requirements spelled out in their agreement? After dll,
snce 1967 federal law has required states to refer appropriate recipients to work activities, and
yet only in recent years has work redlly taken hold. Animportant part of the answer is that both
federa and state law now require that serious sanctions be placed on individuas who do not live
up to their side of the bargain (Pavetti & Bloom, 1999). In the past, clients who failed to show
up for job preparation activities or failed to search for work were sanctioned with aletter or at
most a partiad benefit reduction. Now 33 gates can end the family’ s cash benefit entirely,
usudly after one or more warnings for failure to perform.

Few on any sde of the welfare reform debate question the importance of sanctionsin
explaining why the welfare rolls have declined and work hasincreased. In fact, Robert Rector
(1999) of the Heritage Foundation has recently argued that the states with gtrict sanctioning
policy have much greater caseload declines than states with wesk sanctions. Rector divided
dates into three categories according to the strength of their sanctioning policy and found that
states with strong sanctions have had average caseload reductions of 42 percent, those with
moderate sanctions averaged 28 percent reductions, and those with weak sanctions averaged
17 percent reductions. Caseload declines, in short, were directly related to the magnitude of
sanctions. On the other hand, Rector’ s claims have not gone unchalenged, especidly because
they are correlaiond in nature and therefore cannot support causal conclusions (Weaver,
1999).



The wdfare reform law aimed to change the behavior of bureaucrats and through them
the behavior of wefare recipients and potentid recipients. Although we do not have information
on the
percentage of
Figure 3 locd wdlfare
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wefare and
thereby reducing dependency and increasing sdf-reliance. It seems reasonable to predict that
more and more loca welfare offices will begin to emphasize work over the next severd years.
As Richard Nathan has remarked, all they did was pass alaw in Washington. Of course,
Washington had done that many times before. But thistime the law has produced dramétic
changes in the behavior of welfare bureaucrats throughout the nation.  Although we may never
know exactly what congtellation of factors produced this surprising level of bureaucratic change,
it isagood bet that the five mgor reforms in federa law outlined above played amgor role,

Millions of Familie:
w

1959
1963
193
195
1967
1969
1973
1975
1977
1979
1981
1983
1985
19g;7
1989
1997
1993
1995
1997
1999

1977

Year

Caseload reductions

Having shown that there is agreement that many, perhaps most, welfare offices have
been converted from mere check-writing operations into job-placement operations that write
checks as a secondary activity, we can now search for evidence about whether these changes
have produced effects on wefare recipients themselves. Consderation of the effects of welfare
reform properly begins with casdload reductions (Figure 3). Critics point out that reduced
casel oads cannot be the mgjor god of welfare reform. After al, casdload reductions can be
achieved by smply throwing families off therolls. Even so, casdload reductions are an
exceptionaly important measure if for no other reason than thet the rolls have so rarely declined
inthe past. Moreover, young adults cannot achieve self-reliance until they actudly leave
welfare.

Thus, it is of great Sgnificance that between the spring of 1994 and March of 1999, the
most recent period for which we have data, the number of families on welfare had falen 47



percent after nearly 5 consecutive years of decline. This casdoad decline iswithout precedent
in the higtory of cash welfare. In fact, as can be seen by examining the trends in Figure 3,
declinesin just 2 consecutive years are dmost unprecedented. In any case, the greatest
previous decline since the Korean War was a mere 8 percent.

Two
additiond
points
provide
perspective
on these
caseload
declines.
Firg, many
people seem
to think that
wdfarerolls
move up and
downin
rough
correlation
with the
economy --

when the economy is good and employment is high, the rolls decline; when the economy is bad
and employment is declining, the rollsincrease. Almost every media story about the recent
casdload decline contains the clam that a primary cause of the decline is the nation’s booming
€conomy.

But thisview is questionable. Consider Figure 4. The top pand of the figure depicts
both the number of people employed and the number of families on welfare throughout the
duration of the booming economy of the 1980s. Over this extended economic recovery of
nearly 8 years, during which the economy produced a net increase of around 18 million jobs,
the welfare rolls actudly increased by over 12 percent. Smilarly, as shown in the bottom panel
of Figure 4, during the initid 3 years of the 1990s recovery, as the economy was adding about 3
million jobs, the welfare casdoad experienced one of its most rgpid periods of growth,
exploding from 4.4 million to 5.1 million families. It was not until the Spring of 1994, a which
time more than haf the states had mounted their own welfare reform programs based on work
requirements, that the rolls began to decline. The decline was modest until 1996, when federd
reform was enacted. Since then, therolls have beenin free fall. Even the Presdent's Council of
Economic Advisors does not claim that more than one-fifth of the casdload decline can be
attributed to the economy (Council of Economic Advisors, 1999, p.119). Evidence from the
1980s and early 1990s provides little support for the claim that the hot American economy has
produced the historic declinein welfare casdoads.  We have had hot economies before, but
never anything even remotely similar to the current caseload decline. No doubt a good
economy provides a useful background condition that supports welfare reform, but an
expanding economy without welfare reform has never led to substantial casdoad declines—until
Now.



A second interesting point about casaload declinesis that, as remarkable as a nationa
47 percent decline might be, many states have had substantialy greater declines. Sixteen Sates
have had declines between 50 percent and 59 percent, and 10 states are over 60 percent.

Three of these ates, |daho, Wyoming, and Wisconsin, experienced declines that exceed 80
percent.



If anyone had suggested in 1994 that before the end of the decade, over three-quarters of the
states would have welfare casdoad declines in excess of 40 percent and that half would lose
more than
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half their casdload, wefare experts and program administrators would have laughed. The fact
that such momentous declines have now occurred should serve as a caution to anyone who
thinks they understand what is hgppening to cash welfare casdoads in the United States. We
arein completely uncharted territory. Predictions are therefore risky, since they are not based
in any way on experience.

The most important prediction that should be questioned is how deep caseload
reductions can go. To put it another way, what percentage of the people who used to be
dependent on welfare can in fact join the productive economy and support themsalves and their



families? Experts and mediareporters are now arguing that the caseload reductions cannot go
much further because the rolls consist primarily of adults who have serious barriers to work.
But until 1996, many observers argued that most adults on welfare were unemployable.
Moreover, when three states have reduced their caseload by over 80 percent, some optimism
about national casaload reductions beyond the current 47 percent seemsjudtified. The nationa
project of helping the formerly or potentialy dependent become productive should have no
atifidd limits

More money available to states to help poor families

While casd oads have plummeted, the average number of federa dollars per family that
dtates have to spend has increased substantialy. As shown in Figure 5, whereas the average
date had federd funds that averaged $3,522 per family under the old AFDC and child care
programs, by 1998 dtates had an average of $3,195 per family, well over twice asmuch. This
impressive increase is the mathematica result of the fixed funding festure of the block grants
combined with the precipitous drop in caseloads.

The wdfare reform law dso greatly increased the money available to states for the child
care needed to help poor parents work. According to the Congressiona Budget Office (1998),
the 1996 reforms will increase federa entitlement spending on child care for poor and low-
income children by about $4.5 billion over the 1997 to 2003 period.

The numbersin Figure 5 actudly undergtate the total number of additiond dollars
avallableto states. Thisisthe case because states are required to continue spending state
dollars (as opposed to the federal dollars just discussed) at not less than 75 percent of the leve
of state spending in 1994 on the programs replaced by the TANF block grant. Given thet the
nationa caseload has declined 47 percent since 1994, state spending—even at the absolute
level of 75 percent of 1994 spending—on a per family basiswould still be much higher than in
1994 and would therefore increase the excess funds above the amount shown in Figure 5.

When these three sources of support for poor families are combined—federd TANF
money, federa child care funds, and state maintenance-of-effort funds—it becomes quite clear
that States have enough money to maintain benefit levels of those remaining on welfare and yet



spend aggressively on programs designed to help mothers—and even fathers—enter the labor
force or get better jobs.

Whereas many experts predicted arace to the bottom if states were given full
respongibility for cash welfare, the opposite has happened. States have used their money to
maintain and even expand benefits, primarily by making their income disregard rules more
generous so that working mothers could retain more of their cash welfare benefit once they
begin working. Moreover, many sates areinvesting in child care, transportation, post-
secondary training, education, wage supplements, and a host of other welfare-to-work services
and benefits designed to help poor mothers and fathers join the workforce. Thus, the financia
landscape nearly 3 years after the welfare law was enacted is exceptiondly pogtive.

Work rates

A fundamenta expectation of the Republicans who indgsted on strong work
requirements was that most people who left welfare would work. Thiswas an important point
during the debate on the Floor of the House. Liberds argued that the poor must have
entitlement benefits because otherwise they would not be able to support their families,
Republicans argued that most of the poor were capable of supporting themsalves but did not
because they had been trapped by the entitlement-based welfare system.

We now have two major sources of empirica information on whether mothers who
leave welfare are working. Thefird is national data sets of representative samples of the U.S.
population; the second is studies by states that locate and interview former welfare recipients.
Both sources reved a dramatic increase in work.

To begin with nationa data, Figure 6 summarizes data from the Bureau of Labor
Satigtics on the annud net increase in employment by mothers heading families. Asis congstent
with one of the most important demographic trends of the 20" century, mothers participation in
the work force increases dmost every year. In fact, between 1988 and 1995, the average net
increase was around 140,000 per year. But in 1996, the year the welfare reform law was
enacted and when many sates were well dong in implementing their work programs, the
number moved up to 197,000, well above
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who were employed increased from 44.0 percent to 61.5 percent, an increase of 40 percent in
5years. Inthe previous 15 years, the biggest increase over aroughly comparable period was
19 percent between 1986 and 1991. Again, the magnitude of increase in labor force



participation has no precedent. In this case, the evidence applies to never-married mothers, the
ones mogt likely to be on welfare. For example, according to awiddy-cited 1990 study by the
Congressiond Budget Office, over hdf of the young mothers who give birth outside marriage
wind up on wdfare. Similarly, over 60 percent of the mothers on wefare a any given moment
are never-married. Even more important, never-married mothers are more than twice as likely
as other mothers to spend more than 8 years on welfare. It follows that the unprecedented
increase in employment by never-married mothersis amgjor factor in the welfare casel oad
decline.

The second source of data on the effects of welfare reform on employment is state
surveys of mothers who have left welfare. At least 17 states have conducted these surveys and
made the results public. After reviewing the studies produced by these 17 states, the U.S.
Generd Accounting Office (1999b) determined that seven of the studies -- those conducted in
Indiana, Maryland, Oklahoma, South Carolina, Tennessee, Washington, and Wisconsn -- were
of sufficient qudity that reliable conclusions could be drawn from the results. These Sates
located and interviewed welfare leavers who had been off the rolls between 2 and 18 months.

Two findings from these seven States are pertinent to our concern in this section. Fird,
of the Sx states that reported the percentage of welfare leavers who were employed at the time
of theinterview, dl found at least 60 percent of the leavers employed. Second, in al but one
date, at least 80 percent had been employed at some time since leaving welfare. These
numbers are probably somewhat of an underestimate of the true employment level of those
leaving welfare because in some of the surveys those who had returned to the welfare rolls were
included in the sample.

These increases in labor force participation are precisely what Congress and the
President hoped to achieve with welfare reform. Now wdl over amillion additiona young
mothers, including many who were very disadvantaged, are working rather than languishing on
wefare. But in addition to the impacts on the lives of individud families, so substantia has been
the increase in |abor force participation that |abor economists have begun to take notice of the
impacts on the American economy. Professor John Bishop (1998) of Cornell University argues
that single mothers have been responsible for "dmogt al of theincrease in the overal |abor force
participation rate between 1994 and 1998." Bishop attributes their increased |abor force
participation to the combined effects of welfare reform and the increased value of the EIC.

I ncome and consumption

Good information on the income of mothers who leave wefare is now becoming
available. Researchers a the Urban Ingtitute (Acs et d., 1998), based on a careful study of 12
dates, concluded that mothers who |eft welfare for a hdf-time minimum wage job and who
recaived dl the benefits from the work support system for which their family was qudified
would be financidly better off than when on welfare. Thereisacertain irony in this study
because the Urban Indtitute is the same think tank that predicted during the welfare debate that
welfare reform would put amillion children into poverty. Even so, the Acset d. finding is
entirely congstent with the Republican argument that mothers would be better off when they left
welfare, discussed at the beginning of this section, that was so hotly contested during the welfare
debate. Although it isreassuring to learn that on paper mothers who work even haf-time a
minimum wage are better off, too many things can go wrong between the on-paper verson of
redity and the redlity that meets mothers who actualy leave welfare. As aways, we need to
conduct detailed studies of low-income mothers to determine what actualy happens.



Fortunatdly, there is representative nationa data that permits us to examine the financia
condition of poor and low-income mothers. The Current Population Survey obtains detailed
demographic and income data on a nationaly representative sample of American adults eech
March. Thisinformation can be used to trace the amount and sources of income of mother-
headed families over time. An advantage of usng these data is that they provide estimates for
al mother-headed familiesin the U.S. If wdfare reform has reduced income, information on
representative samples of al low-income mothers will, ceteris paribus, show lower income over
time; if wdfare reform has increased income, the CPS income data for low-income mothers will
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over time. Rather, CPSwill give us annud cross-section samples of low-income mothers for
comparison. In the following analyss, based on the work of Richard Bavier of the Office of
Management and Budget (1999), | examine income and spending data for the bottom two
quintiles of mother-headed families. The bottom quintile includes incomes up to about $10,000
in 1997; the second quintile up to about $16,000 in 1997. These two quintiles should include
al mothers dill on wdfare and nearly dl mothers who left welfare for work. A few mothers
leaving welfare may have incomes over $16,000 per year, but probably not many. All detais
presented in 1997 dollars.

If we accept 1994 as the first year of welfare reform at the state level that produced
moderate declinesin the casaload, it is appropriate to compare income data for 1993, the best
estimate of pre-welfare reform income, with income data for 1998, the most recent year for
which CPS data are available (Figure 8). This comparison shows that mean income increased
by nearly $490 over the period. However, the pattern of income change was uneven, with
strong increases in both 1994 and 1995, but then declinesin both 1996 and 1997 as welfare
reform picked up steam, and aleveling off in 1998. | don't know what to make of this pattern



except to state the obvious -- that the overall increase between 1993 and 1997 is good, the
declinein 1996 and 1997 istroubling, especidly since the decline occurs as the rate of mothers
leaving welfare was increasing, and the leveing off in 1998 is somewhat, but not completdly,
reassuring. It isworth noting that the components of income change presented below the line
graphin Figure 8 reved a pattern that would be expected from the combination of strong
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welfare reform and an effective work support system; namely, decreasesin cash welfare and
food stamps but increases in earnings and the Earned Income Credit.

Turning now to spending rather than income, Figure 9 shows spending by mothersin the
bottom quintile. Like the Current Population Survey, the Consumer Expenditure Survey, on
which Figures 9 and 11 are based, represents a nationa sample of female heads with children.
There are some definitiona and methodologicd differences between the two surveys, but the
gtory portrayed by spending data differs sharply from that portrayed by income data. First, the
level of spending exceedsthe leve of income by at least $1,000 each year and often by as much
as $2,000. Although the exact reason for this difference is unclear, results for the Consumer
Expenditure Survey reved this difference year after year. The explanation surdly differs from
family to family, but borrowing, use of savings, and underreporting of income are probably the
magjor explanations for the difference. Second, the pattern of year-to-year changesisvery
different. Whereas income increasesin 1995 by around $400, spending decreases by nearly
$200. Income decreases in both 1996 and 1997, but spending increases smartly in both years.
These differences are difficult to reconcile, but it is clear that the picture based on spending is
more positive than the picture based on income. Thus, during the period in which the welfare
rolls declined by nearly haf, spending by the poorest mothers heading familiesincreased in dll
but one year and over the entire period increased by nearly $1,000 or 12 percent.
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of changes by income source shows dmost the same pattern as that for the bottom quintile,
except in this case the changes are more substantial. Earnings increased by over $3,000 and
income from the EIC increased by nearly $1,100. Income from both cash welfare and food
stamps decreased quite sharply. The net result of the two opposing trends— increase in
earnings and the EIC, declinesin cash welfare and food stamps —was a $2,232 increase in
income. The paitern of income

over time dso differed from the bottom quintile's pattern. Whereas income at the bottom
declined in both 1996 and 1997 before holding steady in 1998, income for the second quintile
declined only in 1996; the 1997 increase for the second quintile compensated dmost entirely for
the 1996 decrease and the 1998 increase added amost $800 more.



Spending by mothersin the
second quintile increased every year
except 1995. Although the amilarity in
annud income and spending is gregter for
the second quintile than the bottom
quintile (averaging only around $300 per
year as compared with about $1,000 for
the bottom quintile), spending is ill
greater than incomein 4 of the 5 years.
Income exceeded spending only in 1995,
probably because the results of the 1994
elections prompted these upwardly maobile
mothers to be more frugd. But spending
showed strong increases every year
between 1996 and 1998; by 1998,

spending by mothers in the second quintile was up more than $1,000 or 8 percent.

Thus, income and spending in both quintiles increased over the 1993 to 1997 period,
athough the patterns are alittle bumpy, especidly in the bottom quintile. The income pettern for
the bottom quintile causes concern because of the declinesin 1996 and 1997, but the pattern of
gpending in the bottom quintile gives some reason to hope that the income decline is more
goparent than red. Nonetheless, the income pattern in the bottom quintile suggests that there
are mothers who are floundering under welfare reform, afinding to which | return below. By
contrast, there is every reason to celebrate the story told by both income and spending data for
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the second quintile. Because the CPS data are not longitudinal, we don’t know what happened
to individual mothers. But the fact that so many previoudy dependent mothers went to work is



conggtent with the claim that many moved into the second quintile. Both the income and
spending data for the second quintile portray a picture that contrasts sharply with the claims of
those who, during the welfare debate and since, have worried about the fate of mothers taking
low-wagejobs. Indl likelihood, the second quintile in 1998 contained many mothers who had
fulfilled the promise of welfare reform as portrayed in Tables 1 and 2.

It is dso noteworthy that both quintiles showed increased earnings and decreased
reliance on welfare — exactly the pattern to be expected from the dud policy of reduced
dependence on wefare and increased reliance on earnings supplemented by income from the
work support system.

Poverty

Figure 12
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Figure 12, based on poverty data from the Census Bureau and casdload data from the
Department of Hedlth and Human Services, compares the percentage decline in the welfare
casaload, the child poverty rate, and the poverty rate among black children for 1995, 1996,
1997, and 1998 (the last year for which poverty data are available). Both the welfare casaload
and child poverty declinein every year. Mot notable is 1997, the first full year of federd
welfare reform implementation. During that year, the welfare rolls declined by dmost 20
percent, more than in any previousyear. Y et during that year, the overdl child poverty rate
declined by around 3 percent and black child poverty declined by nearly 7 percent, the biggest
angle-year decline ever for black children.

Ancther way to judge the impact of welfare reform on poverty ratesis to examine the
poverty status of children in states that had the biggest declines in their welfare casdoads. As
would be expected from the decline in welfare casd oads — as well as the decline of federa
and state spending on cash wefare benefits — unless there is some offsetting source of



increased household income, more of these mother-headed families are going to be poor. This
inevitable effect of reduced welfare income would be greatest in states that have the highest level
of casdload reduction and consequent reduction in income from welfare. In this sense, the
poverty rate in states with the greatest caseload reductions is the most acute test of the claim
that the welfare reform law increased poverty.



Table3
Casdload Decline and Child Poverty Declinein Stateswith
High and M odest Caseload Declines between 1995 and 1997

Average Percentage Casel oad Average Poverty Rate

Typeof State Decline Change (Percentage Points)
High Dedine -31.2 -1.8
Modest Decline -17.0 -0.3

Source: Congressiona Research Service.

Table 3 shows the average change in child poverty rates for the 23 sates that had
caseload declines of 25 percent or greater as compared with the 27 states that had caseload
declines of lessthan 25 percent between 1995 and 1997. If caseload declines caused increases
in poverty, we would expect the high decline states to experience higher poverty levels. The
opposteisthe case. States with high declines actually had an average poverty reduction of 1.8
percentage points between 1995 and 1997. Not only did the poverty rate fal by nearly 2
points in states that had big caseload declines, but the 1.8 percentage point reduction in poverty
in these high decline states was Six times greater than the 0.3 percentage point reduction in
modest decline states. It is not gppropriate to conclude from these results that welfare caseload
declines cause poverty declines, but both the nationd poverty data and the andysis of poverty in
the states with the greatest casdload declinesfail to provide any evidence for the claim that
declines in wdfare benefits lead to increases in poverty. The most likely explanation for these
resultsis that many families leaving welfare are dso leaving poverty, athough the connection
between these two eventsis unclear.

The officia measure of poverty is flawed because many federd and Sate benefits,
especidly those that comprise the work support system, are not included in the caculations.
The progress againgt poverty discussed above ignores, for example, both food stamps and the
Earned Income Credit. Sincevirtudly adl families leaving welfare are digible for food samps
and the 80 percent or so of families that |eave wefare and work during the course of the
following year (U.S. Generd Accounting Office, 1999b) are digible for the EIC, a measure of
poverty that includes these benefits would probably show even more progress againgt poverty
than the officid measure,
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(1997). Two points are immediately apparent. First, under the broader definition of poverty,
children's poverty islower than under the officid definitionin dl four years. Thus, the broader
measure of poverty shows that the work support system is effective in reducing the child
poverty ratein every year. Second, the last set of bar graphsin both panels shows that the
decline in poverty as the economic expansion proceeds is greater under the broader definition
than under the officid definition. These data are consstent with the interpretation thet asthe
economy heats up, more and more single mothers enter the labor force and their earnings,
combined with income from the work support system, lifts them out of poverty.

A third difference between officia poverty data and the broader definition isless
obvious than the firs two. During the 6 years of the 1980s economic expansion, the declinein
poverty under the broader definition was about 15 percent. By contrast, the decline during just
the first 4 years of the current recovery has dready reached dmost 25 percent. Thisimpressve
difference suggests that the work support system is even more effective now than in the past a
removing children from poverty, probably because more previoudy poor mothers are working
than in the past and because the work support system (especidly the EIC) has provided low-
income working families with ever richer benefits.

It isworth pausing here to note how sgnificant these poverty dataare. Although the
measure of poverty suffers from many shortcomings, it is nonetheless the single broadest and
most reliable measure of how many American families are experiencing serious economic
difficulty. When liberds predicted that the Republican wdfare reform bill would cause huge
increases in children’s poverty, they were employing one of the most powerful toolsin the
arsend of methods for atacking reform initiatives. To produce scientific evidence that a
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controversid reform proposal would greetly increase poverty was a serious and effective
charge. No wonder that libera scholars, socid critics, and editorid page writers seized upon
this prediction and used it to argue that the Republican bill was misguided or worse.

Now, 3 years after the Republican bill became law and produced pervasive indtitutional
changes a thelocd level, and after the welfare rolls have declined more than anyone predicted,
we find that poverty has actudly falen during each year of welfare reform, thet it hasfalen
among minority children by an unprecedented amount, thet it has falen more in states with high
welfare casdload declines than in states with modest casaload declines, that the declineis even
gredter if we use a poverty measure that includes benefits from the work support system, and
that the work support system is even more effective in removing children from poverty in the
1990s than in the 1980s. That our nation can achieve historic declinesin welfare caseloads
smultaneous with unprecedented declines in poverty rates is aremarkable achievement.

Nonmarital births

Although controversid in the late 1980s, there now seems to be widespread agreement
that nonmaritad births are amgor cause of many of Americas socia problems (Whitehead,
1993). A large and growing number of studies show that children born to never-married
parents are more likely to be poor, to be raised by wefare-dependent families, to fall in school,
to have poor hedlth, to be delinquent, to quit schoal, to go on welfare and commit crimes as
adults, and to themselves grow up to have children outsde marriage (Maynard, 1996).
Moreover, sudies show that never-married mothers are more likely to become dependent on
welfare than divorced or married mothers (Adams & Williams, 1990; Committee, 1998, p.
539).

In the years before the welfare reform debate of 1995-96, the number and percentage
of American children born outside marriage continued its relentlessincrease. Republicans
argued that even welfare reforms promoting work would prove of only limited sgnificance
unless something was done to reduce the number of illegitimate births. Thus, Republicans
included severd controversd provisonsin therr welfare reform bill that were designed to attack
illegitimacy. These included a cash reward for states that reduce nonmaritd births while
decreasing abortion, funds for abstinence education, a requirement that unwed teen motherslive
with aresponsible adult, and exceptiondly strong paternity establishment requirements. Further,
the bill's substantid reform of the child support enforcement program can be seen as part of a
comprehengve atack on illegitimacy because effective child support builds understanding
among young maes of the long-term financid burden that nonmarita childbearing places on
fathers (Garfinkd et d., 1999). Findly, the block grant structure of the welfare reform law
alowed gatesto develop their own policiesto reduceiillegitimacy. One response to this
flexibility isthat about haf the states now prohibit additiona payments to mothers aready on
welfare who have additiond children.

It is possible that these initiatives againg irrespongble childbearing are helping dow the
increasein nonmarita childbirth. Figure 14 presents the trends in both the rate per 1,000
unmarried women of nonmarita births and the percentage of dl births that are outside marriage.
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Rate of Nonmarital Births and Percentage
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The trend for the percentage of nonmarital births shows the rapid rises that preceded welfare
reform in the mid-1990s. Just as we saw with welfare caseload declines, the good news began
as the number of states implementing their own work programs reached a critical massin the
years after 1994. In this case, the percentage of nonmarital births actualy decreased for the
first timein ageneration in 1995. Thefdl from 32.6 in 1994 to 32.2 percent in 1995 is not
large, but even alevding off of this portentous trend is welcome news. After adight increaseto
32.4 percent in 1996, the rate held steady at 32.4 percent in

1997 and then increased again to 32.8 in 1998. Thus, four consecutive years of data are
condgtent with the conclusion thet the nation may be achieving some smdl victoriesin its fight
againd illegitimacy. However, the high leve of nearly one-third of births outside marriage and
the 1998 increase both suggest that we have along way to go before claims of serious progress
are judtified.

More encouraging are the trends in nonmarital birth rates (Figure 14). Like the trends
for percentage of illegitimate births, for severa decades the nonmaritd birthrate seemed to be
on an devator that moved only upward. After years of increases, the rate declined each year
between 1995 and 1997 before increasing again in 1998. Over the entire 1994 to 1998
period, the rate of nonmaritd births has fallen by awelcome 5 percent.



The trends in teen birthrates contain solid good news. Unlike the overdl trendsin
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decline in the teen birth rate are encouraging trends.  Scientists who study these trends attribute
them to avariety of factors, including increased abstinence among youth, more effective use of
birth control, and demographic changes. For example, recent data from the Centers for
Disease Control show impressive recent declines in the percentage of teenagers who have ever
had sex, especiadly among maes. Figure 16 shows that except for a dight increase among
femdesin 1995, sexud activity among both maes and femaes shows a paitern of dight decline
between 1991 and 1995 and then a substantial decline between 1995 and 1997. These
patterns of behaviora change among young people are consstent with the conclusion that one
reason for the steep declinein teen births is increased abstinence among both males and
femdes. A sudy by the Alan Guttmacher Indtitute (Darroch, 1999) shows that increased use of
effective contraception aso contributes to the declining teen birthrate. In either case, once again
important behaviors with far-reaching consequences for individua young people are moving in
the direction of greater persond responsibility.

It would not be justified to claim that the 1996 welfare reform law isthe sole or even the
most important cause of these trends. But consider the changes the 1996 law imposed on
young unmarried mothers. The old wdfare system guaranteed a bundle of wefare benefits to
these mothers and dlowed them to set up their own living arrangements while virtudly
guaranteeing that they would not be required to work for many years. By contrast, the new
system requires them to live a home or with a responsible adult, requires them to identify the
child's father, requires teen mothersto stay in school or work, and imposes a 5-year limit on
their cash benefits. In addition, States are in competition with each other for cash bonuses of up
to $25 million per year for reducing their illegitimecy rates. Taken together, these strong
measures may be playing arole in the leveling off or decline of the various measures of
illegitimecy.

Perhaps even more important than the specific policies addressed to illegitimacy isthe
impact of the wdfare reform debate at the nationd and state level on the thinking of young
people. The nationa debate produced a surprising level of agreement that nonmarital births
were destructive for children, destructive for parents, destructive for local communities, and
degtructive for the nation. In the context of this debate many politicians and other public figures
argued strongly that it was wrong to have children outsde marriage and wrong to have children
that young parents could not support. This debate, and the redlity that having achild outsde



marriage would not guarantee an income without work, may have influenced young people to
hesitate and reflect before engaging in the risky behaviors that lead to pregnancy. Inthe last
three or four decades, the nation has been greatly improved by broad socia movements that
changed the behavior of millions of Americans. These movements included civil rights, use of
car seet belts, and anti-smoking campaigns. It seems possible that we are in the early stages of
asdmilar revolution in thinking and behavior about nonmaritd births. If so, the welfare reform
debate will have provided another vital benefit to the nation by signaling thet federa policy holds
nonmarital birthsto be destructive for individuas and the nation.

What We Should Do Now: The New World of Permanent Work

Three yearsinto the nation’s experiment of replacing welfare with work, two broad
conclusons arejudtified. Firgt, the combination of grict welfare rules that encourage or, when
necessary, force families into self support and the work support system designed to help low-
income working families has produced lots of success. On aten-point scale, | would giveit an
eight. But second, thereisalot left to do. In examining where we are now and where we
should be headed, it is useful to begin by recdling that under the old welfare system, progress
againg poverty —and more broadly progressin boosting family income at the bottom of the
digtribution —was virtualy impossible to achieve. The nation tried for 30 years to decrease
poverty by wrapping peoplein entitlement benefits. Just giving poor people more money turned
out to have both paliticd flaws and unintended consequences on family and community life.
Thus, even though the nation increased means-tested spending by amost afactor of tenin
constant dollars between 1965 and 1995, child poverty was not reduced at al by this avdanche
of programs and money.

We have now embarked on anew drategy. All levels of government, public opinion,
much of the media, and most paliticians (the academic world seems to be an exception) now
send or reflect the clear message that adults, indluding single mothers of young children, must
work. Given the welfare reforms of 1996 and nearly two decades of expanding government
support for low-income working families, the work message is now backed up by pressure to
leave wdfare and enticements to stay in or enter the labor force. Asthe review of evidence
above demondrates, early indications are that this new gpproach will reduce poverty and
increase income for most — but not al — families a the bottom of the income distribution.
Poverty data that take account of benefits from the work support system are especidly
reveding in thisregard. Asthe economic expansion of the 1990s has proceeded, poverty by
this broader measure has dropped more rapidly than poverty as measured by the officia
definition and much more rapidly than the drop by either measure in the 1980s economic
expansgon. At last, mothers who would ordinarily have been on wefare are working and their
earnings, combined with income from the grestly improved work support system, are improving
their economic status.

Although unlikely, it is not inconceivable that the nation could reverse course.
Democratic Presidentiad candidate Bill Bradley, for example, ssemsto be intent on returning to
the system of entitlement cash welfare. Bradley, doing his best imitation of Professor Jay Belsky
(1986) and other darmigts of the child care debate, has even invoked the conservative argument
that the place for mothers of young children isin the home with their babies lest the bond
between mother and child be broken. Whether a Presdent Bradley could muster enough
political support to restore the cash entitlement and reduce work requirementsis questionable,
athough he could count on lots of editoria support from the Washington Pod, the New Y ork
Times, and severd other leading newspapers as well as an outpouring of support from the




academic world. Moreover, if the nation were to fal into recesson during a Bradley
Presdency, and if the recesson were to substantidly increase unemployment among low-
income mothers, big changes might be possible.

Despite the protestations of Senator Bradley and others, there does appear to be
subgtantiad bipartisan agreement that the new direction isthe best one for our nation and
widespread recognition thet the early returns on its effects are largdy postive. Of the many and
growing indications of bipartisan agreement on the new direction, four give an indication of how
solid and consistent the support gppearsto be. Firg, the bipartisan vote in favor of the 1996
bill in the House and Senate combined was greater than the bipartisan vote for the creetion of
Medicare in 1965 (to which aleft-leaning wag might respond that Democrats are quicker to
accept the future than Republicans). Second, Al Gore, previoudy a bellwether of libera
sentiment on socid policy, defends the 5-year time limit because it is“important asasgnd that
[welfare] isaway station, not away of life” Third, arecent poll found that 74 percent of
Democrats want the next president to maintain the 5-year time limit (Brownstein, 1998).
Finaly, when candidate Bradley released his anti-poverty program in October of 1999, he
chose not to change any provison of the 1996 wefare reform law.

The best way to assure both political support for the new system and continued
progress in reducing poverty and increasing incomesis to study the defectsin the new system
and fix them. My own verson of this gpproach produces an agenda of four items, al of which
could and should recelve bipartisan attention and support.

Fix Medicaid

Why isit that when we seem to have enough entitlement money available to provide
hedth insurance for dl children in families earning less than around $27,000 for afamily of three
or $34,000 for afamily of four we are actualy witnessng declinesin Medicaid enrollment?
Almogt sinceitsinception in 1965, Medicaid has achieved continuous increases in children’s
enrollment. Between 1991 and 1996, for example, children’s enrollment increased from 16.0
million to 20.5 million, an increase of nearly 30 percent in just 5 years. Thisincrease, aswe
have seen, was to be expected given the substantia expansions of both mandatory and optiona
state coverages being enacted by Congressin the years after 1985. But in 1997, the very year
in which the CHIP program was enacted, child enrollment in Medicaid dropped by over
840,000 or 4 percent. Between 1995 and 1998, Medicaid enrollment declined 12 percent in
Cdifornia, 18 percent in Forida, and 29 percent in Wisconsin, despite the fact that al three
states had broadened their coverage (Ellwood, M., 1999).

Some observers think this drop in child enrollment is either not a problem or isactudly a
good thing. After dl, Medicad iswelfare and what can be wrong with declinesin wefare? But
thisview is shortsghted. Fird, the law says these children are digible for Medicaid coverage.
S0, in order to faithfully execute the laws, government must try to provide hedth benefits to the
children our legidative syslem makes digible. Second, Americans want children to receive
hedth coverage. | cannot recall any candidate for public office running on a platform of
increasing persond responsibility by denying Medicaid for children. Third, low-income and
poor sngle mothers are more likely to leave or avoid welfareif they know their children will
receive hedth care coverage. Although the empirica data on this clam is only moderate
(Ellwood & Adams, 1990), the logic of the postion is so compelling that it should be assumed
to be true until proven otherwise. And findly, thereis the minor consgderation that if these
children actudly receive Medicaid coverage, their hedth may be improved.



If we accept the need to figure out why more children of mothersleaving welfare are not
covered by Medicaid, we find that the causes are exceedingly complex. Inthisasin so many
other policy areas, there isno magic bullet. Fortunately, good studies of the problem are
beginning to appear (Ellwood, M., 1999; Lyons, 1999; Smith et d., 1998). These sudies are
based on careful reviews of the Medicaid program in one or more states, on interviews with the
date personnel respongble for administering the program, on reviews of the computer system in
place to facilitate enrollment and send notices, and on study of state written policies and
procedures. My reading of these studiesisthat alot can be done fairly quickly to improve
coverage.

Thefirg problem isthe federd statutes. It is certainly agood thing that new mandatory
and optional coverages are now part of federa law, but the price has been exceptiona
complexity. Hereé'scomplex: If you cal expertsin Washington and ask them a detailed
question about Medicaid coverage, they often respond “1 think it's so and so, but let me check
and get back to you.” One solution to this complexity isincreased sate flexibility. Both the
Bush and Clinton Adminigtrations have alowed state demonstrations under Section 1115 of the
Socid Security Act, but much more flexibility isneeded. Thelogicd extenson of sate flexibility
isablock grant. We should dlow at lesst four or five states to have complete flexibility with
their Medicaid and CHIP programs and money as long as they agree to provide a minimum set
of coveragesto dl children living in families under 200 percent of the poverty level. The amount
of federd money the states get each year would be negotiated before the demonstrations begin.
Converting the entire Medicaid program into a block grant has zero political prospects, but
given the right contractua guarantees by both the federal and state governments, it should be
possible to dlow alimited number of Sates to experiment, especidly if they agree to thorough
third-party evduation of their program and its effects.

Ancther important factor in the decline of Medicaid enrollment is that both state
adminigrators and parents have a difficult time understanding digibility. According to Marilyn
Ellwood (1999), in mogt states TANF caseworkers continue to play a mgor role in educating
families about Medicad digibility. The casaworker’sroleis especidly vitd in both informing
families who leave welfare of their continuing Medicaid digibility and in ensuring thet they
actualy sgn up for the benefit. There are a least two problems with this arrangement. TANF
workers are now trained to focus on helping people get off welfare. It seems possble that this
gpproach could generdize to their handling of Medicaid igibility. Second, TANF workers
often see themselves as primarily responsible for TANF, with Medicaid as an unwelcome
secondary respongibility. Thisfact, combined with the immense complexity of Medicad
digibility rules, further undermines the role these casaworkers should be playing in guarantesing
Medicaid coverage. If workers specidizing in TANF must explain complex Medicad rulesto
parents who have difficulty understanding them under the best of circumstances, troubleis
inevitable.

Researchers have dso found severa adminigrative problems with the Medicaid
eligibility determination procedures that contribute to reduced coverage. Theseinclude
automated systems for determining digibility that do not work well, complex and lengthy
goplication forms that both caseworkers and parents have trouble following, burdensome office
vigtsfor continuing eigibility, and notices that are sometimes sent improperly and are difficult for
parents to understand.

Findly, dways lurking in the background of any discussion of children’'sMedicaid isa
potentia shootout over nationa hedth insurance. Many consarvatives would be willing to
support broadened government health insurance coverage of children up to, say, 200 percent of



the poverty leve, especidly if diding fee copayments are required of parents. But once the
program reaches universal entitlement coverage of most children, conservatives fear that liberds
will use the program as leverage for promoting national hedlth insurance. Thus, the best short-
range policies that have the potentid for bipartisan support are to push for adminisrative
amplification, better computer capability, better Saff training at the sate level, and much greater
date flexibility so that the complexity of federd statutes does not make rationd Sate-leve
adminigration dl but impossble.

Fix food stamps

The food stamp problem issmilar to the Medicaid problem. Thefirgt indication of
trouble are the data on declinesin food stamp enroliment. 1n 1994, at the outset of dtate-
initiated welfare reform, there were 27.5 million people on food stamps (at any given moment,
roughly half the people on food samps are children). By May 1999, there were 18 million
people on food stamps, a decline of 35 percent in 4%2 years. Although there were some
changes in food stamp digibility in the 1996 wefare reform hill, this decline is much grester than
the one predicted by the Congressond Budget Officein 1996. The declineisaso much
greater than in previous economic recoveries. In fact, the March 1996 CBO basdline predicted
food stamp spending would be around $27 billion in 1999; actua spending in 1999 now
appears to be about $18 billion, 1/3rd less than expected.

Even more compelling, Sheila Zedlewski (1999) has found, based on the Nationa
Survey of America s Families being conducted by the Urban Indtitute, that families leaving
wefare are less likely than families that never received cash wdfare to be receiving food stamps.
Averaged across dl income levels up to the food stamp gross limit of 130 percent of poverty,
62 percent of families never on wefare are recelving food stamjps compared with only 46
percent of families leaving welfare. Zedlewski dso found that over 60 percent of the families
leaving food slamps appear to be financidly digible to continue recaiving benefits. Findly, the
U.S. Genera Accounting Office (1999a) found that in fiscd year 1997, while the number of
children living in poverty dropped by 350,000 or 3 percent, the number of children participating
in food stamps declined by 1.3 million or 10 percent. Thus, the percentage of children living in
poverty who received food stamps probably dropped during 1997.

Not dl of the decline in food samps participation isbad. Some familiesleaving welfare
now earn too much to quaify for food samps. In addition, there are undoubtedly families that
regard food stamps as welfare and therefore do not want them. This group of familiesraisesthe
difficult issue of digma. Some observers think sigmais bad; if people qudify for benefits, they
should get them and other Americans should not think less of them for needing the benefits.

But, a least in my view, thisargument isnaive. All of us are motivated to some extent by the
expectations, and especialy the condemnation, of family members, friends, peers, and even the
abdtract “they”. Family and community norms and expectations are a powerful influence on
human behavior. As demondtrated by recent studies of welfare recipients themsalves (Burton et
al., 1998; Quint et d., 1999), those receiving benefits believe adults should try to support
themsalves. There even seemsto be aview among legidators, the media, and researchers that
part of the cause of the recent decline in wdfare rollsis agrowing belief among al Americans
that work is better than welfare. As suggested by the word “better”, there are socid judgments
here that wdfare isless worthy than salf support or even than long-term dependency isbad. |
believe a mgority of Americans would agree with these sentiments and would be highly
respectful of familiesthat turn down food stamps because they don’'t want the stigma of welfare.
Stigmaisapowerful and usudly postive force; it should be maintained and respected.



Even so, few Americans would be likely to begrudge a thousand dollars or so in food
stamps to aworking single mother with an income of $13,000 in food stamps and the EIC. For
my part, | would be satisfied to let the mother make her own decison. But to make the
decison, she must be fully informed about her digibility and about the Sze of the food samp
bendfit for which sheisdigible. Thus, sates have an obligation to ensure that families are fully
informed about their eigibility for food stamps, especidly when they begin working.

In this regard, part of the problem with insuring continued food stamp digibility is
identicd to the problem with Medicaid. Once families leave wdfare, they are more difficult to
follow. Some may not even know they are digible, or, if they have agenerd bedlief they may be
eigible, they may not know the sze of the benefit for which they remain digible and what they
must do to get it. Aswith Medicad, thereislots of administrative work that states must do in
figuring out how to keep dientsinformed of digibility and of making gpplication and continuing
eligibility determinations as easy as possible, induding the use of mail-in continuing digibility
forms, better computer-generated notices, and better staff training.

The problems with food stamps, however, go deeper than providing information. A
mgor cause of the difficulty is that the philosophy of food slamps and the philosophy of TANF
area odds. When afamily waksinto awdfare office, they are told about work firgt, time
limits, job search, and persona responsibility agreements. Many states and locdlities require
participants to actualy look for work before they can qudify for TANF cash benefits. In
addition, some states even offer to provide alump-sum, emergency payment if the family will
agreeto stay off welfare. In short, TANF is not an entitlement. But the food stamp programiis.
Thus, it is hardly surprisng that food stamp rules are incompatible with the work first gpproach
taken to cash welfare by most satestoday. According to the Department of Agriculture,
goplicants must be informed about food slamps and given a chance to apply for benefits during
their firgt vist to awelfare office (Food and Nutrition Service, 1999).

Besharov and Germanis (1999) have argued that this philosophica difference between
food stamps and TANF could undermine welfare reform. Because food stamp benefits are
greater than TANF benefitsin 16 states, mothers — especidly those who live with relatives or a
boy friend —may be motivated to avoid work by smply leaving or avoiding TANF and
collecting the maximum food stamp benefit. Thisis epecidly the case snce mothers with
children under age 6 are exempt from food stamp work requirements. | suspect there would be
sharp disagreement between liberals and conservatives about what should be done in this
gtuation, liberds favoring continued digibility and conservatives wanting these mothersto be
subject to work requirements. If Congress were to put thisissue to avote, my guessisthat the
vote would fal heavily dong party lines. Given the current smal margin in the House, | doubt
that any change isimminent; mothers with children under age 6 will continue to receive food
gampsif they are willing to leave TANF before they are sanctioned for not working. Inthe
meantime, we should conduct studies to learn whether mothers with children under 6 in low
benefit Sates are leaving wefare but accepting food stlamps and thereby avoiding the work
requirement. My own view isthat the law should be changed so that states would be alowed,
but not mandated, to require mothers of young children receiving food stamps to meet work
requirements.

Another incompatibility between food slamps and TANF is the food slamp quality
control system. States are required to pay financid pendtiesto the federd goverment if they
meake too many errors in determining food stamp digibility. Unfortunately, the cases mogt likely
to have errors are precisely the households in which someone works. So TANF encourages or
requires adults to work, which in turn raises the state food stamp error rate, which in turn results



infinancid pendties. Given that food stamp benefits are paid entirely by the federal government
and are open-ended entitlement funds, some type of quality control is necessary. But thereisa
clear tension between the TANF goa of work and the food stamp goa of reducing errors.

Given these many and diverse issues, the mgor burden is on Sates to revise
their computer systems, smplify their gpplication and redetermination processes, and in genera
make every effort to be certain digible families know they are digible and find it easy to apply
for and maintain their food samp benefits. But aslong asthere is such avadt differencein
philosophy between food stamps and TANF, there will be problems with food stamp
adminigtration and receipt. One gpproach to determining whether food stamps and TANF
could be reconciled would be to conduct afour or five state demongtration in which states were
given complete control over their food stamp money. CBO and the Department of Agriculture
should determine how much each participating state would spend over, say, a5-year period
and the state should be exempted from al federa requirements except the requirement that food
gtamp dollars can only be spent on food for digible families. With proper oversght and
evauation, such a demondration would alow us to discover whether the food samp and
TANF programs can be operated together in amore effective and efficient fashion.

Help floundering families

The review of income data presented above shows that there are problems a the
bottom of the income scde. Primus (1999) and others (Children’s Defense Fund, 1998) have
argued thet there is a substantial group of mothers who are actudly worse off as a result of
welfare reform. That some mothers are worse off is not surprisng. Under the AFDC program,
mothers were required to do virtualy nothing except cash their checks. From timeto time,
Congress would pass laws requiring mothers to participate in work preparation programs, often
by attending education classes. Bt if the mothers ignored notices to report for training, nothing
happened in most cases. Now welfare mothers are required to participate in activities, including
job search in nearly every state, and actua work experience in many dates. If they fall to
comply with requirements, they are sanctioned by having their welfare check reduced. Uptoa
third of recipients are sanctioned in some states and 33 states have full-check sanctions,
meaning that the sate can terminate al TANF benefits to families that violate work rules
(Rector, 1999, Table 1). In short, under AFDC incompetent adults could remain on therolls
year after year; now adults who cannot or do not comply with requirements can lose their
benefits and have very low incomes.

Anecdotd information about such cases, backed by gtatistica information of the type
reviewed above, leads to the conclusion that some families are worse off since enactment of
welfare reform. Liberals and conservatives should agree to conduct alively argument about the
number of such families and how government should respond under two conditions. Firs,
liberds should admit thet there are few policies that do not make some people worse off and
that on baance the research shows that many more people are better off than worse off asa
result of the 1996 welfare reform legidation. Second, conservatives should admit that some
people are worse off as aresult of welfare reform and, more importantly, should agree that
every effort ought to be made to figure out how to help these families.

At least three actions should be taken to help these families. Firdt, our review of income
data from the bottom quintile makes it clear that the decline in income after 1995 is caused
primarily by adrop in welfare income (earnings and EIC actudly increased). Although food
gamp income did not actudly drop, it ssems readily gpparent that the average family isligible
for more food stamps than the family actualy received. On average, these families received



about $1,100 in food stamps in 1997 on earnings of around $1,600. In most cases, afamily of
three with earnings of $1,600 is digible for $3,500 in food stamps. Thus, insuring food stamp
participation and full benefits could make a big difference in the income of these families (Parrott
& Dean, 1999).

Second, as research by Toby Herr (1991, 1998) shows, alot can be done to help
these floundering families stay in or get back into the labor force. Herr has dready developed a
host of techniques for hel ping these multiple-problem families, most of which involve direct
contact with the family, use of smdl steps to move them toward work, and lots of hand-holding
following falure. Conservatives can be convinced that thistype of intervention is judtified,
especidly given that thisis precisdy the kind of work a which they believe churches and other
faith-based organizations can excd. But it must dso be acknowledged that much of this work
with multiple-problem families will take place while they are on welfare. States have plenty of
TANF money to keep these families on welfare aslong as it takes to help them achieve sHf
support. Moreover, the 20 percent exemption from the time limit, plus the regulatory flexibility
dates have to use state programs funded by maintenance of effort dollars to pay welfare for
these families, provides the flexibility needed to keep these families on welfare provided they are
mesting work requirements. At some point, when families totally fail to cooperate with persona
responsbility agreements, government responsibility is greatly diminished.

Third, and here we encounter serious partisan issues, marriage among poor and low-
income young adults should be pursued vigoroudy by the states. There is now extensve
research showing that marriage has substantial advantages for both men and women (Gallagher,
1999; Stack & Eshleman, 1998; Waite, 1995; Waite & Gdlagher, forthcoming). These
advantages include positive impacts on heath, on economic status, on happiness, and on
frequency of and satisfaction with sex. Moreover, snce publication of McLanahan and
Sandefur’s Growing Up With a Single Parent in 1994, there appears to be nearly universal
agreement that two-parent families confer substantia advantages on children.

The House of Representatives has passed bipartisan legidation to provide states with
money to fund loca, community-based (including faith-based) organizations to conduct
fatherhood programs with three goad's — to increase marriage rates, improve parenting skills, and
improve fathers employment and income. Using money from the Wefare-to-Work grant
program enacted in 1997, many States have aready funded projects of thistype. Although
early research on the impacts of these programs is somewhat discouraging (Dodlittle et d.,
1998), better-designed programs might produce better results. McLanahan (1999), for
example, based on her study of nonmaritd birthsin 20 cities, found that about half of the parents
were cohabiting at the time of the nonmarita birth and an additiona 30 percent said they were
involved in an exclusve relaionship with their partner. In fact, 70 percent of the couplestold
interviewers that their chances of marriage were a least fifty-fifty. If projects could begin at
around the time of the birth, when the couples are devoted to each other and their new baby, it
may be possible to help them overcome the barriers that normally drive these couples apart.
Heping the father earn more money is likely to be avitd part of this enterprise (Wilson, 1980).

Based on the overwheming House passage of bipartisan fatherhood legidation at the
end of the 1999 session of Congress (H.R.3073), it seemslikely that Congress will be ableto
pass legidation promoting marriage, better parenting, and fathers employment within the next
several months. In addition, there appears to be bipartisan support for atax code provision that
would reduce the marriage pendty that is inherent in the structure of the Earned Income Credit
(Ellwood, D.T., 1999). Indeed, this provison, which would lengthen the phase-out range for
the EIC for married couples at a cost of around $1.3 billion per year when fully implemented,




was included in the Republican tax bill enacted by Congressin August of 1999. Although
Presdent Clinton vetoed the Congressiond tax hill, if there is bipartisan tax legidation within the
next few years, the EIC provison would have an excellent chance of being included. In short,
Congress has been taking action to make both work and marriage pay.

Building a permanent employment system

If my readers are ftill awake, they will gratefully acknowledge that thisis not the place
to initiate amgor examination of recent changesin the globa economy and our nation’s
unemployment and welfare programs (much of what follows is based on Good, 1998). Thus, |
will smply assert that our economy is moving toward an increased number of smal employers
and an increased number of jobs and even careers for mogt, including white collar, workers.
There will be even more churning of employees and employers than thereis now, bringing new
meaning to Schumpeter’ s gphorism that capitalism is “ cregtive destruction”. In short, lots of
Americans, not just the poor, will be playing musica jobs. Rather than trying to stop the music,
the role of government should be to help people join the dance.

Focusing exclusvely on palicy for poor and low-income workers, | believe we should
develop a chain of government centers that blanket the nation to render four servicesto these
workers or potential workers. The centers should help clients find jobs, retain jobs once found,
find new jobs when they are hit by trangitions, and improve their education and training (either
directly or through brokered arrangements) so asto qualify for new and better jobs.

None of these activitiesis new; most even have afairly substantia research base.
Further, there are now afew centers around the country that perform at least three of these four
functions. These mode centers, including the ones in Racine, Wisconsin, Broward County,
Horida, and Sdt Lake City, Utah (there are many others), are now demonstrating what can be
accomplished through containing interagency rivaries, coordinating federd and state funds, and
emphagzing S&ff traning.

Although these centers will probably have unique funding structures, TANF, the U.S.
Employment Service, and the Workforce Investment Act will comprise the basic funding for
mogt of them. If these centers are to provide the full range of services outlined above, they will
need access to funding that provides great locd flexibility. TANF adready meetsthis
requirement, but future legidation will probably need to build additiond flexibility into funding of
the Employment Service (Balducchi et d., 1997) and the Workforce Investment Act (U.S.
Department of Labor, 1998). The god of these changes would be to provide state and local
officdas with maximum control and flexibility over funding so they could spend money for any of
the four services and any of the clients that they judge to bein need of the services. In locations
that did not have enough money to serve everyone, thislocd flexibility would mean thet officids
would have the right to make some clients wait for services. Especialy in the case of
unemployed workers drawing Unemployment Compensation benefits, this approach would be
controversal.

A Final Word
A find word concerns—what ese?—money. We are now very fortunate to have lots
of money available to sates. Indeed, the Congressona Budget Office (Cullinan, 1999)
estimates that the states will have saved over $24 hillion by the end of 2003 in TANF funds.
Almogt al the recommendations outlined above cost money. States should begin now to use dl
or nearly dl of their TANF funding to address the remaining problems. If states do not spend
the money, it isinevitable that Congress will reduce basc TANF funding. Asthe nation moves



toward a society of permanent employment for nearly dl adults, it would be ashame if
government were handicapped in hel ping poor and low-income families keep up because sate
legidatures and administrative agencies did not spend the money appropriated for this purpose.
It would equaly be a shame if Congressinterpreted accumulated savings as asign that the
welfare and work systems were fulfilling their promise and didn’t need al the available money.
So the message to statesis Spend the money. And the message to Congressiis protect the

money.
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