
EDITOR DRAFT l l/~OCOOO 
\ERP 200 l \chapter S Living edited untracked 12/04/00 

CHAPTER 5 

LIVING IN THE NEW ECONOMY 

PRELlMINAR Y & CLOSE HOLD 
OFFICIAL USE ONLY 

This Administration came to office on a platfom1 of "putting people first." The Administration 

has kept that pledge.Although the phrase "New Economy" typically brings to mind technological 

innovation and globalization, arguably one of the most important changes from the old economy 

to the new has been an improvement in the well-being of the .i\rnerican people. By vi11ually any 

measure, Amen cans are better off today than they were 8 years ago. 

Keplo.ce wrt-h ''In~choV"J ir1se,1t * \ ,, CJV\ 

its own the New Economy, for all its entrepreneurial dynamism and technolo ·cal oWc._c_he id 
.. 5~-e_T 

·stication {I wanted here to sharpen the focus between private marke and public 

action}, annot solve all the Nation's problems. Many of our most diffiCL 

government · tervention, through policies that assist individuals and 

One of the guiding principles of our Nation is t t all people deserve the 

opportunity to creat a better life for themselves and their chi! en. New policies designed to 

reform welfare, improv our educational system,, and exp d health insurance coverage seek to 

extend the benefits of the b ming economy and of te no logical change to those Americans 

who have not already felt them irectly. For them t part these policies have been successful. ln 

particular, many of these policies h 

the hardest to reach. 

invest in the education of o 

successful and ensure th 

populations that historically have been among 

ent has made investments in America that focus 

ter and remain in the labor force, and that 

quire the skills they need to be 

, productive labor force it needs to 

continue growing. h estments in smart growth in rapidly dev oping regions will help sustain 

economic develo 11ent and the quality of life Americans enjoy. 

[Except f welfare to work, the examples in this section don't show ,, 
chanJ . Simply adding "Policies to.-.·" will correct th~t problem in the t three 

exJ.fi'.iples.] The Administration's policies reflect both the technological and the 
/ 
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innova ions of the New Economy. Our system of providing for the poores ericans has been 

fundamenta _ changed. No longer are families punished financiall 

number of people employed. [Sentence 

education sector has become much mo 

learning. ln the health care sect , innovations in· omiation technology and managerial {and 

financing'!} practices h 

communities are ing advantage of new techniques to comba 

pollution ensure smart growth practices. These and similar policies e working to train and 
......... 

grq,~ir work force, sustain strong economic growth, and improve the quali.iy-of life for all 

Americans. 

Good News from the American Economy 

Record-setting gains in the stock market and growth in the net worth of wealthy individuals have 

received wide media coverage. But the most noteworthy aspects of the recent economic 

expansion are its duration and its reach. The last few years in particular have brought tremendous 

gains to all segments of our society. 

Employment gains have been dramatic. Between January 1993 and October 2000, 22.4 million 

new jobs were created. 1 In 1999 the unemployment rate reached 4.2 percent-the_ lowest level 'l I rvxvil-h: 
. -;>u.~J G.-? lYY"11::Url-c0+, d- Ms, sf-v;yed low, ."e1YD1n1.;.,ei bel~vv5 p~rC~0t /-c, ""F~ 

smce 1969. {Jl:ISt tts lfflfl6rtsnt, at h.ts sta) cd low b.rckrng 1:1p the "-clt!raturn" fl6tHt Jl:lSt oJ- l\.w._ :hm-{ 

~A h · h b · · f d 1· · ·d.l f 986 of-+hi~ wnh auvn. 1 t t e same time wages ave een mcreasmg. Ater ec mmg stea 1 y rom 1 to 
~+.o 

1994, real hourly wages for private sector workers rose by"~percent between 1994 and 1999.2 

These gains in employment and wages are echoed in growth in income and decreases in poverty. 

The median household income reached a new high of $40,800 in 1999, an increase of 2.7 percent 

in real tem1s since 1998 alone, and a total increase of 13 .3 percent from 1993. In 1999 the 

poverty rate fell to 11.8 percent, its low,est level since 1979, and 3.3 percentage points below the 

1993 rate of 15.1 percent. 
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Unhke ftf prev1ous expa11s1ons, these gains were shared by Americans at all income levels. 
lye.::..) 

Between 1998 and 1999, real income grew by 4.4 percent for those [households?] at the 20th 

percentile and by 3.5 percent for those at the 80th percentile. (A household at the 20th percentile 

is one whose income is higher than that of the poorest 20 percent of all households, and lower 

than that of the richest 80 percent.) From 1993 to 1999 the respective growth rates were 15.0 

percent and 14.2 percent. 3 ln addition, the most disadvantaged groups tended to experience the 

- g;eatest im~o~e~1e1~ts i-n fi~an-cialw~ll-bei~t.{!n~p'16~~ent for African Americans and 

Hispanics fell to the lowest levels on record betiv@@A 1993 and 19-9-9. African Americans saw 

their unemployment fall from 13 percent in 1993 to 7.0 percent in 1999,4 while Hispanics saw 

thei~;~1 ~it';d;~~ t~ ~~er~en\.~~~~i~~s-.'h·a~'~ ~l~o ~ncreased, particularly for African 

Americans. Between 1998 and 1999 the median earnings for full-time African American male 

workers increased by $2,3 79, or 8.6 percent-a dramatic rise for a single year. With this sharp 

increase, the earnings ratio for African . .\merican males compared with white American males 

rose to 0.81, the highest level ever recorded (Chart 5-1 ). 6 

Household incomes for African Americans and Hispanics have also risen to all-time highs. The 

median income for African American households increased 7. 7 percent between 1998 and 1999 

(•n sc..me (it is up 23.9 percent since 1993 ), climbing to $27,910. The median for Hispanics rose to 
p:;.ro..<.\ rocih . 
~.\v...-+ ne~./ $30,735, an increase of6.l percent between 1998 and 1999 (and 16.5 percent since 1993). 7 

fY w / Vnernp )o'I m-e.r,{ 

Along with these record increases in income have come record declines in poverty (Chart 5-2). 
19'1'1 o.nd 

. . In 1998 99 the poverty rate for African Americans reached an all-time low of 23.6 percent;"the d-e c I 1n-e_ 1, 

po~rl-y beli.N~-en tQC!'i!: ord 1C(fq wc.o t-h-<... 
largest one-year decline everL Hispanics also experienced a record drop in poverty. At 22.8 

. :> r-e_ c_c, "1-e.. d 
percent, the poverty rate for this group is now at its lowest since 1979. 8 

\ ;n,i"1W f n'lj)Od ( ScJv~5 le...:.:. sho•'lc.j') 
In the past, economic gains have often bad little eff.eet on households headed by women. During 

this Administration, however, the strong economy and a social welfare policy that emphasizes 

3 
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work have brought substantial benefits to this group. ln March 1993 just 56.8 percent of women 

maintaining a family on their own were employed; this figure rose to 63.4 percent in March 1998 

and 65 .2 percent in March 1999 .9 This increase in employment corresponded to an increase in 

income. Between 1993 and 1999 the median income for these households increased by 22.4 

percent, with 4.9 percentage points of that increase occurring between 1998 and 1999 alone. 10 

The poverty rate for households headed by females also fell, dropping from 38.7 percent in 1993 

to 33.1 percent in 1998 and 30.4 percent in 1999. 

Within this group are those most likely to have been affected by welfare reform: low-income 

single mothers and their children. (Low income is defined her<'.'.~~ an income below 200 pc;rcent 
A.,o.lys1.5 of v: Y""e_ce,-,1-1\/ C..Vmpl€.k.d :::>urvE''/ 111<:"!.AcoJe:> +.hoJ 

of the poverty line.) Accordiftg to fl rcccntl) rclcttsed ~ttfl"cy, between 1997 and 1999 the nttfl'l"ber 1~rc-f'n f-
who L-v€..-e. e.""i:>lo'lecl ;::;::> ,', .. - .... . \ 

of v.rorking low-income single mothers"increased from 59.7 percent to 65.2 percent.' Children1 as · ., ' ._;,:! 

well as their mothers benefited from this change. 11 Between 1998 and 1999 the poverty rate for 

children fell by 2 percentage points, to 16.9 percent, the lowest level since 1979 and the largest 

percentage-point decline since 1966. Poverty among African American children declined by 

even more in absolute tenns, falling by 3.6 percentage points to 33.1 percent. Since 1993 the 
o-.l I ~ 

O"'Vefttll poverty rate for~hildren has fallen by 5.8 percentage points. 

(_ +-f1e,-c_ C•.r" <.">,·,I re,j 1 ! ... ·: .!, _,_,.; · i-,; -c 
')o\,c ir·~. ot-:·r·,- ;, ,·,,~\, ;(,-!· c·;_{·.··.I·::·, .. ~ 

Our oldest Americans have also benefited from economic growth and snppm1ive poli~ies. In Soc.·:-. i. :J-.r ;;'. 

1999 the poverty rate among the elderly fell below 10 percent for the first time ever. With the 

elimination of the Social Security earnings test for those aged 65 and over, older Americans will 

likely participate in the labor force in greater numbers, further improving their financial status. 
c_e_,,,-J-ro,. \ 

For years, residents of our iAA@f cities {Emily and I are unsure whether it should be "inner" _ 
. ( IJ ~-e.... 

or "central" here and later; "inner" is more familiar but may not fact-check (or be the _ C-ent:~ I 
h. )l I 1· I h . h . 1 1 h h · · · -1/riro./rl-:..>-. ...-J same t mg 1 rnve seen 1tt e c ang_e mt eir poverty eves, yet ere, too, t e s1tuat1on is · 

c.~t-r-R\ 
improving. [Dates? Figures?] ffiH.s.r-city residents experienced an above-average increase in 

median income and the largest declines in poverty of any geographic category. 12 
'· 

The gains experienced by Americans over the past 8 years have not been limited to financial 

gains but include a Jong list of improvements in the quality of !if e. Low interest rates and a 

strong economy have helped more Americans than ever before become homeowners. ln the third 

4 
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lt> '3 · 1-
quarter of 2000, 67.7 percent of American families owned a home, up from 644-percent in the 

hrs~ f 199" d · h d · · · ' 1 · 1995 f~ 1-·5 
sam-e quarter o -'an surpassing t e A mm1strat10n s goa, set m , o _percent~ 

figiue'?j.
1314 Improvements in job opportunities, in combination with Administration initiatives 

to hire additional police officers, strengthen gun laws, and increase local resources to improve 

public safety, have contributed to a dramatic reduction in crime, with the overall crime rate 

falling to its lowest level in 26 years. 15 

Our public schools today are also showing improvements on several fronts. SiRce 199~, redding 

~
c.,,...,(f.~.~.~·-~·:~ cmcl. mathematics scores on the National i\ssessment of Educational Progress (NAE.fl-) 
._)~r, c t1 ,, .. , ... . . I . ,.l • • i.. . l i.. .. ,,.l ,_1r.i.. __ ,.:i ___ : ..... -1 .. ,.:i: "th . 

__ - .. , ., · . ~-~ammat1on1ave mcreaseu ier 10urttt, e1g 1-ht,-fr!TU-t-¥1"fittti-gf~~futt-tttt-f!5-mese-s-t-1:H=i·effis--m 
· .. .'·,I, ·- .... ·- ,j , ·\ 

·- '. ' · ·· - s · · ¥Ut71-at@&-fis--th-is-wh·nt-a~high·-poverty-school'-'-is-'?-} .16 More 

young people are graduating from high school than ever before, and more are attending college. 17 

rr-~o.l h SCO •-e.. <;, (Jn t-h€.... 
i~ . .. - . ,· '. Average Scholastic Aptitude {ii;n't thll A for "Ad1:ieve~wttdays?} Test (SAT) m.atf1 

' '.' .. c \ .... 

;:.\·'~·~1d,~-,. -
\.'l'\ ·. \ 'J. 

( 

-=1.1 

have reached their highest level in 30 years, and average verbal SAT scores have held 

teady !maybe thi5 is not a good thieg to say? Be more speci.fi-e-] even though the number of 

on-native English speakers taking the exam has increased. 18 Minorities ha\'e also made notable 
Cl.'i.ed '~ -- 'J.. '-I . 

academic achievements. Among high-school graduates, the proportion of African-American 

and Hispanic students continuing their education at a 4-year college is at a record high. 19 

o.lso 
lrnproven'1€',,,.J::, \.uve.:'bee_n mode. in +h€- 1)vbl1c. h<:Dl-1-h or-e;'l()_. 
The health of Americans has also been improving. The birth rate among teenagers declined 17 

20)f '3eluve0'\ jC,q7 o.,..., ICJQC'f 
percent between 1993 and 1999 {is this tt "health" isstte?}. ,'Smoking among teenagers 

it-)1s W06 i-he h-rs~ +nn-.c - - - - - - - - 21 +-"10..1-
declined.for th@ first time in nearly a decade from 1997 to 1999. The proportion of high school 

I ~-~Xj 1n-e.-d 
students who said they had smoked a cigarette in the preceding 30 day~ fetti»·'SF that period frnm 

[

>.,{- M()V~ brc.cl:::e.f-e..d k_)( J- fo * 
}6.4 percent to 34.8 percent. Infant mortality is down from 8.4 deaths per thousand in 1993 to 

:-1 [_o.k.....s 
~ per thousand in 1998.J Death\ from heart disease, cancer, stroke, and AIDS are all down, and 

life expectancy has improved. A child born in 1998 can expect to live nearly 76. 7 years, up from 
t-s.y rn 1 qq() 
74.9 )C~Hjl1st 10 yeais eadiei. 22 

Although these statistics present a glowing picture of the New Economy and the well­

being of the Nation as a whole, more w.ork remains to be done. Despite the recent gains, the 

incomes of minority groups remain significantly below those of whites and their poverty rates 

5 
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significantly above. infant mortality and life expectancy rates also differ substantially by race 

and ethnicity, as does access to a quality education. Certain areas of the country continue to 

experience unemployment rates of more than I 0 percent and distressingly high {th ere will 

always be "ab0ve aYentge" fH!'i'ert)' seHi-ewhere} levels of poverty. As A:merie11 n1oves into 

t4:t@ mw,r millsnnium, .,,,,e must eonfront these issues. 
A~ d ,, G-aod ~.s I YI '.Jlfi iJ I /I 

Helping Families Help Themselves 
11 

R.ep\oce__ with '~ \--k.Jp1n~ ~di-es 1nserl- -Tb I 

w Economy is popularly characterized by new technologies, new m 1ods of 

and new avenues of trade. But it also brings inno 

on oi+o c_h-ed 
5h-ee.+ 

· crease the benefits of work. By placing 

nent and investing in the skills of thos 

has changed the tenor of American social welfare policy and helped ensure a 

mor. equitable distribution of the gains from the New Economy. 

Welfare Reform 

One of the most impressive achievements of the past 8 years has been the reduction in the 

number of Americans receiving welfare, along with an increase in employru~mt amoRg G1=1rrent 

and fo1111e1 welfaie 1ecipie11ts {"the number of Americans wh~ve moved from welfare to 
~ 1-Ve>d::e:J. 1--o.r-d. ~r I.AR I k.re. ~rV\ 

work"'\ The Administration began 111orkiF1g toward welfare refoffil in 199:3. Ons of its first 
L" d_v1ng 50 1t <Ailu\Ne.d 0. r-eCJv.-d f\vvY'~e._,- of ~b...4...s. Tu I \h-. c \\c.· 

steps; w;is; to allow States; to Ire waiv@rs: is "ree0rd RYmber" e0rrect? That i~-a-d-s-u-eh{ ':.u .. "'.' , .. 'C·,,, 

·waivers eve1 been g1 anted befo1 e]implement changes in their welfare programs on an \( ':.Y-\'~~) 1
-,.,-, 

o.rd c..o.:.e..I OC<.C5 \..:i-eqo" tv r-n 11 . 
experimental basis, through waivers from Federal welfare regulations~ As of August 1996, 43 

states had received waivers and set up alternative programs that emphasized work an.d parental 

responsibility. Caseloads soon begB:n to fall. 23 

6 
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These changes at the State level were followed by changes at the national level, in particular the 

bipartisan Personal Responsibility a11d Work Opportunity Reconciliation Act signed by the 

President in 1996. This act replaced the Aid to Families with Dependent Children (AFDC) 

program with one that provides needy families with temporary assistance, established time limits 

for receiving welfare benefits, and shifted the program's emphasis from simply providing 

assistance to helping families leave welfare and enter the labor market. 2.: Policies that offer tax 

credits to subsidize the earnings of low-income workers, provide assistance with child care, and 

expand eligibility for health insurance support the welfare-to-work transition. 

The new program, Temporary Assistance for Needy Families (TANF), differs from the AFDC 

program in three fundamental ways. First, it gives States much more discretion in using Federal 

O\< funds ~ U1ider the AFDC program, States set eligibility and benefit levels and received 

matching funds from the Federal Government to help with the cost of the pro1:,rram. The new 

program provides States with block grants that are used to finance cash benefits, job preparation, 

and other worker support programs. States now have much more flexibility in spending, and they 

have used this flexibility to meet the particular demands of their constituencies. [e:tamples'!] b~~,~~~~~ 
States are also eligible for perfomiance bonuses for moving individuals into jobs, increasing ~Jd • l--iuro. I. 

rvnd::> ID c~•• I. 
participation in the food stamp, Medicaid, and children's health insurance programs, providing c c~.r;::_ 

Slh~ 1d1 es 
child care, andLwhat does this phrase mean? It could_ be misinterpreted] increasing f~ by ollow.f)c 

the r e.,r~_I'\ .. ·ot chi ldn?V) In p:\G.l'"'T'1€,<!. C.C.H ... ,?le ~I I 1-e 5. l;\;el~·~ 
fonnation and stability. States can also receive bonus awards for reducing out-of-wedlock births. r--eop1-e.-­

i-u k-e..ep CA ct,re.o..4: 
~,cf:io,... ot-· +-he_, 

Second, the new system imposes time limits and work requirements on welfare recipie~l; incp 

general, States can no longer use Federal funds to pay benefits to recipients who have received 

assistance for more than 60 months during their lifetime. States can exempt some recipients from 

this requirement, set even shorter time limits, or use their own funds to continue support beyond 

the 5-year limit ln 1999, 38 States used the 60-month time limit, and the remainder 

implemented other policies (8 states have shorter time limits, 3 currently have no time limit, and 

others intend to use longer periods). 25 Recipients must also work in some capacity after 

receiving benefits for 2 years, but States have flexibility in deciding how to implement this 

rule-, particularly in terms of strengthening it. In 1999, 28 States had welfare policies that 

imposed immediate work requirements rather than the 2-year requirement. 26 

7 
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Finally, States can now design the parameters of their program to suit the needs of their 

residents. Although States have always had the freedom to set benefit levels, the new program 

allows them to to set income and asset limits for eligibility as well and to establish their own 

methods of calculating the income of potentially eligible families. The majority of States have 

used this freedom to decrease the implicit tax on earnings. The AFDC program reduced benefits 
~"'-I0·-1:'. 

dollar for dollar for any earnings of more than $90 per month after 12 months." This 100 percent 

"tax" created a strong disincentive to work, as many participants did not see their income 

increase after they went to work. Many States now use a more gradual benefit reduction rate to 

encourage greater work force participation. They are also investing in a wide range of supports 

to help welfare recipients and other low-income working families enter the work force and 

succeed on the job. 

Tlze Effects of Welfare-to-Work Programs 

Since August 1996, caseloads have fallen dramatically (Chart 5-3). The average monthly 

national caseload has declined by 6 million, a reduction of~-~ercent .27 Including reductions 

that took place during the period of State waivers, caseloads have fallen by 7 .8 million, or 56 

percent, since 1993. Declines in some states have been even more dramatic. In Wisconsin, for 

example, the number of welfare recipients fell by 70 percent between 1996 and 1999, and it has 

fallen by 82 percent since 1993. 

The 1996 refo11115 have undeniably been successful in reducing the number of people receiving 

welfare. But reductions in caseloads are not the only measure by which to judge the refonns: the 

well-being of the millions of fom1er welfare recipients is also important. Much of what we know 

about outcomes for welfare leavers comes from studies undertaken in individual States. To date 

over 30 States have conducted studies monitoring the outcomes of those who have left welfare. 

In addition, some of the data from State waiver experiments undertaken before the nationwide 

welfare refonn have implications for current programs. 28 

8 
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Available data on the results of welfare refonn often differ from State to State and do not 

represent nationwide ave_rages. This Report therefore supplements this infom1ation with new 
V S L)Vrea.1..,~ c1f +hQ CerlSLt'.:> · '.> 

results from the {wl:io eeF1clttets thi:5 w1 \ey?} Survey of Income and Program Participation 

(SIPP),~ 9 providing some of the first evidence on the effects of welfare refom1 for a nationally 
~t'Yl SLPP 

representative sample. The 1l'l"fijo1 ity· of these results are based on a sample of people who were 

observed for at least 12 months after leaving the welfare rolls. These individuals were first 

observed between December 1995 and March 1996 and were reinterviewed every 4 months until 

November l 998 or Febrnary 1999, depending on the month of the initial interview. The new 

data cover the experiences of some of the earliest beneficiaries of welfare refonn and may not 

reveal the effects of the time limits on receiving benefits or the long-tem1 impact on families. 

W One of the most important issues in evaluating welfare refonn is the incidence of recidivism-­
& ind_ Iv 1 Q\AO. I:; 

that is, U1e mm1ber of individt!als cycling 'bn and off the rolls. Both SIPP data and a synthesis of 

State studies show that approximately 25 percent of those who lepve welfare returnwithin 12 
clo no+ CJllvrif- +r-c..n:s1ho1s cf le.::.:s +-1,c:v-i 

months. (Most studies of recidivism, including those cited here, €Xclude those who stay off the hvc rru.Jnf-lt_: 
0 s ./-r ue.. tve.1 ~ 

r-0Jls kir less than a ffionth.} The majority of those who do return do so quickly: the SIPP data ~d~ o·-
€;1h-.::,nc~ 

show that 18 percent of those who exit return within the first 6 months of leaving and only 7 

percent during the second 6-month window. Further, the number of those returning to welfare 

declines with time. ln Maryland 25 percent of fonner recipients returned to welfare within 12 
I 

months, but only 10 percent returned in the next 12 months, and just '3,,_percent in the third 12-

month period. 30 

Helping Welfare Leal1ers Find and Keep Jobs 

A key component to success after welfare is the ability to obtain a job and remain employed. 
o lvl-e.I o ~ 

The Administration provided~$3 billion in fiscal years 1998 and 1999 in the fonn of Welfare-to-

Work grants31 to help States and local communities move Jong-tenn welfare recipients and 

noncustodial parents into jobs. The Administration also implemented the Workforce Investment 

Act, which allows States to provide job assistance to low-income workers (Box 5-1). 32 

•t•:'<::;>:.Y'.'' · · /·:~ . .,-< ~.-~>;_:. <;?_:;(:,~~_.~:>\). -:··''.:·,t~'.:i,~Ii.•:i;/t· ·· .;_:·;: .. 
Box 5-f.'The:,'Workfor_c~!~vestr1lentAct .•. · .. ,:/.;,'( ·.: .•. : 

9 
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. . .. . . 
.. . .. .. .·: ·.: ···: . ...... :: ·,. 

The Workforce In~estmentAct of 1998 was the result ofa bipartisan effort by ~he Congress and 

. the Administratici11'. The lawrequ.ir~s.thatbasic job~d cireer infbnpation and assi~taJ1y~ be' . 
• • • •• , • ~ •• .'' •• ' • • • • • • - • • , •• •• • • • , ' • • • • • • • • :_ •. - • • • r • - ' 

availabl~\() an' ~1e;ic~ns,~and ~reates_a s.ystem'.deVeiopbd aro~{1~d one~~top. c(lre~rce~te~s -~n.p ... 
order to knit together rnultiple progi:arhs at the l~c~l-le·~.eL The la~ also pr~vides fo~ irtten~ive 

·:_·· .. :.···.:··. ,:_ ... : . ·:.-1:\: .... ·;:.~:.·: ....... ·.·.·:· ,· .. ·:·:····~·,:· .. ' · ...... ··:-: :··;·=.:·:· --~ .. ·::·.:·; ~ ·:.':· .. ':-':_._-· · ... : ··:.· -:.··;; __ ,: .. " · .. , 

. assessment,' counse1ing,job s"earch ass~stance; ar1c1,'training fo'r low-in~bme individuals a~'d' .; . 
disloc-ated w9d(e'ison a pr{ority b~sis'. . . . . . . . . . . . ... · (-"' .·· . . . ... < . . - .·..... . .... 

,: . . .. . . . '.~ ::: ·'. 

. ' .. ~ ' 
. ' .. . ..... ·: ~::; ·.· . ;: . ·' : . ' . . . .. . 

. . . . : )'; ·~ : .. ' :. ~ . : .. : -: ·_ :, .. : ... : . 

The_ law initiate~ .three refo;;ms that are design.e'd-to. n~aximize training choices: individual . < •.. 

one of ahari,dful ()f]~~~ll/c6ntractecfp~()grams. 'Tbe reforms prov'ide ·~:high level 6frei1abie . 
·.. '. . . . ... . ' •. ' . -·:: .. :. . . . . .. :: .. :·· 

infollnation .that will empower trai11ees, allowing them• to ~ake.irifollned choices .. · · · · ·· · ..• · · .. · 

Welfare-to-work programs generally use one of two approaches to helping welfare leavers find 

jobs. The "work first'' approach aims to get people employed as quickly as possible. It assumes 
~IV(. A lh UfhO.f"I Co.p 1 /-r.. I ) 

that work itself will t.etteft inexperienced workers the skills they need to remain in the labor force, 
c,n d. '"'c....-cc'.1 "'c;I 'I 

afte1 ~hi ch they can move to~better jobs. This approach focuses on maintaining an attachment to 

the labor force rather than on initial wages. The alternative approach relies on comparatively 

extensive education and training before welfare leavers enter the labor market. It keeps them out 

of the work force longer in the expectation that, once they enter the labor market, they will find 

better jobs than they could otherwise. 

The work-first approach is by far the more commonly employed, an~Vni~1 ~~id.ei:ice ii:iciicatgs ouh: ol'Y>'€..5 
. 1nd.1 CA led 

that it~°if1e more successful: employment levels and eamings~igher in areas that have used 

it. However, a new study comparing outcomes across counties in California over a 9-year period 

finds that results for the two approaches are similar in the long tenn. 33 A separate study 

comparing the outcomes of 11 different welfare-to-work programs over a 2-year period found 

10 
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that the most successful approach combinedan emphasis on work with assistance in completing 

the General Education Diploma (GED). 34 

Employment levels among fom1er welfare recipients have increased substantially since the 1996 

reform. 35 Administrative data from studies conducted in several different States show that 

between 62 and 75 percent of those leaving welfare were employed at some point in the 

following year, and approximately 40 percent were employed in all four quarters. 36 Results are 

similar at the national level. SIPP data show that 66 percent of welfare leavers were employed 

at some point in the following 12 months, and 43 percent had earnings in all four quarters. 

However, many of those working all four quarters were employed less than full time. Only 32 

percent of welfare leavers worked 50 weeks or more during the year, and just 40 percent of this 
~c~h 

group (12.8 percent of all leavers) worked 35 or more hours in ~week. Thus, although 

labor force participation has increased significantly among former welfare recipients, there is 

still considerable room for further gains. 

lmportantly, employment rates increased even among those who remained on welfare. Jn 1999, 

33 percent of welfare recipients were working, compared with just 7 percent in 1992.37 

Developing an attachment to the labor market even while on welfare is important, because it 

increases the probability of success after welfare is no longer an option. 38 

The importance of the booming economy to these successes should not be understated. Theories 

of human capital accumulation and the tenets behind work-first programs suggest that time spent 

working increases productivity, job skills, and wages. The Jong economic expansion and 

historically low unemployment rates have given currenJ and former welfare recipients the chance 
wuvld be ~.}lpecfeci 1-o 

to accumulate work experience that-w+l-1 serve them well in a future downturn. The longer the 

expansion continues, the better prepared they wi 11 be. t-o v...Je..c~ -I-her +he. G:2YI ~--e c-~nc-e....s 

Earnings 

Although employment is import.ant in and of itself, so, too, are earnings. Welfare leavers 

are unlikely to thrive in the workplace if they are no better off financially than they were before 

11 



EDITOR DRAFT l lC0/2000 12 
\ERP 200 I \chapter 5 Livmg edited untracked 12104/00 

PRELIMINARY & CLOSE HOLD 
OFFICIAL USE ONLY 

leaving the welfare rolls. Evidence from State studies indicates that, at least initially, few leavers 

are significantly better off. Median quarterly earnings for those who found employment varied 

from $2,000 to $3,000, or approximately $700-$1,000 per month. In Wisconsin the majority of 
\i:od ~:,hAmp . 

leavers had lower incomes (earnings plus benefits) after exiting welfare than they had while 
wet~c..re.... 

receiving4tenefits. For the sample of SIPP leavers, the median monthly household income plus 

food stamps for the year following exit was $1,605, compared with $1,509 in the 2 months 

preceding exit. For 44 percent of leavers, total household income plus food stamps in the year 
tJe r l'Y\ O>'l t--h 

following exit was more than $50"higher than in the months before; for 49 percent it was at least 

$50 lower. 

The idea behind work-first programs is that an initial job will lead to earnings growth over time. 

Because many fo1mer welfare recipients find employment in low-wage industries such as food 

services, their prospects for earnings growth may not seem extremely bright. 39 Yet 39 percent of 

SIPP leavers had monthly earnings in the second 6 months after leaving welfare that were $50 or 

more higher than in the first 6 months. Twenty-eight percent saw a reduction in earnings of $50 

or more over the two 6-rnonth periods immediately fol)O\.ving exit. Thus, over one-third of 

former welfare recipients did find jobs that provide earnings growth through increases in hours, 

wages, or both. 

(c!.i-scvssed ,n def.rA1 I beiow .) 

Income gains from the Earned Income Tax Credit"are not included in these calculations. 

Although its benefits are not recorded in the SIPP data, the earned income credit provides a 

substantial subsidy to low-income workers, and including its effects would improve incomes and 

poverty rates considerably. Although its figures do not focus specifically on welfare leavers, the 

Census Bureau estimates that in 1999 the fraction of households with after-tax incomes of less . 
11.CITTC\ 

than $10,000 a year falls from 9.9 percent to 9.3 percent when the Earned Income Tax Credit 1s 

factoredin. 40 A+ 0 l'Y'Q.Xln1UYY\ o~ 'U3,,?s"S>O £,-CA loLt.rincorne__ wo....-l-e..r u._,.,:/--J,., 
. -hvo c..°h• 1&-.e._"' 

1 
+-h~ /:;LT c_ cvv Id o.cl d Ll() h:> 'Qi 3 ;;:i.3 p.e,- YY"lon+-h to 

O ~rn1l,1 1 -s ln(.J?Jm-€... 

Making Work Pay 

A network of government support programs facilitates the transition from welfare to work. In the 

past, families leaving welfare often lost not only their cash assistance but alsoother benefits such 

12 
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as food stamps and Medicaid. At the same time they incun-ed explicit payroll taxes and 

additional expenses associated with work, such as child care an~ transportation costs. One study 
po.id it') 

found that the implicit marginal tax rate-the net amount k1£t. frnm a cm~ dollar incrnass in 
fran C\. O•te,-cLz:,ilcv 1nc_r-e0-~ in ll'JL.Q:m·,-e_ 

income-tG. taxes, forgone benefits, and expenses~for AFDC recipients could easilyexceed 50 

percent. 41 ln other words, earning one dollar more in the labor market increased their disposable 

income by less than 50 cents. 

The Administration's welfare reform proposals have attempted to reduce these implicit taxes by 

increasing the rewards from work, through a higher minimum wage and an increased Earned 

Income Tax Credit, through increased subsidies for child care, and through expanded health 

insurance coverage to include working families not previously eligible for public programs. 42 

The Administration has also worked to help single parents collect the child support paymentsdue 

them. These programs do more than help ease the transition from welfare to work; they also 

benefit working families who may have never received welfare. By reaching out to both groups, 

the Administration has worked to ensure that no working family is left behind. 

The Eamed Income Tax Credit. Operating through the income tax system, this credit provides a 

wage subsidy for low-income workers. The amount of the subsidy depends on how much the 
'-'uheth1".r +her~ v...--e.. ~.-o, on~ 0/ h.,.J<) (jr IYID•-e.. cJ11 Id.......,,., 

family earns and on th@ numbsr of dspsndents~ By effectively increasing the wage rate, the 

cue'_ ',:,· "; · ''Earned Income Tax Credit offers those eligible an added incentive to participate in the labor 
0 h ICj~\-e ,..-
1:,-r, .,,.: · r force. In 2000, families with two or more children received a subsidy of 40 cents for every 
·~>· ·-.~·· :~(~ 1 ·J~··. ..... ; k b q, t-oo :j; '~ ~<oO 
oHv,·· i:,. .'· , dolrar of earned income up to $g.,.:H-O, for a maximum credit of~. This tax credit is 

\I 1-e Id l'•O 

I Yl C i"'f' (i-:.e 

refundable, so even families who pay little or no income tax can benefit fully from the tax 

.;.rovision. Rather than falling to zero when earnings surpass this level, the credit remains at 
'.:., '1:S ~O 'II I ;J, 1-<:D 
$~ until earnings reach $.12,690 and then gradually declines. It is phased out completely 

when earned income reaches $31, 152 (Chart 5-4). 43 The gradual reduction reduces the 

disincentive to earn income beyond the level at which the credit peaks. 

The Earned Income Tax Credit has been expanded greatly since 1990, with increases in both 

benefits and scope of coverage. The 1993 expansions increased benefits for approximately 15 

million families, in large part by raising the subsidy for families with two or more children. 44 The 
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1993 { l 9~f ~rreet?} expansion also, for the first time, allowed workers without children to 

claim a tax credit. 45 As a result of both the l 990 and 1993 expansions, credits paid thro1l~gh this 
lC'X \/--€_0.V-

provisiOI1 increased from $15.5 billion (in 1999 dollars) in 1993 to nearly $32 billion in"1999. 46 

At the same time the number of families receiving assistance from the program increased by one-

h. d f 5 ·11·Jvst- ou-r 1 't ·11· 47 Tl 1 h t Jr , rom 1 m1 ion to near!)' 2B m1 ion. 1e program now pays out more t 1an t e 

combined amounts distributed through the T ANF and food stamp programs. 48 

This wage subsidy has been effective in attracting more workers into the labor market (Chart 5-

5).49 According to one estimate, in 1992 96 the Earned Income Tax Credit alone was responsible 

for 34 percent of the increase in [what is annual empleyment es eppesed to jttst 
(,\(If\ VlO. I 

empwyment+}--- employment among unmarried mothers. 50 l::>ek,ve.:e+ri 1qqJ 
1' {'CC: "'.:! ,.-"'.;_ • ' I, I ! '.': ·, . ,:'.; . ; ';_I c/ ! ,_.: ::.. ! . ~·~ \ 

( 
J ' \ ' _.I .... 

!-: . . ,- I .. ,,. .. : , r l •. - : ' .. .1!. : '· \_. .- r-. -i ._.) 1-. ·... .:• • i - , I . r , ~- i·,1.: 1 • • / {~ .. '-.~~-.,...- ) 

'; '\ 

0i;:_-ern\-:i\ 0 ,1 m~n\- \:ur i:',, 1~1 0,.'\t l,el(J jOl·J ~;,~.:;,··'.'·11 
In addition to increasing the probability tfttti low-income people will find jobs and lceep-tftem.; the 

Earned Income Tax Credit has done much to improve the well-being of those who take 

advantage of it. Many fom1er welfare recipients have trouble securing jobs that pay enough to 
\-\,-e_ I I I fl ~1Yle.5 • 

raise ·t'ft-em above the poverty level. But when the credit is taken into account, the eammgs of 

many of these new workers rise substantially. In 1999 the credit lifted 4.1 million individuals, 

including 2.3 million children, out of poverty. The provision has also been effective in targeting 

benefits to the most needy. Estimates are that between 50 and 60 percent of its benefits accrue to 

families with incomes below the poverty line. 51 

Minimum wage. The minimum wage operates in tandem with the Earned Income Tax Credit: the 

credit provides an effective wage subsidy, and the minimum wage laws ensure that that subsidy 

is based on an acceptable wage. The real value of the minimum wage declined substantially from 
j)QO.l:: valv~ '"" 

1992 to 199 5, falling to just 71 percent of its 1968 ¥attte: 52 Subsequent Administration-backed 

efforts led to increases in the minimum wage in 1996 and 1997. Even with these most recent 
I Cj q q '-".!CA~ ~<tJVO.I k, /es-s t-ho'l '210 

increases, however, the minimum wage in 2000 was equal to oAl)' 77 percent of its 1968 level 

(after controlling for inf1ation). 

However, when the minimum wage is Gombined with a possible 40 percent subsidy from the 

Earned Income Tax Credit, the true minimum wage for workers with two or more children and 
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1J> q , t--c:D 
earnings of Jess than $9,540 is $7.21 an hour (Chart 5-6). This hourly rate is nearly as high in 

real tem1s as the peak minimum wage rates of the 1960s. Even so, an individual working full­
'IP /L/, 1 <:.?3 

time at the minimum wage would have a yearly income of just $-14, 11 ~including the credit), 

well below the poverty line of $16,895 for a family of two adults and two children. 

<insert Chart 5.6: Minimum wage with EITC chart here> 

Child care. For many parents, one of the most difficult barriers to employment is finding 

affordable, good-quality child care. For low-income families and new entrants to the labor 

market, the costs of child care may make working impossible. Recognizing these costs as a 

barrier to work, the Administration has fought to make child care more affordable for low­

income families and to provide assistance with child care expenses to a ~reater number of 
1ncreo...:::,e.d b't Xx p<2rc-enf-51n(__Q_ 19XX 

families. As a result, funding for child care has mor@ than doublSd [dates?], and the various 

existing child care programs have been combined to create the Child Care and Development 

Fund. The fund provides States with block grants for the purpose of subsidizing approved child 
d..000 

~are arrangements. In fiscal year 100.1... Ullder the A dmini~troition' 6 propossd budget, States ·v-6+1 
~~ 0~ 
~access to more than $3.5 billion through this program. These funds~ used not only to 

make child care more affordable but also to improve the quality of that care. 53 

I . 7-5 b-e. ne ~ k__cl 
Estimates sug,s,est that~ million children v.1ill benefit from the Child Care and Development 

jqyq 
Fund in &seal year 2001. Despite this substantial investment, however, many States have 

waiting lists for benefits, and many families who qualify for the subsidies do not receive 

benefits. According to one study, only 30 percent of families who have left welfare and are now 

self-supporting are receiving assistance with child care. 

Food stamp program. The food stamp program supplements family incomes to help ensure that 

low-income families receive adequate nutrition. Benefits are available to families with incomes 

up to 130 percent of the poverty line. ln fiscal year 1998 the vast majority of benefits (nearly 90 

percent in dollar terms) went to elderly individuals and families with children.54 ln 1999, ~ ;)7-
pv:..-hc,pc.\-,..,9 h()v:eJ,olc!.s hod -e_c,..,..,ed lhCJt>;--,e. 

percent ofbenefit9 weflt to workin~ families. Since 1994 enrollment in the food stamp program 

has fallen dramatically, from a high of27.5 million participants to 18.2 million in 1999. Of 
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concern, however, is the fact that the participation rate for eligible families declined from 71 

percent in September 1994 to 62 percent in September 1997. 55 This declme is part1cularly 

marked for families with children. [The rest of the pn:agrapb w:as phrased to rn.g.g-tl-&t--t-hat ~C'~- re'-',_,. 

childrcn~U!..e..Lwd..stam.p.s..-A..r-C-the..changcs t!l ''families with children" ''!lrrcct+J-ln 1999 ~t 1 ?r C; 

. . . . \(\ .\"C\Ynl \_",e.s v...·,+\., . :.;._1-( ,.,,.f-, <.:' 
only 51 percent of families tha: included childre~ mcomes below the povert~ !me n<:-. -.... , ~ 

''A M:, ...... ' \ 1-e. '.) 

received food stamps. Even among the very poorest families with childrenl\v!hose \vi th incomes 

less than 50 percent of the poverty line-only 58 percent received food stamps in 1999, down 

from 76 percent in 1993.56 

Several factors could be responsible for the decline in participation. Changes in the laws 

governing the program have exclude~1grants from the program and restricted the amount of 

benefits that able-bodied workers may receive. Limitations on the value of assets an eligible 

family may hold may also exclude some needy families. And the strong economy and the 

growing number of workers with jobs may have helped reduce the need for food stamps. But 

these factors alone cannot explain all of steep decline in participation rates, and it is likely .. that 

some eligible families are not receiving the benefits they need (and are entitled to receive), 

especially families just leaving the welfare rolls. Rules governing participation in the program 

are often a factor here. ~ States require that wage-earning food stamp recipients have their 
hi p ' co-.. ti y );-'"' d e.ve" c'l'\t--r e 

incomes recertified at regular intervals, 6om@tim0s as often as every three months.' For low-wage \;-~l.rf'n 1 

earners without much time off, this requirement could well be a substantial detenent to 
o. lo.rqe.. p:;ir-ho . ., o~ 

pa11icipation. A recent study underscored this concern, attributing't·10nparticipation largely to the 

In~~ 

~ h>..le.5 

costs to recipients of regular recertification. 57 ( /o,rcy".ly ''"•)/;e·. 

1-r· r iw) 
J) ~,...)(;; -~~-,( /)\, .. _,..-.) f i;·: :.)<;.·•' J~.,~ .... ~-

Jn response to these recent trends, the Administration has implemented a series ofchange~ in the 

regulations governing the food stamp program. These changes substantially reduce the need for 

recertification for those leaving welfare and the newly employed, and streamline the application 

process. States can also receive bonus awards under the T ANF program for !r:.iii;iRg?j h 1-'4 h 
participation rates for low-income working households and for overall increases in participation. 

To date, $20 million has been allocated for these awards. Finally, the Administration has 

rovided funding for educational and owtreach campaigns aimed at enhaneing [CaR this term be 

si-m-ftHfied, perhaps te "impnwing nutritio-n;-es-pet..-'1-aHy-{-o-r-eh-il-dfffl~-mj{·ri-tiona!-securi t-y. 58 

I IY\ pi-ov rn C1 Yl!Ah~ 1./-i (Y) fu..- /ov...; - I n(_Q)m€_ ~, ) l-1?_ s O.Yld ~ .Q_ I dsex-~ 
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Child support programs. Child support payments from noncustodial parents are an important 

source of income for poor children. In 1997 child support lifted an estimated half a million 

children out of poverty. 59 Child support is particularly important for families leaving welfare. 

Women who leave welfare and do not receive child support have more than a 30 percent chance 
. e~-c" ::>med I C.rn UV..n h 0 ·~ . I 0 

of recidivism after six months. For those receiving child suppof\ that figure drops to~percent. 60 

lo-':JJIW 1>e• mo11 1-h) 

An important component of the Administration's policies to help working families is ensuring 

that single anci divorced parents receive the child support payments they are entitled to under the 
fi.;co.J \1eo.1J 

law .. Betweerf'l 992 and 1999 the dollar value of child support collections increased in real . 

tem1s by more than two-thirds, from $9.5 billion to nearly $16 billion (in 1999 dollars). During 

the same period the number of child support cases involving collections increased from?:-&. ~- ~ 

million to 6.1 million. 

However, much of the money collected never reaches the custodial parent. Many States reduce 

T ANF benefits dollar for dollar when a noncustodial parent provides support, reducing the 

incentive for noncustodial parents to provide for their children. The President has proposed 

legislative changes that would make it easier for States to pass along a portion of child support 

payments to custodial parents receiving assistance. This change would give parents an incentive 

to cooperate with the system. ·some States, such as Wisconsin, are already experimenting with 

this type of policy, with some success. Results show that noncustodial parents ar~more willing 
be.nehl- t-he,r chi lei 

to pay child support when they know that at least some of the money will go to ths c'dstodial 

p~rent. Utlimately this policy should increase collections of child support payments. 
/\ 

more.. w1de--spr-e0-c! Lt~ ~ 

As an added incsntivg for cooperation u,•ith lai.1,1g go 11 erning child ji1,1ppor(fi1e Administration has also 

put in place policies that reach out to low-income noncustodial parents. Some $125 million has 

been requested for grants designed to help fathers find and keep work {is this correct?} 

("Fathers Work" grants). Responsible fatherhood initiatives funded through the Department of 
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Labor complement this policy, helping noncustodial parents not only find work and pay child 

supportbut also reconnect with their children. 

Access to health insurance. Historically, individuals and families leaving the welfare rolls have 

lost their Medicaid coverage as they did so. During the 1980s a series of Medicaid expansions 
A5:s 01-cnc-c. 

and the introduction of Transitional Medicaid Goverage began providing health insurance 

benefits to fom1er welfare recipients and low-income families, easing the transition to work. 
n:'..:tJU ired +f-.c-.f- 51-c..~ cover- C:il l)reqnc."+- WC>-n-€;/\ 

Prior to the 1996 welfare reform a Federal mandate"allowed some children not receiving welfare c..nd 

to enroll in Medicaid. This group included children under the age of 6 in families with incomes 

below 133 percent of the poverty line, and children between the ages of 6 and 19 in families with 

incomes below 100 percent of the poverty line. Many States opted for even broader coverage, 

setting higher income thresholds and covering children of all ages. Adults could obtain 
A :'.>5 ':":> \-c..nc-<.., 

Medicaid for up to 12 months under the Transitional Medicaid Coverage program or through 

State programs for the medically needy. The 1996 legislation expanded Medicaid coverf).ge to 
s I n9 l~ P,o.r-e n +- ~ Rrou 1d-ec ~ 'r. I r'l Lem~:) 
unmarriedlmother5?j, some two-parent families, and families leaving welfare. In 1997 th State L-vei~ 

prv~ 1 ~ he~I 1-h 1.Y.v1-c.-,t:.L (z_,.- SL~l{..,c 1 eyi+-f-y 
Children' s Health Insurance Program (SCHIP) was created to tar get all children in low-in com loL<....· 

families. Thsse 13rogrt1:ms a-Fe discussed in detail later in the chapter. 

-n.~ SC..HI"P \JYV'1mm 1".:i 
~d~ ,_ We\ P) flCJ Foimt J 1 ~ s ln5er I- -JJ:, d.. '' 

Reaching out to Undersf!rved Communities l Cho,,Y.\e__ iv"'e' <,hr ~o co ih cd c,' '"/ J 
Providing opportunity and independence for American families sometimes requires more than a 

strong national economy and responsible welfare policy. Areas where poverty has become 

entrenched and the local economy is weak may need additional assistance. Some of the most 
C€.Yl'fYV-. I 

intractable poverty is found in America's irw.er cities and rural areas. Because these areas are 

home to large numbers of Americans-in 1999, [e~t~ yenr?j 30 percent of the country's 
c._~hv.,\ 

population lived in the iAA-er cities and 20 percent in rural areas61 -this situation is cause for 

great concern. 

ln 196 7, when statistics for these areas were first recorded separately, the poverty rate for inner 

cities was 15 .0 percent, compared with a nationwide rate of 14.2 percent. In contrast, poverty in 
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rural areas was over 20 percent. By this measurethe inner cities were nearly as well off as the rest 

of the country, but rural areas suffered from disproportionately high rates of poverty. Between 

1967 and the early 1990s, however, the incidence of poverty shifted: conditions in the~~I 
cities worsened, and nonmetropolitan areas saw a slight improvement. By 1993 the proportion of 
c-e..,-1-,-oj 
~r-city residents living in poverty had reached an all-time high of 21.5 percent, and the 

poverty rate in rural areas had declined slightly to 17.2 percent- well above the national poverty 
QI<. 

rate of 15.1 percent111 both cases. Since 1993, however, the situation has improved dramatically. 

1n 1999, the poverty rate forCfi;~~ities was 16.4 percent and that in rural areas stood at 14.3 
OF- I J • 2 1::re-rc.e,,+-

percent. Yet these rates remain well above the national average [gi'+'C nstienel B't'erege here?]. 

The strong national economy and current policies to make work pay, discourage out-of­

wedlock births, and improve schools in poor neighborhoods can be expected to provide some 
()!) 

relief, [e!ipeei:ilt) in inne1 citics'!j. But given the persistently high pove11y rates in these areas, 

additional strategies may be required. To reach out to residents of these areas, the Administration 

has enacted a series of programs that directly target communities. 

C-€1il--nAJ ~r~r ~- I f . I . k h . ]Hfl.8l: cities:· r'ci'fles are o ten more attracl!ve to ow-mcome wor ·erst an outlymg 

suburbs. inner-city residents have ready access to public transportation and shopping, and city 

governments often provide 116-o:;~~e~EtLs~ ~PPf1~~ecce(,~~;f~)~~~~,~~;e?~s li,-~ .o.~l~er3\~'.~fl~~;
2 

_,>, .c:rJii, :;, 

But cities often have one key Limitation: ~job opportunities. Recent research shows that ; '·c'I { J,c.. 
~pe. rrcedt 

most job creation today is taking place in the suburbs. One study by the Department of Housing 
f:w,..., 10,q;;i Jo I qq 7 

and Urban Development (HUD) found tharJob growth was slower in the cities than in the 

suburbs in 1992 97 and that the job mix in cities is increasingly shifting towardhigh-technology 

industries, which works against low-skilled workers. 63 

c_~nhl 
The difficultyinner-city residents face in finding employment is further heightened by problems 

d 1 ~cri l'h • no. i, V" c..ni:!. ~s fXJ•- b h ov'"I 
with tr-anspertation aHfl ey discrimination. Low-income workers, and welfare recipients in 

particular, are unlikely to own cars and must rely on public transportation. Yet a recent study 

found that nearly half of all low-skilled jobs in the suburbs are not accessible by public 

transportation. 64 Compounding this situation is the fact that minority workers in the inner city 

still face discrimination in housing and'ltmployment markets. A recent study found that 

minorities have difficulty renting and purchasing housing in the suburbs and are less likely to be 
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hired by the white-owned fim1s that predominate there. 65 The cost of housing in the suburbs 

may also make it difficult to move to homes near suburban jobs. 

From a policy perspective, several approaches are available to address the mismatch between 

where low-skilled workers live and where they can find work. The first-and perhaps most 

difficult-is to rebuild the economies of our ~~~i!ies. The second involves seeking ways to 
C -e vi h-o.. I 

overcome the transportation hurdles that H:mer-city commuters face. The third approach is to help 

low-income families obtain housing in areas where jobs are available. Providing training is yet 

another way to address this issue-that is, improving workers' skillsand thus their employability 

at a range of jobs. The Administration has pursued policies that incorporate all four approaches. 

When this Administration took office, a number of programs already addressed underserved 

communities. The long-standing problems in these areas, however, clearly called for additional 

policy measures. The Administration developed a number of strategies for rebuilding inner-city 

economies, including Empowerment Zones and Enterprise Communities. Since 1995 over $1 

billion has gone to 78 designated urban areas under these initiatives, supplemented by over $10 

billion leveraged through other Federal grants, -State and local government spending, and private 

sector funding. The Empowem1ent Zone and Enterprise Community programs aim to assist 

communities by encouraging investment from private businesses through tax credits, wage 

subsidies, and improved access to credit markets. 

To help solve commuting problems, the Administration's Transportation _Equity Act for the 21st 

Century established a new Job Access and Reverse Commute Program designed specifically to 

connect low-income persons to employment and support services. Similarly, the Bridges to Work 

program provides placement, transportation, and retention services in a select group of cities. In 

addition, the Administration has made owning a car easier for low-income families receiving 

temporary assistance or food stamps, by givingStates the flexibility to raise the limit on the 

value of a car counted as an asset for welfare eligibility purposes66
.
67 HUD programs also 

address transportation problems by subsidizing low-income families in both public and private 

sector housing. HUD's housing voucher program helps over 1.6 million families pay the rent for 

apartments in the private market. This portable form of assistance helps families locate near jobs. 
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Two Administration housing initiatives focus on 1mprov111g employment outcomes for low­

income families. The Moving to Opportunity demonstration program combines intensive 

counseling with voucher assistance to help families move from high-poverty public housing 

projects to private housing in low-poverty areas. The Welfare-to-Work voucher pro1:,i-ram 

provides housing subsidies and services to families eligible for temporary assistance to help 

adults in the family obtain and keep jobs. 68 Limited preliminary evidence from Moving to 
v.bu h~lf)j c..h1 !dre..n o~ ho.5 

Opportunity programs in Baltimore and Boston suggests that the program ~s 6t1Ccessful in 
bee.ri ::>vcc-ess\:u I In ( <) 

improving educational outcomes for ehild:1 en.' . 

Rural communities: Like the inner cities, many of America's rural communities face high rates 

of poverty and unemployment. 70 But these communities also face a number of unique problems. 

F. h d I . ·ri . Centro-.! . 1rst, t ey ten to 1ave smaller, less d1vers1 1ed economies than do theiffiler c1t1es and thus can 

be severely affected by the closmg of only one or two industrial plants. 71 Second, many rural 

communities are geographically isolated from major markets, making it hard for residents to find 

jobs and for businesses to reach their customers. 72 Third, rural communities often offer little in 

the way of public transportation, so that commuting problems are likely to be more acute than in 

urban areas. Although recent advances in te_lecommunications promise to reduce some of~ ~s-<._ 

disadvantage_srural communities also lag behind urban communities in access to this 

technology. 73 Finally mral govenu11ents often lack the economies of scale needed to make 

investments in public services economical. 74 

A variety of programs exist to help these communities. Technical assistance, grants, and loans 

offered through the Rural Utilities Service provide assistance with basic infrastructure needssuch 

as electricity, telecommunications, and water and waste facilities. The Rural Housing Service 

assists rural communities with community facilities and housing. Its programs provide housing 

assistance to families with moderate and low incomes; it also helps communities develop and 

improve facilities such as fire stations, libraries, and hospitals. 

The Rural Business-Cooperative Service cultivates partnerships between the private sector and 

community-based organizations. 75 It also provides technical assistance and funding for projects 
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that generate employment. Rural businesses also get a boost from the Empowem1ent Zone and 

Enterprise Community initiative, as many of the areas these programs target are located in rnral 

communities. Finally, the Telecommunications Act of 1996 is addressing the digital divide by 

providing funds to help schools and medical facilities in low-income communities (both rural 

and urban) develop modem communications infrastructure. 76 

At the regional level the Administration has supported several initiatives addressing the problems 

of rural development, including a Task Force on the Economic Development of the Southwest 

Border, the Mississippi Delta regional initiative, and the Denali Commission in Alaska. These 

initiatives coordinate Federal, State, and local development assistance to areas with historically 

high poverty rates and limited employment opportunities. 

Results: These programs, coupled with the strong national economy and policies aimed at 

making work pay, have led to substantial improvements in the quality of life for those living in 

inner cities and rural areas. The unemployment rate in the Nation's inner cities fell from 8.2 

percent in 1993 to 5.3 percent in 1999, while unemployment in rural areas declined from 5.9 

percent to 3.7 pcrcent. 77 increased employment has meant reductions jn poverty and increases i1) . J 

I~.:'.> ()ufed O..f:XJv-€.. ~ 1""><Jv-e•·h/ rO.i-e.'.':> It'\ bO/-h C.:E'nh-c,I Clh<..":J QnQ. 

median incomes (Chart 5-7). 'the poverty ra1 e ii:i the inner r:ies fell--from-J..J...,..§"i3ei:c-eflt-ffi--1-993-to rv...-o. I r 
1n cerrh-'0\1 c.1h~s In C-e,...h--c,I Ct~/ ro.. 5 · Or-ec~~ tt 

J 6.4 percent in /~!9, with the Ja~gcst drop~2. I percentage points, occurring in the last year. S 1ein 1 h~.1 f-I"'/ 
Th1::1 c.hc.nq~ c~:<.> so lo.r-c,<'.... C>-r"\cl C\~cl.e.d so fY'O.nfl~'(.)l.e_ +hot 1 I- ~h-ve-en 1eiz 

T-hcse fig tires have a significance that ~ocs far bey000-the-a ted neighborhoods: inner cities C\n d / qq q 

accounted for 80 percent of the total reduction in poverty from 1998 to 1999 . 78 P&V-erty in rural 

areas also fell s:.1bstantially, from 17.2 percent i111993 to 14.3 pe1ce11t i111999. 

t ~nh--o.1 
The median household income in the ·inner cities has also increased, rising 5 percent in real tem1s 

from 1998 to 1999-more than double the 2.1. percent increa~e in t!ie median incom~in 
1 

U~ WD..5 t-he_ ~ .51fvo.f-iQ'\ ~· H-e_ C\01115 h:ir /-he_ n::A.Hon as 
metropolitan areas as a whole. 79.1\Fer Afiican Americans the gams were particularly striking. a t.Jiok, th 

L) ,,, ce,...,h-o-l c.ihec, qCi1n ~ ,,... incan 
After adjusting for inflation, the median income for African American households in inner cities h:ir 

b?~') lq%' ~ I qa °I 
increased by 13.9 percent in 1998 99: These economic gains have been accompanied by a 

d 
. . . c-enh-a..I . 

eclme m the number of people on welfare. Caseloads in the largest-mA-Cr-c1ty areas declmed by 
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40.6 percent between 1994 and 1999. 80 Increases in the median household income in rural areas 
be f-tve -e,-..._ I Cf Ci<;;;- c;"'C. I q Cflj 

were less dramatic than those in the cities, rising just 0.9 percent in real terms in 1998 99-. 

Despite these clear improvements in the well-being of our poorest communities, much remains to be 

done. Poverty rates and unemployment are still higher in our inner cities and rural areas than 

elsewhere. It is too soon to judge the effectiveness of the Administration's community-based policies,, 

but reaching out to these communities demonstrates a willingness to seek creative solutions to some of 

the Nation's most pressing problems. 

Education in the New Economy 

&Jts£.i.:·chC) [di.Aco.._h.DV'i \rJSe,rJ- -J::P_s-
Investments in human capital play an important role in the New Economy. By investing in our 

young people, we support continued growth of the economy. The most direct way to invest-if! 

hJJman capital is thro11gh ed11cation and training {what othPr ways are th.er..e'!.:'-}. Last year's 

Economic Report of the President focused on the demand for educated workers, postsecondary 

education, and training. This year's Report examines America's public elementary and 

secondary schools-institutions crucial to the development of our future work force. Not all 

communities can afford to offer their students the best possible education. 1n reducing this 

inequality, the Federal government can play a crucial role. And by promoting educational 

innovations such as more standardized cmTicula and the increased use of technology in the 

classroom, the Federal Government is working to improve the quality of schooling and to create 

the more productive work force needed for future economic growth. 

Many factors go into producing a quality education. Parents, families, and communities rank 

among the most important contributors to the education of children. But the discussion here 

focuses on those components of the education system that are more directly under the control of 

Federal, State, and local governments, and highlights th~ effects of class size, teacher quality, 
Sl-r-enq tJ...e.n '" ".1 

and school infrastrncture and equjpment. lmJ'rOYit\g the ~tl!l:~)' of these inputs to the education 

process is key to improving educational outcomes. 

A Role for Federal Education Policy 
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The Federal Government has long sought to improve access to education for the }:lation's poorest 

children and to help States ensure that their public schools are of high quality. Federal funds 
prirn 0 r1I'-/ 

target primarily local communities, where they help implement needed reforms, expand new 

programs, 81 provide access to new technology, 82 and pay part of the cost of education for 

students with disabilities. 83 Many Federal education programs are targeted to schools and school 

districts serving students from lower-income families. 84 By directing funds to these important 

areas, the Federal investment in schooling can have an impact greater than the expenditure itself 

would suggest. 

In the United States, primary responsibility for elementary and secondary education rests with 

the States and with local school districts. Excluding school-based health85 and nutrition 

programs, the Federal Government provides just a little more than 6 percent of all funding for 

kindergarten, elementary, and high school education.~ 6 Federal spending in the poorest schools 

reduces inequalities across school districts but does not fully compensate for the overall pattern 

of funding dis_paritiescreated by differences in lo.pl property tax bases and State funding levels 
f-l sh ... '<h/ or I c:io, L-/ - I Y q 5 do. /u.. +Du:...d % t th~ ~ 

(Chart 5-8). !Give date! The Federal Government spent more than four times as much per 
thcd-

student in the poorest quartile of school districts as in the wealthiest quartile, but'\he wealthiest 

school districts sti II had the highest level of expenditure per student. 87 

The largest single Federal education program for kindergarten through 12th grade (K-12) is Title 
88 1)rU v I cl,-e._s 

I, which alloeales aclditio1i:il funds [\'\hat a1 e the~e fonds in additien te?] to schools based on 
. (no+- f\ece~;:xp-1 /.'-! f'rvvlfed ). 9 the number of [ corr~i] poor children eHrolled and the chiltl po\1erty rate m the local area. 8 

[Correct?] Under the 1965 Elementary and Secondary Education Ac~ Title I funds are to be 
lo The. -+c:.--9e h nCj o~ h_..,rcts h.:. poor scJ-.-ocl s 1 ,.,_.,prove. 

targeted ~chools serving the poorest children. Bnt the 1~il.udat€: @xpanded significantly with the 

passage of the Improving America's Schools Act in 1994, which reauthorized the 1965 law. In 

the 1997-98 academic year, 96 percent of the schools with the highest poverty levels received 
h 1 qh.e::; ~ - pcver1'1 

Title I funds, up from 79 percent in 1993-94.90 In addition, in 1997-98 the poorest quartile <!>f 

school districts received 43 percent of all Federal funds for K-12 education and 50 percent of 

Title I funds-amounts that reflect theshare of the Nation's poor children in these districts (49 
the~ 

percent). At the same time-the poornst school districts received less than a quarter of all State and 
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local funds. Clearly, Federal funds in general and Title I funds in particular are a critical resource 

' . . l" . . 91 91 93 1or improvmg equa 1ty m education. · · 

'1=2 e_ D \ o c e C\..! -, J- h ' 1 £du. c.oh o \/') In'.:) erk d --¥ d- " 
ceded here. Would something like "How do sc ls and school districts use 

ernizing schools, accessing new technology, tl--developing 

stan · s and accountability. School choice'?] 

Reducing Class Size 

VC.r1uv5 
For decades the merits of broad based educational spending programs, including those aimed at 

reducing class size, have been the subject of much debate. Are they in fact effective in improving 
1-:;, show•n9 

student achievement? Mounting evidence J1as b@gun to show that smaller classes are beneficial, 

especially for disadvantaged students and those in the early grades. 

The most compelling evidence comes from the Project ST AR (Student-Teacher Achievement 

Ratio) experiment in Tennessee. To dete1111ine to what extent smaller classes improve academic 
f: 6 r,c!e,.Y) I 'I 

outcomes, Tennessee authorized and financed an experiment thatfl:dssigneci students and teachers, n qro..d., 
. ~ K-3 

randomly to classes with a standard number of students (22-25) or to smaller classes ( 13-17). 
'b-e 4e,.- pe~rmO.l"\C~ 

The results showed signifisaHt i11'1pfe:'9emrnt for children in the smaller c.lasses: fi:e.n1 

1.:indergar1ei:i tbro1.1gh grade 3 these children did better on standardized tests of reading and math 

than students in larger classes. 

A follow-up study showed that the students enrolled in smaller classes in the early grades 

continued to do better on standardized tests in middle school than other students. These students 

allio i;cored higher on their standard collsgs entrance examinations while in high school a:oo were CAl-.:.o 
(_Q) 11-e C1-e. -e.rihi::..nc-e_ -€kc.rn5 1 f\ h 1 ei ~ .schoo I 

more likely to take th@s@ @Karns. The results were especially strong for minority students. For 

example, white students have a higher probability of taking a college entrance exam than African 

American students. But when the probabilities were calculated for white and African American 

students who were placed in small classes in elementary school, this difference naiTowed by 54 
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percent. 95 Some 46 percent of white students and 40 percent of African American studentswho 

had been in small classes took a college entrance exam; the conesponding figures for students in 
·; b-.do.r-d. h--c ~ bi"' "'11· 1 5 1 e:e..d.. 

ti adition:~l classes were 45 and 32 percent. 

-\-he -€. x \Jen m f' n bJ c:L-e s 1 u t'"\ G r1 C f-h-e 0....J~C:.yi-e "'.i ,- ~ g-er-f' rO. kC . 
The quality of {~~ar resYlts frem?] this exl'erin1ent persuaded many scholars that reductions in 

class size can improve educational outcomes for children. Teachers in smaller classes can spend 

more time on individual instruction and review, and less on student discipline and routine 

administrative tasks, than teachers in larger classes.% Teachers of small classes arealso more 

likely to get to know their students, interact with them frequently on a one-to-one basis, and 

provide frequent, in-depth feedback. 97 Results are now emerging from programs in other States 

(:rncb a> the£ A.GE program in Wisconsin) that reinforce the conclusions of the Tennessee study. 

'--->:~-

Reducing class size is expensive, however. Onestudy estimatR that reducing class size in grades 

1-2 . to an average ot-18 students, would cost an es-t:~mated $5 billion per year. 98 

Despite the expense, the expected gains in students' future earnings appear to be large enough to 

make the investment worthwhile. 99 [In 1998 the Administration proposed a 7-year Class Size 
(:"OJ 1b •• t! ~ me1f no !>•fr\ 1he C1.,,•rre,., f- <jCJCAI I~ ~,.- c" 

Reduction lJ1itiative to reduce class sizes' in grades 1-3 .. to a 1ialionill a c e1 age of 18 students per mo. x. 'mt"''Y\ 
('\ 0- )-)(lr> WI Ce, 

clas~ In its first 2 years the program has enabled school districts to hire"-29,000 new teachers, 

reducing class size for 1.7 million children.] o.;, esh.-no~d 

The Importance of Teachers 

The quality of teachers may play an even more important role than class size in improving 

student outcomes. Parents, students, and professional educators abrree that teacher effectiveness 

is a significant factor in student achievement, and several recent studies support this conclusion. 

These studies find that differences in teachef\;haraeterislies have significant effects. 10° Further, 

several of these analyses show that some measurable characteristics, such as holding a master's 

degree, are not necessarily indicative of a teacher's ability to enhance student performance. And 

although a teacher's effectiveness appears to increase with experience in the first years of 

teaching, these gains to seniority do not continue beyond three to five years. {~at 
Th-e ::,e_ r-€~lA I "'5 5 vc10)-es\- +ha+ YY\vCh o_\:.- .\-h-e cid~r-Qnc....D ch araete1 is tics du matter'?} n '-
1n ~ e ({::.e cJ-i v-ene.$ ot- .\e.o,c h-e,--.s sk,,yn.'.') h-oY"\ cl.A~/) c~5 
1 n h o-..-d ki IY\-e.foS vr<...- aHr l °""ks S u c)1 0'5 1-~J-e,., .J- an c! 
mv+ivo.h~nJ 1 r.~1 c:.fthnC\ {-ho..+ Vr-ec.\- ch~-ervC\hvY\ 
mo..'I ~ ·t+7.£ b-e::i+- VJO.'-/ ~ o..sse.ss -k.o..ch1nq a-b1 (1ht 
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Many schools are findmg it difficult to attract and retain highly effective teachers. Some of this 

difficulty likely stems from the existing pay scales in public schools. ln the last several decades, 

teachers' salaries have fallen relative to those in other occupations. A large majority of public 

school teachers are women, and for this group in particular, the rewards of teaching have fallen 

relative to other opportunities. ln 1940 fewer than 40 percent of women with a college degree 

earned more than the averag~fe~~ 01 By 1990 this fraction had risen to 60 percent. This trend 

continued throughout the l 990S sin1~J)· becl:l:u8e starting salaries in most occupations increased 
11 

,., L 

I 00£ -:>fvdy k_yvJ TTlv-r 
at a much sharper rate than did starting salaries in the teaching profession. or-"Rrom 1994 to 1998 

the average salary for people with a master's degree in non teaching fields increased by 32 

percent in real tenns, while the real increase in the average salary for teachers was less than l 

percent. 103 Other factors that affect job quality for teachers, such as crowded classrooms, unsafe 

schools, and limited opportunities for professional development and advancement, also affect 

schools' ability to attract and retain teachers. 

This challenge will become particularly difficult in coming years. Between July 2000 and July 

2008, the number of children aged 5-17 will rise by nearly l million, 104 significantly increasing 

the need for teachers nationwide. Yet in this same period, about 750,000 teachers are expected to 
mon'I 

retire, 105 and other's are likely to leave the field to pursue other occupations. Given these 

statistics, the United States will need an estimated 2 million new teachers in the next 8 years. 106 

The demand for teachers will be heightened by mandates to reduce class size. Decreasing the 

number of students per class to a nationwide average of 18 in grades 1-3 will require staffing an 

estimated 100,000 additional classrooms. 107 

These increases in the demand for teachers will make it increasingly difficult to maintain 

consistently high teacher quality in all classrooms. The magnitude of the challenge is already 

becoming clear. In 1996 California began a massive program designed to reduce class size in the 

early grades (K-3). Expenditures for the program, which seeks a statewide class size reduction 

from an average of 28 students to a maximum of 20, are running $1.5 billion per year. The State 

has been largely successful in achieving its goal: by the 1998-99 school year, more than 92 

percent of California's students in the targeted grades were in classes of 20 or fewer students. 108 
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But the percentage of fully credentialed teachers instructing these classes fell from 98 percent in 

the 1995-96 school year to 87 percent in 1998-99. ~!though e study of the California se-e_ 
experience fi d little impact of teacher certification student outcomes, other analyses have tdl.l(_Q.._hov 

Qi re_o... f-1\/ . I n 5 crl--:1:.t L 
~ Regardress 1e importance of certification, however, :fi ~ t' . . 

he availability of talented instructors. 109 The c 1 c hed 

retain greater numbers of · ghly qualified teachers and to providing mento · a training, and 

other support to ti ejust entering the professionJ LBo'x' 5 -? ] 

This Administration has supported investments in teachers. Its Class Size Reduction Initiative 

requires that teachers hired with Federal funds available under the program be futJy certified. 
o \bee, \e d <.,;,,.--Js 

The initiative allows school districts to spend up to 25 percent of their B:l!oestion on professional 

development and testing for new teachers (for content knowledge, to meet State certification 

requirements, or both). Districts that have met the appropriate goals for reducing class size in the 

early grades have the option of using their entire allocation for activities to improve teacher 

quality. [Correct'?]The Teacher Quality Enhancement Grant program is aimed at reforming State 
h-£\p'S '.".>.\v,k-;, lrv-,pru~ \-hQ._ couo.ld-'f or -k.0 chi~ 
licemiug systenls 01ud elitablil>hiug ~Ypport systems for ntw/ teac!NF&. To date it has helped 

prepare about 3,000 new teachers for high-need school districts, and it will help prepare many 

thousands more in coming years. Funding for this program-tRe l~rge~t feQi;ral prof:essioFml 

development progrsffi in the budget 

fiscal year2~. 110111 
;;ic:i 00 . 

increased from $275 million in 1993 to $-66-1-rnillion in 
'?i :i 5 

[P.leese iHdieete where ie the text this bex she1:1ld be refereHeed] 
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may also help attract talented people to the teacrung profession; such individu.als ma;' be more 
.. . ..... ' . ... .· .. .' : . 

willing to become teachers if they know their' bard work and skills \Vin b~ iew.;_rded .. ·· .. 
.. .:. . '·.· ... · .· ...... ·.: . .:·:.,·-;;· .. •.· .J. .. :.. ';··. ·.· . . . 

n··: ' : , : :.· ... ·.: ·.~:-:··,.<:~·-:·· ·:: ... _-;::·.~_:··. ' .. : 
.. ··:t··: . .-...... ·</;<::,:;~,:·>·.;::::_: _· ; ' .. ,.,·.·· ... :" ....... · .. . 

Performance-based pay syst~,m~ must be c~efu{l;ydesi~~d. :B.e6·~~~e· stude~t~·~cru~Je~e~t .• .. 

::~=~::."t::~,:·:::Z1dh!H~~~~.;~:~sni~01iu~:~i:~~~~;~~~:i'.*;:;:;~:~s 
le~1 ~ls. of achievement Furtheri;~ote, because.learning inyolyes c::6~perntiveeffort,inc;entives .· ... · 

: . . . . . . . ' ' ' . . ' ... , ' . . . . ·.. . .. ·- . . .. . . . ·. ' ': : ·:; ; : . : .. ··: . . : . ! ! '~ . . . . ' . . ·:: . • . . ~ . . 

must be d~sign~d to cref.te acooperative r,at~er' tha~ a 'co~pd~tive en~~ronln.e~.t for te~ch~rs.()ne 
\Y,a y·.to f ~st.er s.ucp t eff11_':spfri.t:·i.s···•~.~ .:~.?a·se · aw'<t~.d~ •• ,~?··.t~e .. :~bhi·.~~~'~!~~-. ~.r.·~···.~.~f~e.·sc,h~~·l···~.~~her ··•·· ··••·· 
thari'on the.sticcess of indi,1idual classes:·Perf~m1:ance· standards: shoufd,not be based .solely on.'a ·•· . 

. : .··.~ <;···· . ;.:· ._,:_-· . . => .... . :. : . . . : ~· :_;: .. ..:· t ./;·.~: :::.<;-:\ .: ... ' ·.: .... : .'."- :t,(:";"-=1:;:: :/_:: '.;:· . . ~ ._r:·;::·\:,,-_·· ..;. .", ~-:~!;··.··: :._y~:'.:>.<. ·: ;.~: ·:-"~~.: ~-(:'..: .~·;::·:~ ... '.<·: =:.·': ;~·:-. ·::.::·.: '~<--. . ,. 
few 'easily measurable indicators of educational ·achievement but should focuscin gairis in>•· 

~fa:~:::~: g:~:2~~0I :~,tisq coor~!tf,,1t;eif 6'.~"J~i~3f':~[ 6~~~~e~tl~1~~';?1th 
. . ·.··.········.···.·•.••·· .· ,. .;·dy-,.····.····.: >:>::-.<.··· . .-;>·i:fi,"Y~r-\\.;i';:::: ,.;·::;+.~-... '.} .. ,_,·t.·2-.::: ... _ <•;•. 

School-based perfonnanceawards were introdut:-~d in Kentucky an•d North Caro1ina'.i~ f99} :and 
. ,· • .· ' I· .· . '" ., .,' ·.· ' .. '. , . .. :··, : ;· .. , • .> ' .·., . .. . .. ::-·: ·.- :: .. . ; ·· . .'~. . • 

in ~1aryland in 1996. Studies have'fou'nci that the ·suc~essor'thes~ program~ varies accotding to 
... · .. • .. ·. • . . .• ·.·-. .. .· . '·i· . ·.. . ...... ··'.. · •• · .:-. '' • 

how well they are designed and ilnp1efl1~11ted. Well-designed pro:gf~m·s w~resuc~es.sf~liri. · . 
. ... · .. · .·::. /. 

focusing attention on go~ls, cliaru1eli11g qrganizaticina]iesqurc~~.tomeeting those goals,' a11d: 
. . .. , , . ·.. .. . _··.. . · .. :·.: .. _·: _.:· ->~:- .... _~::).· .. · .. =: :·· .. ::.· ... : ··:· (,.: :· ...... ~ .>~ > .. < .. .-::. ·-·~ .·.: .:· -~·· ._:_~··:: ~- ·:·:.-:i:~r;;r>-·.-:~·.:;~-~.:~/; .. '..·!:.-: ........ ; ·<· :::_ -~ .. ·= .. ~·: ·>::\·.:::_ ... ·:·:. :-}::_::. · . .::.· . . .... 
motivating teachers_ Even <the bestofthese~progranis iricre'ased)he:pr_essure Jelt by teachers, .. 

The Need for J\.fodern Schools 

Besides class size and teacher effectiveness, the physical condition of clas~rooms and . 1 
. . rna. 'I I.Ne i I . . _ 111 f-he.. ~s.+- se ve re_ co.~ J, 1 r- co 

educational materials affect\ the quality of the educational expenenc7 Communities across th<r °' ffii cf- ~ 
s(\ ~ h.1 oC. 

country are struggling to address the problems of aging schools. In 1999 the average public Sh.A::!,e.y')f--s 

school was 40 years old, and schools in largely poor or minority districts are even older. 113 

Many of these aging buildings have outdated electrical systems that must be upgraded for 

computers, and asbestos in the walls of some schools increases the cost of such upgrades.
114 

Some buildings need to be renovated extensively to accommodate disabled students. Many 
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schools will need more classrooms as enrollments increase and average class size is reduced, 

putting additional pressure on aging facilities. 

The National Center for Education Statistics estimates that getting America's schools into t u<d, 

physical condition will require an investment of $127 billion. 115 Some 39 percent of our public 

schools already have temporary additions, about one-fifth of which are in less than adequate 

condition. Schools with a relatively high proportion of poor and minority students 1 ic, the ''ery 

schools where 5t11dei:i1 ~ would ben€fit n:iost frorn 9maller eiftsscs are more I ikel v than other 

public schools to have temporary buildings, and thus will have the most difficulty housing 

additional classes. To help address these problems, current spending proposals provide $1 billion 

in grants for emergency school renovations. In addition, there is bipartisan support for $25 

b·11· . 1 1 d . . b d 1 s I 17 118 1 ion m sc 100 mo em1zat1on on s overt 1e next years. · 

New Educational Technology and Internet Access 

Today's workers are increasingly required to be computer literate, and. schools must be able to 

teach students the skills they will need to work with computers and other new technologies. In 

addition, Internet access is becoming an important classroom resource, helping students learn by 

connecting them to libraries, museums, and educational materials around the world. 119 lnte~et 

access has become increasingly widespread in American classrooms over the past 8 years, and 

Federal programs, especially the E-rate program, have played a large role. n-u_ tE- rv..ie proqro....v\ 
1)ruv1~-e_..5 V1J +o~d.-d..5 b,l/io" pery-e.o.,- ~ oW--se+ ~ GO'if-- or k_/t"CQrnrnunt~hor'I 
:J1:XV1c.-e::i. 1nk.--net- OCCQ..~. Ov"ld 1nkrrc.! L2Jo'"lnec.f-lc.x15 \-u '.')c_huo/.s end lil'.J~r-1-e 5 

Between 1994 and 1999, tremendous strides were made in connecting public schools to the 
LJ 1 rh I-he hel 1J of' ~ progrofYl +-ht_ 

Internet (Chart 5-9).A<fke number of public ools with Internet access nearly tripled between 
_ 1qq9 e.E.-rc-~ 

1994 and 1999, by w~ 95 percent of all public schools were on line. Increases in 

Internet connectivity within classrooms were even more dramatic. In 1994 only 3 percent of 

public school classrooms had Internet hookups; by 1999 that figure had risen to 63 percent. 120 

<insert Chart 5. 9: Internet access chart here> 
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The Federal Government has helped local school districts make the transition to the digital age, 

committing $5.7 billion over the last three years through its E-rate program to connect school 

and library computers to each other and to the Internet (Box 5-3). 121
' 

122 These funds have 

targeted schools with a high proportion oflow-income students. Schools where 75 percent or 

more of students are eligible for free school lunches receive approximately l 0 times as much 

funding per student from the program as schools with the smallest percentage of such students. 123 

Box 5.3. Reducing the Digital D}vide - · .. · 

slnce"}9?3~.c?:rirtite~.&~.7' •. in Ai~eA~.~.·~rn~.·.~o:v~·at .. an.·:e?~l111:~usf~te,. re'vo1~tionizing the;way .. · 

:;;;~~;:;~~!Uei¥~:Ei~~!J&f 1~f 1e[~,~~;~;~:c;~:;~~~f l~,1r~~
0

,~:ghii~i°a11 

:~;ff ~f :}~:tff~tfi~~Ir;1::!;~~[6S!I~j~~1::L:ft~~E2:~~:,~£~~:i:;:g 
less than $15,000 per year.. Adults ~ithcoUeged'egrees are.mor(::·than eight times as i'ikely to use 

. . ·. . . . . . . . . . . ' : : :- : .: : ·.: . : . ' '· ' . ·: . ~- . ' . . . . .. : . . . . 

the Internet as:aduhs\vho ha've not.corripleted high scho'ol. ,Race is also a factor.. Africari 
, . ', ' . ·. . . .. '. . . ·=,: .!~····· . , . . .. . ' . . . .. . . 

. Americans ai~d:Hispanics· ~;e substinti~lly less likely t11~n wliite and Asian Arnerican.5 to\1se .tl1e · . 

. mte~e;.,.t,:r~r.f i'J.'l~~r.A9d,i~~\:t~~1;r.I1~~·.i:~if ~~~,6:Rl'~;~.~~~df~ r:1r~rtht•i•·••···<· .••..•.. 

. dif(erehcc::::Iridividl.lal~:frorrfdi~fadvarit~gecFgio'upsthat alreadyJ?,~e·•q1Jstacl¢.s• in the workplace. · 

:,areeerm:eehng to.the)nterhet af faster'fatesJhririwh!tes;'Asian A:ine'ncans~ ot wealthier .. >· · ··· . 

·~~~6~sl;~~~~'~.~h~~f\1~~?lt~~¥,~~inr;~~!~~i,~.~~i1~~eX,~J~~6;ti~g,thi,it'{ .. : , ... 
··widespi-eadavailabilityofcornputerrin'•theidassfciorri is :playing a role.': Across a:Jl income arid · 

·:~:!~i~~J~~~:11~~~~~1J~~W~!t~\1~!~~1~;g~~!~~ecl!t~~c~<· 
·and Hispanic childrdn t~an arncing white'ci11i<lreri, and}astef:a1rtongcl1~1dren irihous'eholds ..•. ' . 

eaming' l~ss •. th~~,$3 S,bbb'' p~J :yea~itha11~arii'.o.~g:fiiil~~~h':·~~~· wealtl!1er.·ho~·se~olds.i 24 . ·. . .. 
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Other Federal programs have also helped schools purchase new educational technology. lrrthe -, i? 
0 

iG 
~ -....<:: +-1 ~u 

1997 n school year {corrsct'?j, the most recEmt for 'Nhieh data arc available, Federal education ,~ 1 h 
E~ucaJ 

programs spent $6SS million (in addition to the E rate program funds) on increased access-to 1n::s-e r+ t::J 

t-ec-J:mology in schools. J:..4tich of the fonding ($425 million in the Technology Literacy Cha!l-€ffi-g;_ ~~f°d 
f-1Jnd) 125 went to help States implement st;itewide technology programs;. These funds were used 

primarily to purchase computers and train staff in using new technology (Chart 5-10). During 

the 1997-98 school year, Federal funds paid for one-fourth of all nevi computers in schools. 

Federal funds were especially important in helping elementary schools with high levels of low-

income students acquire technology, accounting for nearly 60 percent of new computers in these 

schools. 12 <' 

For computers to improve the quality of instruction, teachers must know how to use them and 
5 3 WL Percent 

how to integrate them into classroom instruction. A recent study found that only half of all 

public school teachers with computers or Internet access used these resources "to a mGditrate or 

l;1rge extent" for classroom instruction. 127 Teachers who have received more professional 

development in using computers and the Internet, yo1m3er tcacherE., and teachers in schools with 

relatively few low-income students were the most likely to report using computers and the 

Internet. \\./ €..A,,v-er .\.eo..cher::> Uv-er-e o l~o tY101-e I 1 lQ ly ki vse. CQJmPLA (e_V""_) " 0 bt " 
\-c. c.--ec,k.. 1n5}-y,.vcho"'C.I l'Y\01+er1c.I..:; 

\)~Si)1\.e +ho °1Y"'D1..-,;+-h IY"\ ~ T")lAmbe.r of- Cl(:.651-·vorrb \vll-h LeJIYl\J\.A.k~ 
Only one-third of teachers with access to computers and the Internet said that they felt well or 

very well prepared to use them, and only one-fi ftb felt very well prepared to integrate 

ed11cational technology into the classroom "to a moderate or larg@ sxt@nt." 128 129 Such studies 
11,e~ ,-.e_~u...\ b 
clearly show that more investment in teacher preparation is needed. The Federal Government 

has addressed this issue through its Preparing Tomorrow's Teachers to Use Technology grant 

program. This program supports 352 partnerships 130 among colleges, educational a&encies, high-
(.)rou•d..1noi h-o1n1nei h:.ir tto.cf-.er.:> in 1nbrol 

technology companies, and nonprofit organizations;' These p;.:irtnersbips oire prn"iding 3 years of \ech~~loc1 inlv +h-e_ 
training for ;rno,ooo new te;;ich~n integrating t@chnology into th@ clam-G~ c lc"~5r'"D(Y)'l 

b d b ..J • · • h · · .. 1 cr1 er. ~·11:~- r 1 · 131132 
I} get t e Aumrn1strat1on;;is reg~est~-aH--ad<li-l-tefltt"r.'IJT~'\TlTI1' rrorrTet-Hts-program. 

Standards and Accountability 
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Over the last decade, changes have taken place in America's public schools that go far beyond 

increasing the investments just described. Among the most important changes are new ways of 
_,c.~~ 

improving'N accoun\~~:~ty for educational outcomes and of giving parents and ~~ude~~s m~re . 

choice in selecting a~ri1001. ( .. :· ·.: ·· , .·)(::.·' ~ -It.,-- .·.· · ·, : . . k.,.... c,: fil.),) -_1·"~: f-iu1.' 
· -·---·-- ~lc2.cd 1.-)v thJ:i .. ~Jc,,-:;(.t :!.c, >~~ i1c.d\ '. / :, c.: -1~,v../ 

j h-e.; ~-_.,.., .... ~(,;,,c;-.h::__ h: .. i ! i~ '\ 1,·: 1(.' ' (-' •\~ b )~;f-
4-·~ ....P. yv ... J /' ,i,:··, ~ -:0-·-'··~·~.j~f- \ · 

One of the most important strategies at tlle State le\1el today is standards-driven accountability. 

lrntiatives that establish clear perfom1ance outcomes and systematically test student progress aim 

to help teachers and students focus their efforts on those areas needing the most work. Spurred 

in part by legislation passed in 1994 (the Improving America's Schools Act and the Goals 2000 

{is this the full name'!} Act), State after State has implemented standards for what students need 

to learn in school. Since theit time :29 133 134 ~late~ h;we impi-GH-l~-ti~s for core academic 

sulaj .. ect.~35 As of October 2000, 48 States and the District of Columbia had adopted such 

standards statewide1 v" 1 l-+1 ~ fY\o... .I 0.- 111.../ ui::- 5 ~Jc_, c,,d.e.>ph n9 s k_.,,d_o,..-d 5 

The establishment of these standards has been followed by an increase in standards-based 

assessment. Forty-eight states and the District of Columbia now administer tests to assess 

student perfonnance relative to these standards in reading and math, and 1 i 30 States do so for 

science and social studies as we!. Thirty-six states currently publish some fonn of report card for 

l . . f . d.. . I d . ;::, -1-u d,.eJ>-1-e ach schoo , measunng school performance agamst a number o m 1cators, me u mg 'assessments\ 

~137 

Both the standards themselves and the assessments based on them have been controversial. Many 

argue that classroom instruction is now geared toward preparing students for the exams--that 

teachers are, in effect, "teaching to the test." Bro"1d ba~ed te~t~ of these sorts am rnlatively new 

in the United States, b~1t not in othsr countries. Cross country comparisons show a pos-i-t+ve 

correlation bstv,rssn student achisvsment and the existence of slattes .. fcls and e*tem£-Hiss~nent-s 

and s11gges1 tbat the impositioc of rn1cd;ird11 i:i:ioiy incre;a£e learning ~ .138 c:;\<., 

1-.\o~~When implemented correctly, such assessments can help improve the quality of the educational 

experience--and educational outcomes--in several ways. First, tests that are challenging and well 

constrncted can help raise the expectations of students, teachers, and parents. These expectations 
C: OJ1 l'Y1ohVO..4_ 
p~t 13rsssure OQ all parties to improve their perforn1ance. Second, by clearly outlining the 
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material to be covered and the degree of mastery required, these measures of accountability may 

help teachers focus on what are generally agreed to be the most important topics. Finally, these 

tests provide parents, teachers, and students with infomiation that highlights those areas in which 

students are less than fully prepared. 139 

The Federal Government has played an important role in the standards movement. Since 1994 it 

has devoted more than $2.6 billion to helping agencies in every State implement school refom1s 

through the Goals 2000 Act. Even before that legislation was passed, the government supported 

the development of voluntary national standards that States could use as a basis for their own 

standards. 140 In addition, the 1994 Improving America's Schools Act tightened Title I 
6.hxLef'ls 1"" 

accountability at the school and district levels by requiring States to holcl'Ti~tle I sturntt,to the 
!:.C.. 00 s 

same challenging standards as other students and to assess all students against these standards. 

The Federal Government has also increased its efforts to track student progress, undertaking 

evaluations that help in assessing State-level reforms. 141 ln recent years the Department of 

Education has expanded the National Assessment of Educational Progress program to track 
Bie;,e. c.s~e,.,k 

student perfo1mance in each State. Thanks to this ~regrS:tn, a valuable set of baseline indi~ators 
. . 1>Jh1ch c~r: /\e.. P ~~t'~r-c.1-.R.r;; Ond f_~co-.lro1c:d pr-o~S~tifl• 

now exists for measuring student progress.A The lnd1v1duals with D1sabd1t1es Educatwn Act .e.vc..tv.o.i..e -1--~ 

Amendments of 1997 further require that children with disabilities be included in State and ~~:veD~s:i. 
J v IC. H 

district-level assessment programs, so that the performance of these children will be measurfct'.e ~cdh '1;....Ci 
me u o 6'1 

as we11. 142 Cs~ buy s-L.1 

[Please indicate where this box should be referenced in text] 

. duririg theschoofyear, the'Jonne'r fell behJI'icl.dtirin:g: surruner break;.\.V.h1 ,. e latter rnamtained .·.· 
• • • :.:,: •• ••• :.,.,::: .:. :.:.:· .• :_: ~ ;,..;.~, :.·..: ·:: ·· __ ... J :-~~---~. ::;.-' •. :.:~~: • .:~~~.: ~ :~.~:::::.~:~.~~/ ·.; ::·-~ ~:_JL::~i:~:-~.~~~:·!_<:'.~J.:: .:i~·;~:,;__·i~ .i'..~~~..;.':.'.:..~ffi:j~J.:~:L1·l·:!:.t\.:.:.L0:~::.::.-.r1 ·.~:!:·;.;~-~:.(.~~'.~)~~~~.::·~/ ~.!i.~i:~~~~:.·~~:~:::\ 
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the same test scores or continued to improve. These differences suggest an important role for 

public~ 1ools in helping children from low-income families succeed. By providing eruichment .· 
. . . . . . . . . .. . . ... . . . . . . .. : ~ . . . .. ... . . . . ; .·· . . . 

the sumI1Jerand after school, ou~ public scho()ls can help po_ot.~hilcirepoverco~e 

sbmbof the di Sa •·· .... i iges they;ac~ at. ho1:1e a~d 1~ t~~it Ile.i~h~grhflctiJ :. • t' ;; :;. .. ' . 
'. . . ' ~::: :::'.: .:::.;;,: :·::: :·.·~;··.~: ">;. ;· .... ~·,;·:·; :.· !· ~/.~:·.·.· -~~ .• i'..:.:~.~:.:·~.<.(:,;:~,·:::·.~~·~.~ .. :.i.:.,.:,:.: ::· ~·>"~~ . :> : '\ <·;·.: 

.·• .... :.:·::·.-:::_, ..... ·: .. r; .. ;·:: , :·::.-.···.,·<'. .:r<<;·(>:: 

•.•... · ... i·:Thes~· a~.:r-sch~?l :ru;, su~:I11e~ .1~:~rping PT~pran.1~:·t:f?::'.~1so be'~.~ojAf~:~)~~.rk:ing:· .• ····: 

parents. Not only do theyprovide ·· ace of mind for parents whoknow their childre11'are iri 
'·. .' . . .• ·-< •• . • ::·, . ·.• : •.•• , •.: .. ·> .. '. 

allow \vorking. par~ptsto in~est~1bre:i~ the1,r jobs,•··•• ... ·safe, enriching environment, bt1t they a 

benefiting their own.careers anl ·;·· .. ··;·, 

. .. . . .. ..:. >~·. ;- . : .. . ·' . " . 
. ::·:! '.. ;- ·-.~·\.": .:·.·::~<<.:_ .. : . ;: ·,~< ... _:. ..· 

.. ·. "; . . ': ' :·· ; ' . ' ' . . ' . . . .. : .. . . _: :. : : .:~. ' 

. ·.-. .···:;·:,·. ''·J< .. ·:·. ""::-·· . ·.: /') .... ·, '··.· .. 
. . . Neighbcithood s~hoo}fac~lit}es ~~present a large , , . . . -> .. 

:_3li?thef ~r~ 0~e11 n?t ·used to :1heirI11lpoten·11at:_Manf scho°' --. ·sit' en:~1y«~1}en.t11.~y co,u1ct .. ·b,e·.:· 

·· serving 'i~s}ommupity ~~tt~r~,offering· acce_ss'16· t11ei·•rii1en1~t a·~d a.·· ·. ·1re~ticatio~,C.~~ .• ~~es,_,f~r··.··· : ··· 

exam pie. This Admfr1isfratio1~'.h,~s wo~ked to help,C'omrrn.mi ties dey~fo1f . ef sd~o.6})d~vities. 
throu.gh jts 21st Centi.1ry Comn1unity Leaming Center~ Program. Thi·ol1'.ghthis r6gl-~1n; th~.··,. 

' • •C • •• • :: • • • • •• • ' • • • • • • • ' • • • • •• • ' • •• I • •' ' • • • • •• ." : ~ • • '. • , 

numberof communitiesoffering ~fter-school activities in their classro~ms ha~eX:pa. ded from -

only a handful to over\600. 

Increasing Public School Choice 

A persistent thread during the last decade of educational change has been the call for parental 
P,.t_,,bf IC.. 

choice in their children's education. Allowing parents to choose among differenr\chool models 
' 1 ~d'j °ben.e~t .s\-vdU"\b 0.5 -eo.c..h '•s cJ;.ce.r .. ~~ o.. ~ nf- '051 \Y">MeJ ~111Sfrvc. 

would oon@ftt both @d1:1cator6 and 13anm~s as well tts the children then;~~ In respondingTo f>'\OS~ c..laS<..I 

parental demand, educators would offer the most effective educational models and innovation~~\~ nci me 1 ,,-

Parents would be able to choose the school that offers the best fit for their child's learning skills riee.d.5 

and interests. 

Many States have responded to the demand for choice by allowing parents, teachers, and other 

interested parties to establish independent public schools chartered by State or local education 

agencies. These charter schools are given autonomy over their operations and are exempted 

from certain State and local regulations (although not from standards-based assessment) in 
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exchange for strict public accountability and results. Charter schools have great potential as 

I b . f d . I . . I . . d .. d h I e_:i<,)_lor-e.. · a oratones o e ucatlona mnovat1on, al owmg m 1v1 ual sc oo s to e*pcflment •nth a variety 

of educational methods and student popultttions while remaining publicly accountable. 

The Administration has strongly supported the development of charter schools, having overseen 
l°ICf'-( i~ v.nd s1qn1nc1 H1€.- ~r .::>c.J.ool Lxpar'"\-Sloi r 

the passage of the first cha11er school law in l 9xx. ~add date] In 1 Y9 l Minnesota became the c? 1C)Cj ~. 

first state to allow charter schools, and by the end of 1999, 36 states and the District of Columbia 
C1. \ l ou,.-e..d 
had openecl such schools. At the beginning of the 2000-0 I school year, 2,069 charter schools 

were operating nationwide, up from just 34 at the start of the 1993-94 school year. 

Although c a11er schools cuITently represent only 2 percent of all .. public schools, 143 their 

with charter schools tend to have larger minority student pulations than the 

. l Id. . 144 average sc 100 1stnct. 

J-lelping Students Make the Transition from Secondary Sc/zoo! to College 

Federal programs are also helping students make the transition from secondary schoolto 
(jr worl::" 

college ai:id beyoi:id. The Gaining Early Awareness and Readiness for Undergraduate Programs 

(GEAR UP) brin~Yschools with a high proportion of poor students together with local 

colleges and universities. These partnerships helped prepare more than 250,000 students for 

college in fiscal year 2000. The pro,grams provide entire classes of students and their families 

with academic enrichment programs; infonnation about choosing a college, applying for 
'1t'' I/ pruu 1<if!.. 

financial aid, and preparing for college entry; and in some cases college scholarships. TRIO I 
o.v--e. UArren-f.., ocrerin~ SeYv1ce~ 1-o h~ p 

f.sp@II eYt'?] programs such as Upward Bound~ 730,000 lo~-income, first-generation college 

and disabled students prepare for and succeed in college !aRRMHJly?]. And after 6 years of 

receiving seed money from the FederahGovemment, all States have instituted local school-to­

work programs to benefit secondary school students as they prepare for their working lives. 145 
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Over the past 8 years, Federal assistance to Americans investing in their college 

education has also increased. Direct Pell grants haverisen from a maximum of $2,300 per 
HoiJC ~cho I orsh '2 

student per year to $3,300. The Hope {Sc.:l:a1l:.rshif1'? is 1t net "llOPE"?}and Lifetime Leaming 

tax credits have also reduced the cost of education for American families. Fees and interest rates 

on student loans have been reduced, and restructuring the Federal student loan program has 

saved billions in taxpayer dollars. 146 

Innovation and Access in Health Care 

n e x+- r=r.Aq-e_ 
The American h ·Ith care system today reflects the successes and the promise of the New 

Economy. America are healthier now than they were just 10 years ago. Between 1990 and 

1998 life expectancy at irth rose approximately 1.3 years, and life expectancy at age 65 rose 

more than half a year. 147 Th rate of chronic disability among the elderly declined by 1.3 percent 

{percentage pts'?}annually bet een 1982 and 1994. 148 Medical innovations are in part 

responsible for these improvement , as well as factors such as improved nutrition and exercise. 

Yet health care continues to present ch engcs that demand an ongoing role for the government. 

A stream of technological innovations has raise the quality of care and improved health 

outcomes. Innovative diagnostic tools and new trea en ts have improved the medical system's 

ability to treat many diseases. These innovations enabl hysicians to identify health problems 

more accurately and to offer treatments that are less invasi and promise better outcomes. One 

good example is the use of drug therapy to treat some conditio that formerly required surgery. 

These improvements in treatment are expensive, however, and overa 

risen as people demand more and better care. The pressures on rising exp nditures are 

exacerbated by traditional fee-for-service insurance, which offers no incenti 

providers to limit their health care consumption. Managed care has evolved as a organizational 

innovation to control rising health care expenditures. It creates incentives for both 

providers to make efficient health care consumption choices-to utilize treatments, esp 

costly technological innovations, only when they are medically necessary. 
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The private sector has demonstrated great entrepreneurial dynamism and technological sophistication in 

bring us the New economy. But we need to recognize that for all their virtues, even in a New economy, 

private markets alone will not guarantee that all our national goals will be met. Private markets can create 

wealth, but they will not ensure that all citizens, even those able to find jobs, will have adequate incomes. 

Nor will private markets ensure that all citizens have access to quality education and healthcare. 

Similarly, while private markets can generate growth, they will not ensure that growth will reach all 

communities. Nor will purely private markets necessarily deal with the negative side effects of growth on 

the environment and urban congestion. 

Many of our most difficult national challenges will require government intervention through policies that 

assist individuals and communities in danger of being left behind. ln this chapter, therefore, we consider 

policy areas which have a major impact on the opportunities given to all Americans to create a better life 

for themselves and their children. In particular, we outline recent reforms in our welfare system, and 

policies designed to improve our educational system, expand health insurance coverage and ensure smart 

growth. In each case~ we describe the considerable progress that has been made and present the tasks that 

remain to be accomplished. 

While the New Economy may not automatically meet these challenges, the faster growth it has generate 

does make meeting them considerably easier. In addition, the innovations that have occurred in 

information technologies, organizational redesign and policy provide better to~ls with which to meet 

them. Accordingly, in each section of the chapter, we pay particular attention to the contributions such 

innovations have and can play in improving the quality of life for all Americans. For example, in the 

welfare system, new policies that make work pay have dramatically reduced the number of families 

receiving cash assistance while increasing the number employed. In education, schools have worked to 

implement higher standards for students and teachers and have brought aspects of the New economy into 

the classroom through the increased use of computers. In health care, innovations in medical technology 

and managerial practices have increased the quality of care and helped rein in costs. Finally, across our 

communities some are taking advantage of new techniques to combat problems of congestion and 

pollution and ensure smart growth practices. In this chapter we elaborate on these and similar policies 



than have helped grow our workforce, sustain strong economic growth, and improve the quality of life for 

all Americans. 

Good News Insert # 1 

Many Americans lack health insurance coverage and access to adequate medical care. 

Innovative policies have helped us share many of the gains of the New economy, reduce the number of 

individuals on welfare, and improve employment opportunities for all. But new policies may be needed to 

contend with future changes in the economy. A slowing of economic growth may be felt most severely by 

those who have most recently begun to share in its vi11ues. Those most recently employed may lose their 

jobs and accompanying benefits such as health insurance. State, local and Federal governments may feel 

pressure to cut back on investments in education if revenues decline. And localities currently willing to 

invest in smart growth policies may neglect these policies in times of fiscal tightness. Thus, continued 

improvements in the well-being of the American people depend on both sustained economic growth and 

active public policy. As America moves into the new millenium we must confront these issues. 

Helping Families Insert #1 

The New Economy is popularly characterized by new technologies. new methods of communication, and 

new avenues of trade. But it also brings innovative ways of providing for the least well-off Americans. 

Substantial changes have taken place in the organization of our welfare system and in the incentives it 

provides. These innovations. and in particular policies designed to increase the benefits of work, such as 

child care subsidizes, and increases in the earnings welfare recipients can keep, have changed the tenor of 

American social welfare policy. Public policy now emphasizes employment and investment in the skills 

of those who are less well-off. In doing so the Administration has helped low-income families leave 

welfare and enter the labor market thereby ensuring a more equitable distribution of gains from the New 

Economy. 

Helping Families Insert #2 

Our success in helping families leave welfare is tempered by the realization that many families are still 

dependent on public assistance. As time limits for T ANF being to bind, we must focus on how to best 

help those who have been unable to secure employment. Furthermore, that many of those who have left 

the welfare rolls are no better off financially than they were while receiving benefits. Investments in job 

skills, a continued strong economy, and policies that ensure an acceptable wage can all help these 
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individuals succeed in the labor force. Finally, when the economy does begin to slow, we must be 

prepared to help those who lose their jobs. If former welfare recipients are among the last hired, they may 

be among the first laid-off and run the risk of returning to public assistance. These challenges are not 

insurmountable but require the commitment of government and the help of the private sector Lo reach 

workable solutions. 

Education Insert #1 

As we seek to train young people to join the new economy, we must look for innovations in the 

provision of education that will increase the quality of the education that all experience. These 

innovations include a committed effort to reduce class size, investments in teachers aimed at 

increasing their effectiveness in the classroom, new higher standards for schools, the widespread 

adoption of computer technologies in classrooms, and new charter schools that provide parents 

with a choice with respect to their children's educations but retain public accountability. 

Education Insert #2 

The leadership provided by the Federal government and the funding made available to schools 

work to improve schools in a number of ways. Among the priorities of both teachers and 

administrators are reducing class size, hiring new teachers, providing training for both new and 

veteran teachers, modernizing schools, equiping schools with new technology and developing 

new standards and accountability. 

Education Insert #3 

In addition to the E-rate program, in 2000 the Federal government spent $766 million on 

education technology programs through Title III of the Elementary and Secondary School Act 

(ESEA). $425 million of this amount was provided through the Technology Literacy Challenge 

Fund. Schools also used portions of their Title I funding to invest in technology. These funds 

were used .... 

Education Insert #4 This decline indicates that the for well trained teachers is outstripping the supply and 

that continued increases in this demand will likely make it more difficult for schools to find qualified 
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instructors. Ultimately the benefits of nationwide reductions in class size will depend on the ability of the 

profession to attract and retain greater numbers of talented teachers. 

Education Insert #5 There are many excellent schools in the United Stales, however the quality of schools 

is not uniformly excellent. Because what students learn in schools is crucial in determining the options 

available to them after leaving school, and more broadly, to the productivity of our nation, we must 

provide all children with excellent opportunities to learn. We have therefore invested in a high quality 

public education system. While much of the financing for public schools comes from Stale and local 

governments, the Federal government has worked for a more equitable distribution of resources across 

schools, and Lo help states and localities provide high quality education. 



Rewarding Effective Teachers 

Traditionally, teacher .. salaries have been based on education levels, experience, and 

responsibilities. These systems leave little room to reward the most effective teachers. Recently 

some school -districts and states have experimented with alternative performance based pay 
.. . 

. . 

systems. These new rr,iethods of providing _compensation to teachers may help improve the 
. . . . . . ' 

quality of in'struetioh . along - several dime~sions. First, by establishing specific criteria 
. ~ .. 

. performance.:.based awards can helpclarify and pJioritize goals, ·thus providing betterguidance 

for t~athers. These rewards can also provideteache~s with additional motivation toworkto 

achieve these g~a1s.·· And im~ortant1y, tying teacher conipensatio~ -to perforin~ncen1ay help 
. : . . . :· . . . . :. ·: 

attracLand retain talented people to t.he teaching profession, if they know that their hard work 

and skills will be rewarded. 

J:fowever, id be effective performance-based pay systems mµst be carefl11)y designed. 
·~·-'.·>,:::··.::. ,, :·.::· .... ,·. , > .. ::: .. · ...... :.:.:: 

Because~tude~t~chiey~ment depends ofr rnan)iJactors that teachers:cannot 'controi/sl1ch as 
·: ·.·' .. • :.:;·.:·~ .• - .• :. .·•··•. ·.~:~: •. :·.~:. _' .::.- :·:.·.:-."·· • :· .• ! ·:: y,,.. :·<".·),··. . . '. 

:;;~~:~millt~~w;rf i~~~1ti~e~(~4~t~~~~~8:°c:;II ib;!;i~;::~~~:e;~;Jt\;~;:~ 
achi~~~~-~~f -~~rth~~pre,-~ec~usfstti_~~~~ ~-eamirig,involves cooperati,ve effort; iric~,~tiyes-~ust 

·be d~i~~~d :\~'}2i~at~ :·~b6pei~ti~v~./(lnd~-6t. ~ompetidve,.· envif()rimelhs · among teachers.· For 
. · ... · .·•· ;. ;s;~·i:, · .. ;\:::-,,'::;;·._ ',:: ··:: .. ). }:. -: ... >;, . - ,, . ~. , ,: . - -~ •. ·. :· ·'; .. ,-_· .. ·...•... . . . > ... - •· ". .:·. , 

example; t¢am,::~piritedness might be erihahcedby basing a portion of the awards on _school:.wide 
' - ',:.:_ ·, ~' ·:: /" . . . . . . . . . ·. , ·.. . : . ; . . ' . . . . . , .. 

' :!: .. ·•.. . .>:=.-:·:,-_,::·:~--: ··· ... ,.. . \:~:~'..<:.:·~· .. . . ~:.:··, .... ·~·. ("'. 

achievem6~t rath~r thantthe achievemept ofiti.diyidual classes,' Ffoa.Ily, the. st~ndards, l1sedt6 
.·.· ... >.<::. ::--·········· .::·· .. ·.:.··:~.~·;, . . . - . .. . - . .. .. .. . . .. :·-, _;. :· .= <.<.:::·_~···:-

assess. perforyp(lnce rril1~t'be carefuUy constructed. Measures such•as gains in student test. scores, 
·.;_ ... 

increases in atte~danse, and increases in graduatidn r~tes have all been employed.i ii .· 



The design of these school-based performance awards systems varies widely across sites. 

In some cases awards are given directly to teachers, in other cases the rewards benefit entire 

schools. To provide a sense of the types of incentives used by districts we highlight t~b 

programs. In Charlotte-Mecklenburg, North Carolina awards were based on a broad array of 

student outcomes including subject mastery, drop-out rates, and absenteeism. Schools received 

points for meeting annual improvement goals and teachers in these schools benefited directly. In 

the highest performing schools (classified as "exemplary"} certified staff members each received 

$1000 .. Certified staff in schools with slightly lower gains ("outstanding" schools) received $750. 

In contrast to the equal division. of awards within schools in Charl~tte-Mecklenburg program, 
. . 

the program implemented at the Vaughn charter school in Los Angeles results in awards thal 
. : .. . . . . . .. ' : . . . . . . . . . . . ~ : - ' . 

vary substantially across teachers. At Vaughn teachers are provided with ·the opportunity to 

receivecash bonuses in each seme~ter for effective performance in anumber of areasihduding 

the teaching of specific academic subjects and more general skills like 'classroom management 
·. ' .· ·. . . .·.· -

and lesson planning. Performance is assessed through self-evaluations, peer review ~nd .revi~ws 
. . . .; . . . . .· ' .. :·: . :.: .. -~·~. 

byadministrators. For a veteran teachef, performance related awards ·can total up to,$ 1$'1,0Qper 
_,,.· .·· 

·. . '"•. 

·:·<<~~\: .. :·::·.··.:\:·:>·:·._ .. :·: 
. ·~" ··:·,'i-/·.····· •/;::.;:\·." 

I .. , . .· ,._ .. :~~; .. ·· ··:-. ~'[.~'.;.'" .··.iJ(:·, . 
. ,._. , . · .. , ·:.:t:~, .. -<:~~::.: .. :· ~h· -· ·-~ ·-~ ,., • ~-

.·, ·. . . .· . - . . ·- .,.: ........... ·. < .· .· : :.L: .. ·: > .. i~:.:;>·; ).:.(·.'.' .. < . . . . .. · .. ).:·;-~::·~<~·t:".;;<:\'<S· 
.WhileJittle evidence: is availabk,on the effect<of these programs. Ori student outcoftjes,' 
· : ·· · · · · ·· ··:. ·.: .. -· .: : .. · ·. ··. · .. · · ··. ·:-·· ·· ·. .. · ·. :·,· ~- .. -:··-:. -·· ·.:.::::·· :. '. ·: :· .. . :.· .... - .:.·~:.: .. -·.v·.·'.·:;:~v, .. :::··~::·i\. 

bne study of a perfol"mance-base.dawatdpr~g_ra~ in .pana§,Texas. does· sho~ posiiiv~,\~ff eci~·bri•· 
:. . .· .. : .. ··--~.<:: < ": :·.. . .. '.·, ::: ~ (:\·.~.-\: .. _<.:::·::·..:.·: .··<_:·_,_,_.::-.· 

. ..... : . . ¥·.. '. .• . .· · . . ::·.-.· .. · -: >.:: .. : _:-,:""-~: ,'.'. -::.- ·:.:-~ 

student achievement.· Studies of the effect on teachers found that manf schooJ:.basecl 
:;":-:····.·· .. ·. _-::._:_.:··:>~: .. :.·_ . '.· .... ··_._:_·. _. •, .. · . ·.·-:_, ··.. . .... :.". ~. · .. :; -:·::" ::· .:·: .. : .. ~.. _,,:· .·.·.:·:\· . .-'__.·;.'~ !" -;~ .. 

. ·<·<'.;.'.:.·. 

perform,ance-based award l)ysterns helped improve·. cbbp~nitio~ among teachers 

: . .. . : '. ~ . . 
year._. ·. ··.·. 

....... :·.:: ·.\ ·.; ... :·.:~ ·;_ .. ~ 

programs varied i~ their effectiveness in increasing . teacher motivahon. Teachers ill m~ny .. 
-:-:_·.. .. 

programs also reported that they felt increased pressure at work and worked ;longer hours. The. 
.. . . .·.·· . . 



system at Vaughn has helped attract new recruits and many current teachers were pleased with 

the program. However, there are also some problems. One teacher complained that the peer 

review process with differing amounts paid to teachers, "pits teacher against teacher." These 

difficulties indicate that additional research and experimentation might be useful in attempting to 

develop optimal compensation strategies. 



Ensuring Gains are Maintained 

Effective teachers, adequate facilities, and well-constructed standards, can help students 
. . .. · . ·. .·· . 

learn more, however, these investments are of little value unless studen_ts retain what they have 

learned. Numerous studies have demonstrated that knowledge andskills deterioratewhile 

children are away from school, specifically during summer vacations. Drawing their concl~sions 
·; . . .. . . ., . ..· .·-.: ... ·. . 

from an analysis of many previous studies, one group of researcher~ found that ch.ildren l~st_a~ 
. .· . ·. .· . . ·'·: ... ·· ·.: .. 

average of o~e month's worth oflearning over summer break.· 

Much of the federal government's role in educational policy hasbeen ai~ed athel;ing 

children in low-income families receive a quality education, th~s mitigating th~ effe~t of family 
. . . : ·. : ' .. 

income o~ schooling outcomes. Absent the effec:ts of public ·s~hqols,• it appears.ihatf~mily 
. ... . :;:·'.\( .':·<~· .. >· 

chafatt~ristic{_play a l~tger ~ole. Many ·studi~s have ·noted that the. deterioration,..°~( skills 
.. . .. . . ' . - . ' \~;<··:~·~:~'.'·:~.:,·::'. : .. ?··~<;: , . :. : =:·,::., :·;·:· .. >.: ,..:; .. ~ .. . · .. :. ·::,,... :: •.. 

found lO have experienced .a sinallcgainin test scores··OVer·tnestim.riler\\.lhiJe studefits:~ffoiri46W"-
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. iricoine faniilies.felJ.behirid; c;_reating ·a gap. betweelfthe two groups in .reading skiU~ that. i&·ie'tjlial 

to ai)p~b~ifu:lt~iy;; fu6rit~ ,· of$:~loiin.i····· ;\ ·; :• .,y .. •····,; . r iJ€. 4~j'wr~'; .. ··.:-·;·~;~·~:~·"·71;i .·· \ . 
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These differences suggest that public schools. C:ari do even. more to. help' children from 
. : . , ' . . . ::. .;·.. ·, : · .. :!··. ,_. :-:: . .· ~' . . . 

low-i·ri~ome families succeed. One pos~ibility is to lengthe~ the school year>if st~d~rit~ ~~re to 
. .. :,> . . . . .. . .. 

. . . , .. 



attend school year-round, there would be less opportunity for skills to depreciate. Alternatively 

summer enrichment programs targeting low-income communities can help poor children 

overcome some .of the disadvantages they face at home and in their neighborhoods. ril addition to 
.. ·. : ·. . : · ... ·... . .. ·· .. 

changes in the school calendar, communities can offer after school enrichment programs. 

· Both after school and summer learning programs can also be a boon for working parents, 
. . . 

particularly forlower~income parents who may have difficulty arranging alternative ~are for their· 

children. :~·otonly can. such programs give parentspeace ofrrlind thattheir children are in a safe,•. 

enriching e~vironment, but they can also allow working parents t~ invest in their jobs ~nd gaih 
. . . . . . . . . . . . ·,· . ' 

impbrtant·labor market. skills. that can forthe~ benefit their children·t~oughjncreases in familial ·. . .. . . . . . . . .. . . . .. .. . . . 

. income~aridexits from welfare ... 
·. :•.·., 

.·. ,, 

·.· . . .· .; ·. 
. . .. ,. .. 

The.Administrationhas worked to assistlocal comm~nities developafter school activities 
:.·.; . . . ... . 

: ... ::····· : . :.. ::·. '' .. :. i. : ... : . : ·. ··: .·' ' ' '. '. . ' ' ··•... : . :·:;··... ...... ... .. •..::.·. ·, ... :. . ·.. : . 
througb<its 21 s' c:eritury C::omr,nunity Leaming Centers Program begun in 2000. Th~s' pf.ogram· 
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.. :,::·: .•.. ,1_: ..• 

; School-Based Performance Award Programs: Design and Administration Issues Synthesized from Eight Programs. 
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LIVING IN THE NEW ECONOMY 

THE CLINTON ADMINISTRATION FIRST came to office on a platform of "Putting 

People First." And indeed that pledge has been met. While the phrase "the new economy" 

typically brings to mind technological innovation and globalization, arguably one of the most 

important outcomes has been the change in the well being of the American people. By virtually 

any measure, Americans are better off today than they were eight years ago. Furth\rmore, as we 

highlight in the chapter, many of these improvements have benefited those who have been 

among the hardest to reach. Yet despite the dramatic gains, there is still more to do. Through a 

combination of public policy and continued economic growth the country can build upon its 

recent successes and tackle the remaining problems. 

Good News from the American Economy 

The record setting gains in the stock market and growth in the net worth of the wealthiest 

individuals have received much attention in the popular press. What is noteworthy about this 

economic expansion, however, is the breadth of its reach. The last few years in particular have 

brought tremendous gains to the poorest segments of our society. 

·The gains in employment have been astounding. Since 1993, 22 million new jobs have 

been created and more Americans are employed than ever before. The unemployment rate has 
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fallen to 3.9 percent, the lowest level since 1969 and black unemployment has reached 7 .0 

percent, the lowest level ever recorded. 
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At the same time, earnings increased substantially for African Americans. The earnings of full-

time year-round black workers increased by $2,379 or 8_6 percent in just this past year, 

substantially closing the gap between the earnings of white and black males. 

These gains in employment are echoed in growth in income and decreases in poverty. 

Median household income reached a new high of $40,800 in 1999, up 2.7 percent over the 

previous year, and 14.9 percent from 1993. Importantly, many of the most disadvantaged 

subgroups experienced the largest improvements. Median income for African American 

households increased by 7.7 percent in the past year and by 24 percent since 1993. The poverty 

rate for African Americans is now the lowest ever recorded. Female-headed households are 

another group that has often been left behind. This year, however, median income for female 

headed households increased by 4.8 percent for a total of 18.0 percent since 1993. For years 

poverty in central cities has seemed intractable, yet here too the situation is improving; residents 

of central cities experienced an above average increase in median income and the largest declines 

in poverty of any geographic area. 
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The strong economy coupled with Administration policies have lead to a long list of 

improvements in the quality of life for Americans. Low interest rates and a strong economy have 

helped more Americans than ever before afford a home. In the second quarter of 2000, 67 .2 

percent of American families owned a home up from 63.9 percent in the same quarter of 1993. 

Improvements in job opportunities, additional police officers, and tighter controls on guns have 

all contributed to a dramatic reduction in crime, with violent crime falling by 35 percent since 

1993. 

After years of decline, our public schools are improving. More young people are 

graduating from high school than ever before, and more are attending college. SAT math scores 

have reached their highest level in 30 years and verbal SAT scores have held steady despite an 

increasing number of non-native English speakers taking the exam. 

Strides have also been made along the public health dimension. The number of teenage 

pregnancies has declined 14 percent since 1993, and smoking among teenagers declined for the 

first time in nearly a decade. The fraction of high school students who said they had smoked a 

cigarette in the preceding 30 days fell from 36.4 percent in 1997 to 34.8 percent in 1999. There is 

good news for both the youngest and oldest Americans. Infant mortality is down from 8.4 per 
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thousand in 1993 to 7.2 in 1998. Deaths from heart disease, cancer, strokes and HIV are all 

down, and life expectancy is up. A child born in 1998 can expect to live nearly 76.7 years, up 

from 74.9 years just 10 years earlier. 

While these statistics present a glowing picture of the new economy, more work remains 

to be done. Despite the tremendous recent gains, the incomes of minmities remain significant 

below those of whites and poverty is significantly higher. Infant mortality and life expectancy 

also differ substantially by race and ethnicity, as does access to a quality education. As the 

country moves into the new millennium, we must tackle these issues. 

Helping Families Help Themselves 

The new economy has been characterized by new technologies, new methods of 

communication, and new avenues of trade. However, it has also brought with it new ways of 

providing for the least well off Americans. With a strong economy and a policy of making work 

pay, more Americans than ever before are participating in the labor market, and the number on 

welfare has fallen dramatically. Low income families are receiving assistance in making the 

transition to independence through a network of social programs designed to help families bridge 

the gap from welfare to work. By placing the emphasis on helping working families, the 

administration has changed the tenor of social welfare policy. 
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One of the most impressive achievements of the past eight years has been the reduction in 

the number of individuals receiving welfare. The administration began working towards welfare 

reform in 1993 by approving a number of waivers that allowed states to implement changes in 

their welfare programs on an experimental basis. As of August 1996, 43 states had implemented 

waiver programs and case loads had begun to fall. 

These state level changes were followed by passage of the Personal Responsibility and 

Work Opportunity Act (PRWORA) in 1996. This Act dramatically changed the welfare system 

on a national level. It replaced the Aid to Families with Dependent Children (AFDC) program 

with a program of Temporary Assistance to Needy Families (TANF), established time limits on 

welfare receipt, and placed the emphasis on helping families leave welfare and enter the labor 

market. Families are aided in this transition through provisions that subsidize the earnings of 

low-income workers, offer assistance with child care, and ensure continued access to health 

insurance. 

T ANF differs from AFDC in several fundamental ways. Under the former AFDC 

program states set benefit levels, and received matching grants from the federal government to 

help with the cost of the program. In contrast, T ANF provides states with block grants which 

they use to finance benefits and support other related programs. Under TANF states have much 

more flexibility in how the money is spent than they did under the former AFDC program. 

Second, the new system contains strict time limits and work requirements: Federal funds cannot 
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be used to pay benefits to recipients who have received assistance for a lifetime total of five 

years, although states can exempt a small fraction of recipients from this requirement. 

Alternatively, states may set even shorter time limits. In 1999 38 states used the 60 month time 

limit. With respect to work requirements, TANF recipients must work in some capacity after two 

years of receiving benefits. Again states have a good deal of flexibility in implementing the rule 

and particularly in strengthening requirements. In 1999 28 states had welfare policies that 

imposed immediate work requirements in lieu of the two year limit. Finally, a third dimension in 

which TANF and AFDC differ significantly is the ability of states to design the parameters of the 

program to best suit their needs. While states always had the freedom to set benefit levels, TANF 

allows them to establish their own income disregards, income limits and asset tests. The majority 

of states have used this freedom to decrease the implicit tax on earnings. The AFDC program 

required reducing benefits dollar for dollar for any earnings above $90 per month if the 

individual had been enrolled in AFDC for one or more years. This "tax" creates a strong 

disincentive to work, as in many cases the AFDC participant could receive no increase in income 

from additional hours of work. Under T ANF most states impose a more gradual benefit 

reduction rate to encourage greater workforce participation. 

Following these changes, case loads have fallen dramatically. Since August of 1996 a 

total of 6 million individuals have left welfare. This represents a reduction of 49 percent 
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Looking back to 1993 to include the reductions that took place during the period of state 

waivers, the welfare caseloads fell by 7.8 million or 56 percent. Declines in some states have 

been even more dramatic. In Wisconsin, for example, the number of welfare cases fell by 70 

percent between 1996 and 1999, and by 82 percent since 1993. [Can anyone help us get 

estimated 2000 numbers before our deadline?] 

The 1996 reforms have undeniably been a success in reducing the number of individuals 

receiving welfare. However, reductions in case loads are not the only measure by which to judge 

the accomplishments of the policy. An important outcome is the well being of individuals once 

they leave the rolls. Because welfare reform was so recently implemented, little information 

exists about the outcomes of those who have left welfare. Much of what we know comes from 

studies conducted by a small set of individual states and counties, often including data from the 

state waiver experiments undertaken prior to PRWORA. This Report supplements this state-

level information with new results from the 1996 panel of the Survey of Income and Program 

Participation (SIPP), providing some of the first evidence of the effect of welfare reform for a 
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nationally representative sample. The majority of our results from SIPP are based on a sample of 

individuals who leave welfare and are observed for at least 12 months following the exit. 

Individuals are first observed in mos. of 1996 and survey data currently exists through the spring 

of 1998. We are therefore examining the experience of some of the early leavers after welfare 

refo1m, and are unlikely to observe the effect of binding time limits. 

When considering the outcomes of the 7 .8 million individuals who left welfare, one of 

the first issues that comes to mind is the incidence of recidivism-the number of individuals 

cycling on and off the rolls. Here again, the results are encouraging. Data from SIPP show that 

only 25 percent of the leavers in the sample return to welfare during the firsts 12 months after 

exit. The majority of those who do return do so quickly; 18 percent of those who exit return 

within the first 6 months of leaving while only 7 percent return during the second 6 month 

window. One would imagine that the probability of returning would continue to fall with the 

length of time off welfare. 

A key component to successful exits from welfare is the ability to obtain a job and remain 

employed. Efforts to help individuals obtain jobs have tended to use one of two strategies. The 

first aims to get people employed as quickly as possible, assuming the work itself will teach the 

skills needed to remain in the labor force and eventually move to a better job. In this approach 

the focus is on maintaining some attachment to the labor force rather than on initial wages. The 

alternative approach uses more extensive training prior to entering the labor market. In this case 

labor market entry is delayed, but the initial job should be of higher quality. The first method is 

by far the most commonly employed, and initial evidence indicated that it was more successful. 
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