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CHAPTER 5
LIVING IN THE NEW ECONOMY

This Administration came to office on a platform 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 American people. By virtually any
measure, Americans are better off today than they were 8 years ago.

Reploce with "Trnhoiuchon insect #17 on

Op its own the New Economy, for all its entrepreneurial dynamism and’technolo ycal o S CJ’\éfi
sophhgtication {I wanted here to sharpen the focus between private marke# and public
action},Xannot solve all the Nation’s problems. Many of our most difficyM challenges require
government\qtervention, through policies that assist individuals and ¢gmmunities in danger of
being left behind One of the guiding principles of our Nation 1s thdt all people deserve the
opportunity to creatsa better hife for themselves and their chilgf€en. New policies designed to

reform welfare, improvdour educational system,, and expgAd health insurance coverage seek to
extend the benefits of the bdgming economy and of teginological change to those Americans

who have not already felt themirectly. For the mg#t part these policies have been successful. In
particular, many of these policies hye benefited populations that 'historically have been among

the hardest to reach.

Under this Administration, the Fedefal Governxpent has made investments in America that focus
on the country’s future. Programp§ that help peopleepter and remain in the labor force, and that
invest in the education of oy youth, help individuals 2gquire the skills they need to be
successful and ensure thaf our economy will have the skillsd, productive labor force it needs to
continue growing. In¥estments in smart growth in rapidly devdoping regions will help sustain

economic developinent and the quality of life Americans enjoy.

[Except fof welfare to work, the examples in this section don’t show hqw policy has effected
"
chaz . Simply adding “Policies to . ,.” will correct that problem in the Pagt three

examples.] The Administration’s policies reflect both the technological and the dOxganizational
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innovagons of the New Economy. Our system of providing for the poores ericans has been

fundamentaly changed. No longer are families punished financiallyAfor leaving welfare and

returning to work. Prqgrams that make work pay have dramatically reduced the number of

families receiving cash ass? number ofpéop]e employed. [Sentence

nce while increasing t
is vague—it can be made more $ iting, say, use of computers in schools.] The
education sector has become much mg nologically advanced and set higher standards for

learning. In the health care sector; mnovations imformation technology and managerial {and

financing?} practices hav€ increased the quality of care and helped lower costs. Our

communities are taking advantage of new techniques to comba

oblems of congestion and

pollution ensure smart growth practices. These and similar policies e\\\Norking to train and
grgv'-{ur work force, sustain strong economic growth, and improve the quality-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 1ts 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.' In 1999 the unemployment rate reached 4.2 percent—the lowest level cf) ,onth:

. Sust as mpetedt, it has stayed low, repointag below 5 perCent Lk
since 1969. {jus i tthe =huacking ¢ toR-pot t o+ +he e
of-Hhis wurt

above} At the same time wages have been increasing. Aftgr declir_lqi’n%steédily from 1986 to
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 terms since 1998 alone, and a total increase of 13.3 percent from 1993. In 1999 the

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

1993 rate of 15.1 percent.
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Mmany
POy
Unlike fAr previous expausions, these gains were shared by Americans at all 1 mcome levels.
Between 1998 and 1999, real income grew by 4.4 percent for those [hoﬁteholds"] 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 percem In addition, lhe most disadvantaged groups tended to experience the
- - - - - T == - - - >*‘qo‘
| greatest improvements in financial well- bem5 Unemplo?'ment for African Americans and
! Hispanics fell to the lowest levels on record between4993-apd-1999. African Americans saw
' their unemployment fall from 13 percent in 1993 to 7.0 percent in 1999, while Hispanics saw
vnem plogyment Cidote o vade T oo 1
their pb%ess rate drop to(-i—gpercent Edmmos have also increased, particularly for African
Americans. Between 1998 and 1999 the median earnings for full-ime African American male
workers increased by $2,379, or 8.6 percent—a dramatic rise for a single year. With this sharp

increase, the eamnings ratio for African American males compared with white American males

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

Household incomes for African Americans and Hispanics have also risen 1o all-time highs. The

Mouve
4—0013: median income for African American households increased 7.7 percent between 1998 and 1999
(i scene (it 1s up 23.9 percent since 1993), chmbing to $27,910. The median for Hispanics rose to
parcu :
,-+\new' $30,735, an increase of 6.1 percent between 1998 and 1999 (and 16.5 percent since 1993). !
@ w/ Uﬁew\p)o\lmer\-} _

Along with these record increases in income have come record declines in poverty (Chart éFZJ
1999

~ In 1998=99 the poverty rate for African Americans reached an all-time low of 23.6 percent;the d< cline -
poverhy behween 1998 ord 109 was the

largest one-year decline ever, Hispanics also experienced a record drop in poverty. At 22.8
: Lorecoded

percent, the poverty rate for this group is now at its lowest since 1979. ;

“nf\'l‘ltd IrﬂDQ(} (_SOU»’C\_ﬁ' lﬂ,,., ":"‘r"(_‘jr’\q)
In the past, economic gains have often had lsttteeffeet on households headed by women. During

this Administration, however, the strong economy and a social welfare policy that emphasizes
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work have brought substantial benefits to this group. In 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.” 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. '
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 childrenééLow income 1s defined here as an income below 200 percent

~Analysis & recenthy Complekd syurvey indicodes +ho
of the poverty line.) Aeeefd-mg-&e—a-feeenf}w‘?gscd—mwey, between 1997 and 1999 the number percent

who Lue_re emp'u\,ed @‘::l?"- ST UL ‘»;'"\
of wesking low-income single mothersincreased from 59.7 percent to 65.2 percent: Children'as -~

well as their mothers benefited 'lffom this change.” 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 terms, falling by 3.6 percentage points to 33.1 percent. Since 1993 the

a
overall poverty rate for®hildren has fallen by 5.8 percentage points.

(t+here Cuen it coott s i
_ ) oolve e oFres e st e
Our oldest Americans have also benefited from economic growth and supporfive policies. In

R
te Ty

& Y -l
~OLN L o

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.
: central

For years, residents of our inaer cities {Emily and I are unsure whether it should be “inner”

. - >
or “central” here and later; “inner” is more familiar but may not fact-check (or be the{ Centye |
+ h T oG h-:')\’/J

same thing)} have seen little change in \their poverty levels, yet here, too, the situation 1s
Cen
improving. |Dates? Figures?] Inner-city residents experienced an above-average increase in

median income and the largest declines in poverty of any geographic category. =

The gains experienced by Americans over the past 8 years have not been limited to financial
gains but include a long list of improvements in the quality of life. Low interest rates and a

strong economy have helped more Americans than ever before become homeowners. In the third
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quarter of 2000, 67.7 percent of American families owned a home, up from 64+ percent in the

et L5
same quarter of 1993 and surpassing the Administration’s goal, set in 1995, of k ___ percent |eive

figure?].””'* 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. '

Our public schools today are also showing improvements on several fronts. Since 992 reading
Incore c+ and-mathematiesscores-onr-the-Natrenal-Assessment-of Eduecational Progress (NAER)
?‘?“f T examination-have-increased-for fourthr eighth; and twelfth-graders-including these-students-in
§ : _ | sMﬂ;&thth@%ﬁyqates—ﬁsAhis—Mmt4a-“~lﬁgh-peve-rty~sc-h ool™is?}.'* More
young peogle are graduating from high school than ever before, and more are attending <:olleg,e.17

h SCo~es 0N the
e N Averac’e Scholastic Aptitude {isat-theAforAchievementnowadays?} Test (SAT) math

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

teady [maybe—&isﬁ%wed@n%—sa—y%e—me—speeiﬁe} even though the number of

on-native English speakers taking the exam has increased.'® Minorities have also made notable
“qed (8 3y
academic achievements. Among high-school graduates, the proportion of African- Am€I'ICdI’]

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

also
Lmprovements havetbeen mode_ in the public haalth Grenc.-
The health of Americans has also been 1 1mprov1ng The birth rate among teenagers declined 17

Bebuweon 1907 an i0q
percent between 1993 and 1999 {xs—t—hﬁ—a—hea-lfh—-tssueﬂ‘ 0% Smokm0 among}eenagers 1

This wos the Brgt Wmne — — - —
declined, fer-the-first-time in nearly a decade fror199710-1999 The propomon of high school

decline.
students who said they had smoked a cigarette in the precedigo 30 days ftﬁ&er—d*&(—peﬁeé—&em

¥ mpve bro.ck,t+td fex

F64pereentto34-5-pereent.| | [ nfant l'ﬁ?na]lly is down from 8.4 deaths per thousand in 1993 to
3| %2 per thousand in 1998] Deathk[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
5.4 14 1990 2

Although these statistics present a glowing picture of the New Economy and the well-
being of the Nation as a whole, more work remains to be done. Despite the recent gains, the

incomes of minority groups remain significantly below those of whites and their poverty rates
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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 10 percent and distressingly high {there-wil
abways-be-“‘ubove-averasepovertysemewhere} levels of poverty. AsAmeresmoves into
the-new—rmilentium-we-must-eonfront thesessues. |

Add \\G-:)oc\ Vewos nsert 817

Helping Families Help Themselves

Reploce. oith  “Helping Fomilies nsert # | on OFH‘O\CJ"\QA

SQQ

The Ngw Economy is popularly characterized by new technologies, new mgthods of

communicativos, and new avenues of trade. But it also brings innoyative ways of providing for

the least well off Ament es not show how the New

s. {The rest of the paragrap
Economy provides innovations. i jorl 1s also redundant to the paragraphs

above.] Low-income families are receiys in becoming or remaining independent of public

more€quitable 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 employment-amoengcurrent

and-formrer-welfarerectprents{‘the number of Americans whﬂgve moved from welfare to
hos worked hord Cor- welfcre v—e&y—m .
work”X The Administration beganwoskine-teward-weHare-reformn1093. One-efitsfirst
Lr‘\ do,)mq 20 |Jr (RHuwed 0 rec_a)v-d f\vmbe-’ J; 51L5\¥€5 o T AT
A 2 : = : 3 's,—had—su&hf NS e

waiverseverbeengranted-before]implement changes in their welfare programs on an \ 9 ko 1
" comeloods weqon to fell
experimental basis, through waivers from Federal welfare regulauons. As of August 1996, 43

states had received waivers and set up alternative programs that emphasized work and parental
responsibility. Geseloadsseon-began-to-fat
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These changes at the State level were followed by changes at the national level, in particular the
bipartisan Personal Responsibility and 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.”® Policies that offer tax
credits to subsidize the earmings 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
funds {22}, Under the AFDC program, States set eligibility and benefit levels and received
matching funds from the Federal Government to help with the cost of the program. 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. {examptes?] | :“ lwﬂnfh‘
States are also eligible for performance bonuses for moving individuals into jobs, increasing ¢°¢" honal

o> i‘O C'ﬂl ‘

participation in the food stamp, Medicaid, and children’s health insurance programs, providing C care_

Subsidies

child care, and &what does this phrase mean? It could be misinterpreted] increasing fd-mJ.-l-y b ollow e

Pexcx_r\t © children in moerried covple e lies, e
formation-and-stebtity. States can also receive bonus awards for reducing out-of-wedlock bmhs l"€C‘pl-ey~

. o ke,ep Cr &
;C oN Ut H\el
earnm ings.

Second, the new system imposes time himits and work requirements on welfare recipients. In
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. In 1999, 38 States used the 60-month time. limit, and the remainder
implemented other policies (8 states have shorter tinﬂe limits, 3 currently have no time limit, and
others intend 1o use longer periods).” 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

. . . . . 2
imposed tmmediate work requirements rather than the 2-year requ1rement.‘°
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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 ehgibility 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
dollar for dollar for any earnings of more than $90 per month after 12 months. "F]Jl?s \TOO percent
“tax” created a strong disincentive to work, as many participants did not see their income
increase afler 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.
The Effects of Welfare-to-Work Programs

Since August 19906, caseloads have fallen dramatically (Chart 5-3). The average monthly
national caseload has declined by 6 million, a reduction ofﬁpercem 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 reforms 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 reforms: the
well-being of the millions of former welfare recipients is also important. Much of what we know
about outcomes for welfare leavers comes from studies undertaken 1n 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 Stﬁte waiver experiments undertaken before the nationwide

. . . 8
welfare reform have implications for current programs.2

]
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Available data on the results of welfare reform often differ from State to State and do not
represent nationwide averages. This Report therefore supplements this information with new
V.3 DBureaw of +ho Cems s’ s

results from the {whe-eenduets-thissurvey?} Survey of Income and Program Participation

(SIPP),” providing some of the first evidence on the effects of welfare reform for a nationally
m SIPP
representative sample. The meyemty-efthese 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 1998 or February 1999, depending on the month of the initial interview. The new
~ data cover the experiences of some of the earliest beneficiaries of welfare reform and may not
reveal the effects of the time limits on receiving benefits or the long-term impact on families.
One of the most important issues in evah&ling welfare reform is the incidence of recidivism--
A wdividuals
that 1s, the pumberofindiaduals cycling on and off the rolls. Both SIPP data and a synthesis of
State studies show that approximately 25 percent of those who lecl)az;/e welfare returnwithin 12
' o _ _ _ Not Court transihons or less thaon
months. (Most studies of recidivism, including those cited here, excludethese-who-stay-offthe fue moth <

_ astre erlf
rellsfortessthanamoenth) The majority of those who do return do so quickly: the SIPP data exits o~

o ) € H—c«nceb'
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 returming to welfare
declines with time. In Maryland 25 percent of former recipients returned to welfare within 12

months, but only 10 percent returned in the next 12 months, and just § percent in the third 12-

month period.* -
Helping Welfare Leavers Find and Keep Jobs

A key component to success after wel&are is the ability to obtain a job and remain employed.
The Administration providecgl‘ﬁ bil]li(())n in.fiscal years 1998 and 1999 in the form of Welfare-to-
Work grants®' to help States and local communities move long-term 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).%2

x 5-1. The Workforce Investment Act
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The Workforce Investment Act of 1998 was the resu]t ofa brpartlsan effort by the Congress and _

,the Admmrstranon The' 1aw requrres-that ba51c _]Ob and career _mformatlon and assrstance be" .

avarlable to all Amencans and creates a system developed'around one stop career"centers mn

order to kmt together mu]trple pro grams at the loca] level.: The law a]so provrdes for 1ntensrve

.assessment counselrng,--

_ dlslocated workers on a pnorrty ba51s

;The 1aw mrtrates three:refomrs that are deswned to. maximize. trammg chorces mdrvrdua

trarnr g ac ounts

m for 1dent1 ymo ehigi _"'trammg pro 'ders and the programs

'State and'localn'Consumer Reports Systems contamrng_ extensrve rnformatron on provrams ,and

'_therr performance "The.se reforms W ee wrll _have the opportumty and

' the purchasrng power to'enter the _trammo prooram' of therr chorce rather than be channeled mto .

one ofa handful ofloca]ly contracted programs The reforms provrde a h]oh 1eve1 Ofrehable

mforrnatron that w111 empower trarnees | allowmg them to make 1nformed cholces :

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
Qive A Lhuman copiinl )
that work 1tself will tegek inexperienced workers the skills they need to remain in the labor force,
and InCrTas inglh S
after-whtcirthey-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 Jabor market, they will find
better jobs than they could otherwise.
shdies of

The work-first approach is by far the more commonly employed, and initial emidenceindicates ouke omeé

. . N4
that it“s)s.oﬁre more successful: employment levels and earnings ate higher 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 term. 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). 3

Employment levels among former welfare recipients have increased substantially since the 1996
reform.” 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.*® 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
group (12.8 percent of all leavers) worked 35 or more hours in%&eﬁ?week. Thus, although
Jabor force participation has increased significantly among former welfare recipients, there is

still considerable room for further gains.

Importantly, employment rates increased even among those who remained on welfare. In 1999,
33 percent of welfare recipients were working, compared with just 7 percent in 1992.%
Developing an attachment to the labor market even while on welfare 1s important, because it

. - . . 18
increases the probability of success after welfare is no longer an option.

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 long economic expansion and

historically low unemployment rates have given curren)teand former welfare recipients the chance
_ wovid be eypecred ho

to accumulate work experience thatwiH serve them well in a future downturn. The longer the

expansion continues, the better prepared they will be. o voeather the conse @rences
Earnings

Although employment is important in and of itself| so, too, are earnings. Welfare leavers

are unlikely 1o thrive in the workplace if they are no better off financially than they were before

11
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leaving the welfare rolls. Evidence from State studies indicates that, at least initially, few leavers
are significantly better off. Median quarterly eamings for those who found employment varied
from $2,000 1o $3,000, or approximately $700-31,000 per month. In Wisconsin the majority of
leavers had lower incomes (earnings plus ben;’ltssnﬁter exiting welfare than they had while
receivin\‘é,%gcrklre_%’ts. 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

o Per month .
following exit was more than $50 ‘hlgher than in the months before; for 49 percent 1t 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 former welfare recipients find employment in low-wage industries such as food
services, their prospects for earnings growth may not seem extremely bright.®” 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-month periods immediately following exit. Thus, over one-third of
former welfare recipients did find jobs that provide earnings growth through increases in hours,
wages, or both.

(Wrounssed indetou | below )
Income gains from the Earned Income Tax Credit’are not included in these calculations.
Although 1ts 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

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

* factored in.** A+ & naximum of ¥3,%%0 for a low- income werker woth
oo children, the ETTC could add up o 2323 per Mmonth o

a CG\W\\‘\,\S INCoOM<E .
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
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as food stamps and Medicaid. At the same time they incurred explicit payroll taxes and
additional expenses associated with work, such as child care and transportation costs. One study

poid in
found that the implicit marginal tax rate—the net amount lest from-a-one-delarinerease4in
fr‘an o one~dollor jncrease 1A Inteme
income-te taxes, forgone benefits, and expenses—for AFDC recipients could easilyexceed 50
percent.*' In other words, eaming 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, throlugh a higher minimum wage and an increased Eamned
Income Tax Credit, through increased subsidies for child care, and through expanded health
insurance coverage 1o include working families not previously eligible for pub.lic programs.*?
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 Earned Income Tax Credir. 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
whether there ore _l:-ve."O one, or huo or more Childeen

e family earns and on the-rumberof dependents. By effectively increasing the wage rate, the

i H
":\L’{‘"(-' puoe T

“Earned Income Tax Credit offers those eligible an added incentive to participate in the labor

force In 2000, families with two or more children received a sub51dy of 40 cents for every
¥S, oo ¥ 13,990

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

AL P e 1provision. Rather than falling to zero when eamings surpass this level, the credit remains at

2,880 _ )2, HOD : :
$378%88 until eamings reach $12,690 and then gradually declines. It is phased out completely
when eamed income reaches $31,152 (Chart 5-4).'13 The gradual reduction reduces the

disincentive 1o earn income beyond the level at which the credit peaks.
The Eamed 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.“.The

13
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NED
1993 {LQA%—G&FFB@#} expansion also, for the first time, allowed workers without children to

claim a tax credit.* As a result of both the 1990 and 1993 expansions, credits paid through this
k«x NaXela
provision increased from $15.5 billion (#3999-deHars) in 1993 to nearly $32 billion in 1999 4
At the same time the number of families receiving assistance from the program increased by one-
: .Justover ] -
third, from 15 million to nea%l-y?-}@ million.*” The program now pays out more than the

combined amounts distributed through the TANF and food stamp programs.*®

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

5).*% According 1o one estimate, in+992=96 the Earned Income Tax Credit alone was responsible

for 34 percent of the increase in |whatis-annualemployment-as-opposed-tojust

annUc !

employment-~ employmenl among unmarried mothers.”® behuween 1999 ond )qq(o
<]\JQQ-\"} \-.'_3 \'r-)i SRR TR Peom ol e /\! C..,,i’ 5:7_-"'."-"-1 —

Ve ) S Sl ;r' ST ‘ o [ T LA A . _1'1:"-":"-"

[

g_.emp\oqme,n*' g(_)( { Sy ,’\I’ I’IC’I"\ 3 ok e ot

In addition to increasing the probability that low-income people wx-l-l—ﬁﬂd-jebs—a-né—keep-l-hem- the

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

advantage of it. Many former welfare recipients have trouble securing jobs that pay enough to
\'hﬁ\(‘ N IMEDS

raise threma above the poverty lcvel But when the credit is taken into account, the eamings 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.”’

Minimum wage. The mimmum 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

1s based on an acceptable wage. The real value of the minimum wage declined substantially from

eok valve 1
1992 to 1995, falling to just 71 percent of its 1968 vadue:>> Subsequent Administration-backed
efforts led to increases in the minimum wage in 1996 and 1997. Even with these most recent

1999 wa> egpal fo less thon w0
2000-was-equal-te-orty—7+7

increases, however, the minimum wage in percent of its 1968 level

(after controlling for inflation).

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

14
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. 39,300 . _ o
earnings of less than $9;5467s $7.21 an hour (Chart 5-6). This hourly rate 1s nearly as high in

real terms as the peak mimimum wage rates of the 1960s. Evenﬁso, an individual working full-
. . : _ H,18% )
ume at the minimum wage would have a yearly income of just $4:3-+6(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 1s 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 greater number of
- ) , increased by XX ]’)ef‘Ct’rﬂLS/nc_p_ 19 XX

families. As a result, funding for child care has m@;&-&haﬂ-deu-bl-e(d—{-d-a{es?], 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
2000

care arrangements. In fiscal year 2001, underthe-Adnunistralion s-propesed-budget, States wiH
hod o ) G
have access to more than $3.5 billion through this program. These funds can-be used not only to

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

75 benchied
Estimales s‘ug(%esl that over2 million children wil-berefit from the Child Care and Development
Fund in ﬁﬁéj-l—)?ea-r—,?@m 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. In fiscal year 1998 the vast majority of benefits (nearly 90

percent in dollar terms) went to elderly individuals and families with children.® In1999,32 7
Cfxr“"‘lc,ipO\H nq households )'\Od_Qﬁ"ﬂeti InCoMme.

percent of ;eﬁe-ﬁ’ce—weﬁ{—'ce—worhﬂ-e-famﬂrcc wtes.  Since 1994 enroliment 1n the food stamp program

has fallen dramatically, from a high of 27.5 million participants to 18.2 million in 1999. Of

15
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concern, however, 1s the fact that the participation rate for ehigible families declined from 71

percent in September 1994 to 62 percent in September 1997.>" This decline is particularly

marked for families with children. [Therest of the paragraph was phrased tosugpest-that Nod- covee
children receive food stamps—&rethe changes - familics with children? correet?)-In 1999 (1115 .

N g%\\ml Yles with

only 51 percent of fasmiliesthatineluded childrerfndhad incomes below the poverty line A

ool e

. - 1
4 .

Y 2 aR LN B AN

received food stamps. Even among the very poorest famities-with childrenhfhes;e%fith Incomes
less than 50 percent of the poverty line—only 58 percent received food stamps in 1999, down

from 76 percent in 1993.%

Several factors could be responsible for the decline in participation. Changes in the laws
governing the program have excludecf?um%%grants 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. Seme States require that wage-eamning food stamp recipients have their

_ . _ -h,lPI_CD-\{)\/ and epen e
incomes recertified at regular intervals, semeumes as often as every three months! For low-wage € eq (en!

. . . . . In some
earmers without much time off, this requirement could well be a substantial deterrent to < lndes

- | " alarge porhon o
participation. A recent study underscored this concern, attributing/honparticipation tasgely to the

7 Ulorgely waolien 11 waas Yhe st o agpeleed
= i — :

costs o recipients of regular recertification.’ ,
Pr': C i(_)v‘\

In response to these recent trends, the Administration has implemented a series of changes in the
regulations governing the food stamp program. These changes substantially reduce the need for
recertification for those leaving welfare and the nery employed, and streamline the application
process. States can also receive bonus awards under the TANF program for [raising?] h a-vllq
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 outreach campaigns aimed at erhanetrgtCan-this-term be

simplifiedsperhapsto-Limprovingnutritionrespecially-for-ehildrenHnutritional-security. 8
I Proving Y‘mJ—mhm -?’Ur- low - INntome. Qom»lms ond o Q(drerl,\j
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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.> 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

Qyen small Gmopunks o 10
of recidivism after six months. For those receiving'child suppon,\that figure drops to’Q percent. ©

L0 =3100 per mon bh)
An important component of the Administration’s policies to help working families is ensuring
that single an divo}rced parents receive the child support payments they are entitled to under the
law.. Betwee lc9p§2\)§r10c\101999 the dollar value of child support collections increased in real
terms by more than two-thirds, from $9.5 billion to nearly $16 billion (1n 1999 dollars). During

the same period the number of child support cases involving collections increased from 28 . (

million to 6.1 million.

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

. i't‘-ﬁ i C l’\\ ld/
to pay child support when they know that at least some of the money will ge-&e—&he—eas&eé-x—al

p‘arcm—Uthmately this policy should increase collections of child support payments.
more wide-spread Use  of

,’Ele Administration has Glse

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

17
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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. Durm%me 1980s a series of Medicaid expansions
and the introduction of Transitional Medicaid Ceverage began providing health insurance
benefits to former welfare recipients and low-income farmhes easLno the transition to work.

me vired cover qul pre non W€
Prior to the 1996 welfare reform a Federal mandate®allowed some chxldren not receiving w Eifare and
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

Assistance,

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

State s)rourams for the medlcally needy. The 1996 legislation expanded Medicaid coverage to

$ing P"‘Ob ded he . incomes
umﬁaﬁreﬁme{-htﬁ-‘], some two-parent families, and families leaving welfare. In 1997 the State  ‘wer<e
Prov de heal Lhansuranee C(_ - JL&(‘("\QI-(’/\“’I\{

Children’s Health Insurance Program (SCHIP) was created to targetatt children in low-incom low. .

families. These-procrams are discussed in detail later in the chapter.
The SCHIP pregrom s

Add ‘\'\Jeupd) Fomi hes Tosert 9 "

Reaching out to rved Commumtws

C,\/\O\qu/ INNECr ¢ l"\/ \C) C{’H }-~' Cgr / )
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

cen |
intractable poverty is found in America’s inner cities and rural areas. Because these areas are

home to large numbers ofﬁ ericans—in 1999, [eej-reﬂ—yezrr“] 30 percent of the country’s
populatlon lived in the HRer cmes and 20 percent in rural areas®'—this situation is cause for

great concemn.

In 1967, 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

18
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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 rura] areas suffered from disproportionately high rates of poverty. Between

ho
1967 and the early 1990s, however, the incidence of poverty shifted: conditions in theﬁgr |

cities worsened, and nonmetropolilan areas saw a shight improvement. By 1993 the proportion of
cen

HRer-city residents living in poverty had reached an all-time high of 21.5 percent, and the

poverty rate 1n rural areas had declined slightly to 17.2 percent— well above the national poverty
ok

rate of 15.1 percent 1mrpoeth-eases. Since 1993, however, the situation has improved dramatically.

enht) :
In 1999, the poverty rate fOISi-Bﬂ-@r cities was 16.4 percent and that in rural areas stood at 14.3

. . of— “'.S’ Pﬁf‘cen‘l”
percent. Yet these rates remain well above the national average |give-national-averasetrere?).

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, [espeemliy—rmmﬂtr“} But given the persistently high poverty 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.

Senh%mcs hmcrb;?gs are often more attractive to low-income workers than outlying
suburbs. Inner-city residents have ready access to public transportation and shopping, and city
governments often provide mdore generous %Jppon services than oovemments mn other locales.”?

cawobacle (2 lm; (ﬂo" nf‘CC NRVIS gl of ot~ LW IR
But cities often have one key limtatten: fewer job opportunities. Recem research shows that r ?.-" “ e,

pe nceds
most job creation today is taking place in the suburbs. One stud¥ by the Department ofHousmg’

Som 1092 ko 199
and Urban Development (HUD) found thaf'job growth was slower in the cities than in the
suburbs m1+992—57 and that the job mix in cities is increasingly shifting towardhigh-technology

. ) ) . . 63
industnies, which works against low-skilled workers.

CQnJr‘r“c\l

The difficulty rmrer-city residents face in finding employment is further heightened by problems
discrin ﬂO\H()r’\ ond H—oz\spor}‘oxhoi"\

with transperation and by-disertmination. 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 |

t'ransportation.(’4 Compounding this situation is the fact that minority workers in the inner city

still face discrimination in housing andsemployment 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 firms that predominate there.* The cost of housing in the suburbs

may also make 1t 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

Ct"’)h’C\J

difficult—is to rebuild the economies of our taner cities. The second involves seeking ways to
overcome the transportation hurdles thalcﬁe?zgly 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 i1s, improving workers’ skillsand thus their employability

at arange 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
bilhion leveraged through other Federal grants, State and local government spending, and private
sector funding. The Empowerment 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-1ncome persons to employment and support services. Similarly, the Brndges 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 fam_ilies 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 purposes®.®” 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.

20
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Two Administration housing initiatives focus on improving 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 program
provides housing subsidies and services to families eligible for temporary assistance to help
adults in the family obtain and keep jobs.®® Limited preliminary evidence from Moving to
Glse helps children as has

Opportunity programs in Baltimore and Boston suggests that the program »

been svccesstul in _ ”
umproving educational outcomes ferehtdren. .

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

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

- First, they tend to have smaller, less diversified economies than do the %a%neﬁ%ilties and thus can

be severely affected by the closing of only one or two industrial plants.”’ Second, many rural
communities are geographically isolated from major markets, making 1t hard for residents to find

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

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

urban areas. Although recent advances in telecommunications promise to reduce some of this thes-¢
disadvantageSrural communities also lag behind urban communities in access to this -

technology.” Finally rural governments often lack the economies of scale needed to make

. . . . . 74
mvestments in public services economical.

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; 1t 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

S

community-based organizations.”> It also provides technical assistance and funding for projects

21
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that generate employment. Rural businesses also get a boost from the Empowennent Zone and
Enterprise Community initiative, as many of the areas these programs target are located in rural
communities. Finally, the Telecommunications Act of 1996 1s addressing the digital divide by
providing funds to help schools and medical facilities in low-income communities (both rural

and urban) develop modern communications infrastructure.”®

At the regional level the Adminmistration 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 hmited 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'% percent in 1999, while unemployment in rural areas declined from 5.9
percent to 3.7 pcrcem.77 Increased employment has meant reductions ;n poverty and increases 11
s noked” oboue Hwe PU\,.'*E_"/'L ro.zc-.s i boHh conh-al Ci'ﬁlt.j and.

3
median incomes (Chart 5-7).'\]“ m-21-S-percentin1+993-to "wral
ncenbrod cihes in Cenhol ¢y rales : oreas K

lé—4—pefeeﬁ-l—rﬁ—f€f9 with the largest drop« 2.1 &Zrcentage points, occurring in the last year. S'6n/Gcantin
This changelWwes so lamgé ond offecled so rv\ongfezﬂ"p'e_w ik ' __bﬁlbvﬁ-er\ 1G4
These-freures-have-a-sigmfreance-that goes-far-beyond-the-affected-nerghborhoods: inneretties 4, ¢ 15aq
accounted for 80 percent of the total reduction in poverty from 1998 1o 1999 T8 Pevertysnrural

Y . i

The median household income in the inner cities has also increased, rising 5 percent in real terms

from 1998 to 1999—more than double the 2.1 percent increase in tlac) median income in
oaOe wos the e .So*uafwon - He qains - He rahon as
metropolitan areas as a whole.”*Fer African Americans the-gatas were particularly striking. & whok, +h
s in cenhol Clhe3 QN s in 1NCON
After adjusting for inflation, the median income for African American households in inner cities o
reluwesn 1998 od 1009
increased by 13.9 percentta+998—99. These economic gains have been accompanied by a

. , enbrex _
decline in the number of people on welfare. Caseloads in the largestsmner-cny areas declined by
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40.6 percent between 1994 and 1999.*° Increases in the median household income in rural areas

: : . . .. . . -b.ei‘(,ue'é’.r\ 196« and Ic)qq
were less dramatic than those in the cities, rising just 0.9 percent in real terms-++-+998-99

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 Un = ik, lic.
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
Edocedho Cducohon insert #5
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-mestdtreet-way-to-trvestin

human capital is through education and training {what other ways are there??}. 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. In reducing this
inequality, the Federal government can play a crucial role. And by promoting educational
innovations such as more standardized curricula 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 the effects of class size, teacher quality,

. . Shrengthenine . .
and school infrastructure and equipment. lm-pmwng—t-h&q—n-aﬂ-y—eﬁhese inputs to the education

process is key to improving educational outcomes.

A Role for Federal Education Policy
»

Trsert "Edumhon Insert H
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The Federal Government has long sought to improve access to education for the Nation’s poorest
children and to help States ensure that their pUb]lf,ffhg?;lf are of high quality. Federal funds
target prmardy local communities, where they help 1Tnplemem needed reforms, expand new
programs.”' provide access 1o new technology,®? and pay part of the cost of education for
students with disabilities.*> Many Federal education programsl are targeted 1o schools and school
districts serving students from lower-income families.* 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 health® and nutrition
programs, the Federal Government provides just a little more than 6 percent of all funding for
kindergarten, elementary, and high school education.*® Federal spending in the poorest schools
reduces mnequalities across school districts but does not fully compensate for the overall pattern
of funding d%)armescreated by dlfferences n 10&11 property tax bases and State funding levels
hdy of tagy -1495 data F theo
(Chart 5-8). {&ive-datetThe Federal Government spent more than four times as much per

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

school districts still had the highest level of expenditure per student.*’

The largest single Federal education program for kindergarten through 12th grade (K-12) is Title
_ provides
1,”" which aleeates-addrttonal funds [wiatare-thesefundsinaddition+e2] to schools based on

NeCE Ol\é ey fJi}f"

oF N
the number of [cosreet?] poor chlldrexg enretled and the child poverty rate'in the local area.’

[Correct"] Under the 1965 Elementary and Secondary Education Act, Title I funds are to be
The fcrgehng of fLrds Yo poor schoels VAR DIOVE.
targeted “schools serving the poorest children. But themandate-expanded 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 recelved
J hes deverh
Title | funds, up from 79 percent in 1993-94.°° In addition, in 1997-98 the pee;-es{ qt’;arule (gf
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

percent). At the same time<he podrest school districts received less than a quarter of all State and

24



EDHORDBRAFFHA62000 25 PRELIMINARY & CLOSE HOLD
\ERP 2001\chapter 5 Living edited untracked 12/04/00 OFFICIAL USE ONLY

local funds. Clearly, Federal funds in general and Title I funds in particular are a critical resource
J g p
for improving equality in education.” ”*

Qe_p]ace wiFh Educahon msefkd/‘*;ﬁ

[Transrt eeded here. Would something like “How do schoels and school districts use

Federal funding to impro priorities of both teachers and

administrators are reducing class-size, hiring chers and providing training for those

already teaching €rnizing schools, accessing new technology,mnd-developing

stan s and accountability. School choice?]

Reducing Class Size
: VGriovs : . : : .
For decades the ments of bread-based educational spending programs, including those aimed at
reducing class size, have been the subject of m}t\mh debate. Are they in fact effective in improving
15 show 'nq

student achievement? Mounting evidence-has-begun-to-shew that smaller classes are beneficial,

especially for disadvantaged students and those in the early grades.

The most compelling evidence comes from the Project STAR (Student-Teacher Achievement
Ratio) experiment in Tennessee. To determine to what extent smaller classes improve academic
e
outcomes, Tennessee authorized and financed an experiment 1hat"asswneg students and teachers A grod

randemly 10 classes with a standard number of students (22-25) or to smaller classes (13-17).%* w3

’ ej‘lef‘ (?ﬁ’{;/"m()\'\(Q . .
The results showed significanttmproverment for children in the smaller classes: from

kindergarten through-arade3 these children did better on standardized tests of reading and math

than students 1n 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

lleae enhtnce exams 10 h 'qh SChoo | were oo
more likely to take thcse—e*ams 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 narrowed by 54
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ercent.” Some 46 percent of white students and 40 percent of African American studentswho
p p P

had been in small classes took a college entrance exam; the corresponding figures for students in

Shadard  Fredabremedl s12ed
tradrtromal classes were 45 and 32 percent.

+he Q\q}emmenbl design and the O\/LC,CSW\ej it qeneraleé
The quality of {clear—resultsfromthis-experrment 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.”” Results are now emerging from programs in other States

(suchas the SAGE program-a-Wiseensiy) that reinforce the conclusions of the Tennessee study.
e

! Reducing class size 1s expensive, however. Onestudy estimates that reducing class size in grades

AN

: w P :
1-2 _to an average ot 1§ students, would cost an estsnated 35 billion per year.%

i
!
)
) Despite the expense, the expected gains in studcnls’ future earnings appear to be large enough to

" make the investment worthwhile ”[Ln 1995 the Administration ploposed a 7-year Class Size
YA ‘ Magsinatem The Corrent qool is e e
Lp | Reduction Initiative to reduce class sizes'in grades 1-3,t0 aﬂﬁhﬁmﬂm of 18 students per mox imuwmn
o ioirs nohonwide L )
lext class} In its first 2 years the program has enabled school districts to hire, 29,000 new teachers,

on QSH maled

reducing class size for 1.7 million children.]
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 agree that teacher effectiveness
1s a significant factor in student achievement, and several recent studies support this conclusion.
These studies find that differences in teacher<charaeteristies have significant effects. ' 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. {se-ahat

l e 2) These results svqoest 4hot vauch ok the U lerece.
n He e@echvenes U’[’_ leochers slems fon Gleen ce s
\n hord to measurcdtribules such s tolentand
mohvahen, indicating thoat dareck dhservab on

Moy be HES best won b assess +€,0~c}\1nq aor {1 /\1
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Many schools are finding 1t difficult to attract and retain highly effective teachers. Some of this
difficulty hikely stems from the existing pay scales in public schools. In 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 1n particular, the rewards of teaching have fallen
relative to other opportunities, In 1940 fewer than 40 percent of women with a college degree
earmned more than the average’\lcac}%i. o By 1990 this fraction had risen to 60 percent. This trend
continued throughout the 1990s; srmphy-beeause starting salaries in most occupations increased
at a much sharper rate than did starting salaries in the teaching profession.mf‘-’ﬁrc?nf 1%94 1\5 1998
the average salary for pcople with a master’s degree in nonteaching fields increased by 32
percent in real terms, while the real increase in the average salary for teachers was less than ]
percent.'” 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 1 million,'"* significantly increasing
the need for teachers nationwide. Yet in this same period, about 750,000 teachers are expected to
retire, ' and gt?)ngs 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.m(’
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.'"’

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 1s already
becom.ing 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.'%

27
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But the percentage of fully credentialed teachers instructing these classes {ell from 98 percent in

the 1995-96 school year to 87 percent in 1998-99. @lthough e study of the California See

expernence feund little impact of teacher certification pa'student outcomes, other analyses have Educ ooy

_ QW‘H\ ‘ o _ Insertd
concluded that credentials . Regardlless 1e importance of certification, however, d:té ﬁ:
increases in the demand for teachers m; he availability of talented instructors.'® The Gligched

Poq e

ultimate benefits of nationwide reductions in class size wi

d on the ability to attract and
retain greater numbers of kfghly quahfied teachers and to providing menton

e just entering the professiorﬂ LRow 52 ]

g, training, and

other support to tl

This Administration has supported investments in teachers. Its Class Size Reduction Initiative
requires that teachers hired with Federal funds available under the program be fully certified.
o . : allocaled Cunds
The mitiative allows school districts to spend up to 25 percent of their aHeeatten 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-atrred-at-reformineState

helps stles vwnprove Hhe gualiby of o dhine
lmwmmeﬂ%dm To date 1t has helped

prepare about 3,000 new teachers for high-need school districts, and 1t will help prepare many

thousands more in coming years. Funding for this program—thelargest Federalprofessional
develepment-programn-the-budeet—increased from $275 million in 1993 to $667million in
fiscal year 2663."" "' 2000,

335
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may also help attract talented people to the teachin plofessmn such mdrvrduals maybe more ©

thelr hard work and SkIHS w1]1 be rewarded

willing to become teachers jfthey_knovt'

_Perforrnance based pay systems must be_ carefully de51 1gned. Because stu.den chrevement :

depends on many factors that teachers cannot control ' such s family circumst ces'and prevrous:

educatlon teachers should be rewarded for gains in student achlevement.rathe han for bsolute

-levels of achlevement Furthermore, becauseleammg mvo]ves cooperatrve effort_”mcentlves' '

School based performance'awards were mtroduced‘m Kentucky‘and.North Carohna in 1_991 "and

n Maryland m 1996 Studles have found that the success ofthese programs varles aceordmg to

how well they are deswned and melemented Well de51gned proorams were suecessful m

focusmo attentlon on ooals channelmg orgamzatlonal Tesources.to meetmg those goals' and

The Need for Modern Schools

Besides class size and teacher effectiveness, the physrcal condition of classrooms and

may_well Hs'vemos F severe cases 1t co
educational matenals affect‘ the quality of the educational experxencef Communmes across the 0~ He C+ the
country are struggling to address the problems of aging schools. In 1999 the average pubhc sk,é,er,t-s
school was 40 years old, and schools in largely poor or minority districts are even older."’
Many of these aging buildings have outdated electrical systems that must be upgraded for

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

Some buildings need to be renovated extensively to accommodate disabled students. Many

29



EPFTFORDBDRAFTI443042608 30 PRELIMINARY & CLOSE HOLD
\ERP 2001\chapter 5 Living eduted untracked 12/04/00 OFFICIAL USE ONLY

schools will need more classrooms as enrollments increase and average class size 1s reduced,
putting additional pressure on aging facilities.

The National Center for Education Statistics estimates that getting America’s schools into tsc]-f}a.od
physical condition will require an investment of $127 billion. "3 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' ' ‘—the-ery
schools where students-would benefitmostfrem-smater-elasses—are more likelv 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

- . . . 17, 1N
billion in school modernization bonds over the next 5 years." " B

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 1s becoming an important classroom resource, helping students learn by
connecting them to libraries, museums, and educational materiais around the world.'" Internet
access has become increasingly widespread in American classrooms over the past § years, and

Federal programs, especially the E-rate program, have played a large role. Ve (£ - rode ProGrom
provides vy +0%3.25 billion peryear by off-set He cost of tele ommunicahon
Services. Internet 0cwess, ond inkerral onnechions fu schools cnd librerieg

Between 1994 and 1999, tremendous strides were made in connecting public schools to the

w i Hh He lwe.h) of progrom +Hhe )
Internet (Chart 5-9).*Rke number of public Eols Vrclih Internet access nearly tripled between
. q o ) . .
1994 and 1999, by whigq;’émeme 95 perceeﬁt 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.'zo

<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)."" 122 These funds have
targeted schools with a high proportion of low-income students. Schools where 75 percent or
more of students are eligible for free school lunches receive approximately 10 times as much

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

_Box 5. 3_. Reducmg. the Dmtal DlVlde.

: and Hlspvamc ch1ldren than among Whlte chlldren and faster- among ch11dren m households

.eammg less thai "$35 000 per:year than‘among ch]ldren from w.é.althler households 124
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Other Federal programs have also helped schools purchase new educational technology. Imthe -~ Re o lac«
h
"Educal
. insert B
on aHoch
techroloey-in-schools-Muchof the funding (3425 million-in-the Technology Literacy Challenge
5 ~' Sheot

Fund\l 3 wentto hP]n States u“nn]Pum statewide technolog GV PIOgrams. These funds were used
perary- 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 new 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. '

For computers to improve the quality of instruction, teachers must know how to use them and
Pertent

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

public school teachers with compulers or Internet access used these resources “to-a+noderate-er

large-extent” for classroom instruction."’” Teachers who have received more professional

development in using computers and the Internet, youngerteachers, and teachers in schools with

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

Internet. Newer Yeochers were also more likely to use ompulers "o b
b crecte inshruchowl matericls

Despite Ho VDWH'\ in Hhe number: O‘r ClC/éS"UOfY‘b Wi H L@IYIPUJ(
Only one-third ofteachers with access to computers and the Internet said that they felt well or

very well prepared to use them, and anly one-fifth felt very well prepared 1o integrate

) ) 128 129 .
educational technology inta the classroom 1o a moderat » 2 g

These resulis
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 pcmnerships‘30 among colleges, educational agencies, high-

_[p“oUId,,nq I’T‘O\Ininq e ochers in in ru)
technology companies, and nonprofit organizations, These parinerships-are providing-3-yearsof lechnolo,

nh Hhe_
tratning-{or 200,000 new teachers-inintegrating-technology-nito-the-classroom—n-152001 ¢loa<imom

budget the Administration-has requested-an-additierat-$150-milhonfor-thisprogram. 131132

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

. s
- 1mproving’ accoumablhty for educational outcomes and of giving parents and students more.
choice in selecting agschool (g e b b e o hod ’7“' o A
(—-p \L( Q \»\l" #L’\Q l(’, (..l“ TNy Ly I '5: \'"' s
* }-‘{"; ' : T r Lr\l-(,_ "1 ”.E. N "-";..)(.' I:f“ ‘ "’w F.J ~/}-

One of the most important strategies athhe Sldle level today 1s standards-driven accountability.
Inmitiatives that establish clear performance 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 afler State has implemented standards for what students need

to learn in school. &Mmmm%mmaﬂmmemic

subjects.>® As of October 2000, 48 States and the District of Columbia had adopted such St
C

standards statewide, w thh Fho ma jor ,{1[ of stotes adeph nq s Fond oud 5 ek 1884
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 10 assess

student performance relative to these standards in reading and math, and 17'* States do so for

science and social studies as wel. Thirty-six states currently publish some form of report card for

der
each school, measuring school performance against a number of indicators, mcludmg’%ssessmems\

ll137

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.” Bmad-based-tes&s-oﬁthcse-seﬁe-a;e-;e&a&we%y new

andards-and-external-assessaents
a , . R : i . ) ']38 C:\\‘(\‘

However 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
constructed can help raise the expectations of students, teachers, and parents. These expectations

Con mok volk-e_ ) ) ) o
-put-pressure-en all parties to improve their performance. 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 information that highlights those areas in which

students are less than fully prepared.m

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 reforms
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.’ In addition, the 1994 Improving America’s Schools Act tightened Title I
s5rudents
accountability at the school and district levels by requiring States to hold Title 1 tugent 5to the

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.'*'  In recent years the Department of

Education has expanded the National Assessment of Educational Progress program to track

_ +hese Cosessmen o
student performance in each State. Thanks to {-h-ne-pfegmﬂ,l a valuable set of baseline indi¢ators
which oA help researche~ ond educoheal P"'Ug\es‘f:lm'

now exists for measuring student progressA The Individuals with Disabilities Education Act evalygle Hag

. : . e . : ele, ve€ness
Amendments of 1997 further require that children with disabilities be included in State and of Aoy,

A po)).cH‘

district-level assessment programs, so that the performance of these children will be measured me’LerA 'l"‘cl
oo 00\

as well.'*? Csee buy 6~

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

ﬁ_"du_r_l_r}_ g the school.year, the former fell behind during summer break, whitesthe latter 1ﬁamta1'ned”_;

R IR D
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the same test scores or continued to improve. These dlfferences suogest an 1mportant role for

publ_rc_ rools n helpmg chrldren from low mcome famrhes succeed By prov'_d_mg ermchmem _-

lexample -Thrs Admrmstratron ha.s worked to help commumtres develop after- school' activities.

thromrh 1ts 2lst Century Commumty Learmng Centers Program Th ou h th1s.. rogram the

'number of commumtres offermg aﬁer school actrvmes in therr classrooms has e\(pa ‘ ded from-‘

:only a handful to over 3 ,600.

Increasing Public School Choice

A persistent thread during the last decade of educational change has been the call for }Jarental-

choice 1 m therr children’s education. Allowing parents to choose among drfferent"school models

ehy beppeGit by ts as each 1s oflered o
would MWM&HMMMM .In responmgll’o mosmslruc

b closel
parental demand, educators would offer the most effective educational models and innovations. ]H\e “4

Parents would be able to choose the school that offers the best fit for their child’s learning skills neeé

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

35



EBFOR-DRAFTF 3642600 36 PRELIMINARY & CLOSE HOLD
\ERP 2001\chapter 5 Living edited untracked 12/04/00 OFFICIAL USE ONLY

exchange for strict public accountability and results. Charter schools have great potential as

&xp. lore .
laboratories of educational innovation, allowing individual schools to experrmentwithra variety

of educational methods-end-student-peputatrons while remaining publicly accountable.

The -Administration has strongly supported the development of charter schools having overseen

qql_{ i and 3NN 1IN G r School éx/oanﬁ)m /
the passage of the first charter school law 1n 19xx. |add-date] In 1§91 Minnesota became the ¢ G s

first state to allow charter schools, and by the end of 1999, 36 states and the District of Columbia
allowed

h'zrd—e;ueﬁeé such schools. At the beginning of the 2000-01 school year, 2,069 charter schools
were operating nationwide, up from just 34 at the start of the 1993-94 school year.

Although charter schools currently represent only 2 percent of all . public schools,* their

rapid growth has bro them a great deal of attention ecially in areas where a significant

percentage of students now atten ~ Charter schools tend to be about one-third the
size of nearby conventional publj roll students from the surrounding

neighborhoods, so tha ents are often of the same race o

ame ethnic background {?7}.
School distpetswith charter schools tend to have larger minority studentpepulations than the

. : : 44
average school district.'

Helping Students Make the Transition from Secondary School to College

Federal programs are also helping students make the transition from secondary schoolto
college W The Gaining Early Awareness and Readiness for Undergraduate Programs
(GEAR UP) bﬁnmgchools 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 programs provide entire classes of students and their families

with academic enrichment programs; information about choosing a college, applying for

all vide
financial aid, and preparing for college entry; and in some cases colleegrg scholarships. TRIO
Looer 1d CAve. curremgy olering services o hel
=0 tspeleutH: programs such as Upward Bound help-730,000 low-income, first-generation college

recii, ; _
JVD) e+ and disabled students prepare for and succeed in college tannuaty?]. And after 6 years of

(RS - L
\ receiving seed money from the FederalsGovernment, all States have instituted local school-to-

work programs 1o benefit secondary school students as they prepare for their working lives.'*’
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Over the past § years, Federal assistance to Americans investing in their college
el =

education has also increased. Direct Pell grants haverisen from a maximum of $2,300 per
HOPLE Bcholarsl/\\[)
student per year to $3,300. The cholarshipis

[3

Hand Lifetime Learning
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.'*

Innovation and Access in Health Care

ne ¥t [a<

The American hyalth care system today reflécts the successes and the promise of the New

Economy. Americang are healthier now than they were just 10 years ago. Between 1990 and

1998 life expectancy at'Wirth rose approximately 1.3 years, and life expectancy at age 65 rose
more than half a year.""’ Th rate of chronic disability among the elderly declined by 1.3 percent
{percentage pts?}annually between 1982 and 1994."*® Medical innovations are in part
responsible for these improvements\as well as factors such as improved nutrition and exercise.

Yet health care continues to present chllenges that demand an ongoing role for the government.

A stream of technological innovations has raised the quality of care and improved health
outcomes. Innovative diagnostic tools and new treahpents have improved the medical system’s
ability to treat many diseases. These innovations enableé\physicians to identify health problems
more accurately and to offer treatments that are less invasiwg and promise better outcomes. One
good example is the use of drug therapy to treat some conditions that formerly required surgery.
These improvements in treatment are expensii/e, however, and overalNhealth care costs have
nisen as people demand more and better care. The pressures on rising expnditures are
exacerbated by traditional fee-for-service insurance, which offers no incenti¥es for patients or
providers to limit their health care consumption. Managed care has evolved as ax organizational
innovation to control rising health care expenditures. It creates incentives for both
providers to make efficient health care consumption choices—to utilize treatments, espsgially

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. In 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 tools 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 virtues. 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 TANF 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 betier 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



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 to 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 thréugh Title I1I 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.lo 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



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 States, 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 State and local
governments, the Federal government has worked for a more equitable distribution of resources across

schools, and to help states and localities provide high quality education.



Rew'arding.Efféctive Téa_c_hers

"Traditionally, teacher _salaries haye- b_ee_n based on edttcation levels, :expeﬁ'enc‘e,' and
responsibi._lities'. These systems leave little room to reward the most effective teachers. Recently
some school .districts and states'have experi'.mented with a]t‘emalive performance based pay.
systems These new met.hodslof provrdmg .com.pensatron t.o teachers may help 1mprove the’
qualrty of 1nstruct1on .a.long.‘ several .drmen‘slons Ftrst by estabhshmg spec1f1c';é cnte‘rta‘.

.performance based awards can. help clar1fy and pI’lOI‘]tlZC goals thus prov1dmg better gu1dance

for teachers These rewards can a]so prov1de teachers w1th addmona] mottvatton to work to
achreve these goals And 1mportantly, tymg teacher compensauon to performance may help'
attract and retarn ta]ented people to the teachmg professxon if they know that thetr hard work

and skrlls w111 be rewarded

However, {6 be effecive performance-based pay systems must be carefully designed.




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 benefitientire
schools .To provrde a sense of the types of 1ncent1yes used by. dtstncts we hlghllght two::
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‘recei_\_/ed
polnts .for meeting annual improvement' goals and teachers.in these schools benefited directly.. In
.the htohest performmg schools (cla551f1ed as exemplary b) cerufled staff members each recelved.'
$1000. Cemfred staff in schools with slrohtly lower gams (“outstandmo schools) recerved $75.(.) .'
In contrast to the equal drvlsron of awards w1th1n schools in Charlotte Mecklenburg program:
the 'program lmplemented at the Vaughn charter school 1n Los .Ange.les results n awards that._"

var_y_ substa_nt'ially across teachers At Vaughn teachers are provrded w1th the opportumty to_':

recerve cash bonuses in each semester for effectrve performance in'a number of areas mcludmg

the teachmg of specrftc academic SUb_]EClS and more general slels llke classroom management_-

and lesson planmng Performance is assessed throu0h self—evaluatlons peer revrew and revrews

by admrmstrators For a veteran teacher performance related awards can total up to $13,100",perf-_

programs vaned'_ 1n' thelr effectrveness m' mcreasmg teacher motlvatlon Teachers n .many-

prOgrams als’o' reported that they .fel_t increased pressure at work and. worked' longer‘ _‘hours_--flthe‘




system at Vaughn has helped attract new recruits and many current teachers were p]eased with
the p'rog_ri;m. .However, ihe;e_ ére also.so_me prqb]ems. One teachér con?plaihgd :th:at the peef
rcv1ew .prqce.s:.'s_-IWith-‘difff.:.ﬁr)é 'aanUnls'paid to feachéré, “biié .t_éj.ac;,_her a.g.éinSt”tG%lC.h.e.r;” Theée
dif:f.ic.l;].t'i_es in.dic.ate' that éddiliona] research and expeﬁmentation m1 ghf be _us_efﬁ] iﬁ at.témptir.l.g_ to.

develop optimal compensation strategies.




_ En_suring Gains are Maintained

- Effective teachers, adequate facilities, and well-constructed standards, can help students
learn more, however, these investments are of little _value unless___stud_ents r_etain_'yvha_t_they 'have
leaned. Numerous studies have demonstrated that knowledge and skills deteriorate while’

children are away from school, specifically during summer vacations. Drawing their conclusions.

from an aﬂf_llyS_i?:f'_'of many previous studies, one group of researchers found that children lost an

average of one month’s worth of learning over summer break.. :

Much of the federal govemment s role in educauonal pohcy has been almed at helpmg

.chlldren in. low -income fam1l1es rece1ve a quahty educauon thus lmtlgatmg the effect of famlly_:_

mcome on schoolmg outcomes Absent the effects of pubhc schools 1t appears that _famlly'

_charac'teristi_c_s'_--_,:_1')____1',_:'_1_" __:a.'___]afg’er" role Many_studi'es'- "h'a'Ve noted -that ‘the deterioration: of klllS:_

These jdxfferences suggest that 'pubhc schools can-do even .more to help-children .ifrom.

low mcome famlhes succeed One poss1b111ty is to lengthen the school year If students were to



attend school year-round, there would be less Opportunity for skjlls.to_ depreciate. Altemative]y
‘summer ennchment programs taroetmg low -income communmes -can- help poor chtldren
-__overcome some of the dxsadvantages they face at home and in their nei ghborhoods In addmon to'-

;changes in the schoo] calendar, com_munities can offer afte_r school enrichment programs.

Both after school and summer leamtng pronrams can also be a boon for workm parents

'parttcular]y for lower mcome parents who may have dif’ ﬁculty arrangmg altematlve care for the1r '

ichlldren Not on] y can such programs glve parents peace of mmd that thetr cht]dren are 1n a safe

ennchmg envnronment but they can a]so a]low workmg parents to mvest m thetr JObS and gam ’

_:'1mportant labor market sktlls that can further beneflt the1r chlldren through mcreases in fannhal_

inéome:'-an:d__eXits from .'welfa_r_e., e

The Admtmstratlon has worked to a551st local commumtles develop after schoo] acttvmes--

" School-Based Performance Award Programs: Design and Administration Issues Synthesized from Eight Programs.
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CHAPTER 5

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. Furthirmore, 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 employmént 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 eamnings 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
ra-tc 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



FIRST INTERAGENCY DRAFT 10/19/2000 PRELIMINARY & CLOSE HOLD
CHAPTER 5 OFFICIAL USE ONLY

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 minorities 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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Welfare Reform

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.

TANF differs from AFDC in several fundamental ways. Under the former AFDC
program states set benefit levels, and received matching grants from the fcdcral government to
help with the cost of the program. In contrast, TANF 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 1n 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 TANF 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 coﬁducled 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

reform, and are unlikely to observe the effect of binding time limits.

When considering the outcomes of the 7.8 mullion 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
empldyed. 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.



