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CHAPTER 5

LIVING IN THE NEW ECONOMY

THE CLINTON ADMINISTRATION FIRST came to office on a platform of “Pu.tting
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 outéomes has been the improvement in the well being of the American people. By
virtually any measure, Americans are better off today than they were 8 years ago. As we
highl'ight in this chapter, many of these improvements have benefited minority qnd female-
headed households, as well as residg:nls of central cities and fural areas — populations that have
been among the hardest td reach in the past. .Yet despite dramatic éains, challenges remain.
Through a combination of public policy and continued economic growth, our country can build

upon its recent successes and address the remaining problems.
Good News from the American Economy

" The record setting gains in the stock market and growth in the net worth of wealthy
individuals have received much attention in the popular press. What is most noteworthy about
this economic expansion, however, is its length and the breadth of its reach. The last few years in

particular have brought tremendous gains to all segments of our society.

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

million new jobs were created.! In 1999 the unemployment rate reached 4.2 percent, the lowest
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level since 1969" and wages are increasing. After declining steadily from 1986 to 1994, real
hourly wages-for private sector workers increased by 7.2 percent from 1994 to 1999.° Thege
gains in employment and wages are echoed in growth in income and.decreases _in poverty.
Median hoﬁsehoid income reached a new high of $40,800 in 1999, an increase of 2.7 percent in
real terms since 1998, and a total increase of 13.3 percent from 1993. In 1999 the poverty rate
fell io 1 1.8‘percent, the lowest level since 19.79, and 3.3 percentage points below the 1993 rate of

15.1 percent.

* Unlike previous expansions these gain.s were shared across the income distribution.
Between 1998 and 1999 real income grew by 4.4 percent at the 20‘_h percentile compared to 3.5
percent at the 8(.)lh percentile. From 1993 to 1999 the respective growth rates were 15.0 and 14.2
pf:rce:nt.3 In addition, the most disadvantaged subgroups tended to experience the largest
improvements in financial well being. Uner.nployment for African Americans fell from 13
percent in 1993 to 7.0 pefcent in 1999, reaching the lowest level ever recorded, 4 At 5.6 pe_rcént,
the uﬁemployment rate for Hispanics. is also the ldwest on record.” Earnings have also increased,
particularly for African Americans. Between 1998 and 1999 median earmnings for full time year-
round African American male workers increased by. $2,379 or 8.6 percent a dramatic rise in a
single year. With thié sharp increase, the ratio of black-male earnings to white-male earnings

rose to 0.81, the highest level ever recorded.®

<insert chart of unemployment rates by race here>
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On a household level, median income for African American households increased 7.7 percent
between 1998 and 1999, up 23.9 percent since 1993 to reach a record high of $27,910.
Household income for Hispanics also reached a record high, rising to $30,735, an increase of 6.1

percent between 1998 and 1999, and 16.5 percent since 1993. 7

Along with these record-high increases in income over the past year have come record
declines in poveﬁy. With the largest one-year decline ever, the poverty. rate for African
Americans reached an all-time low of 23.6 percent. Hispanics also experienced a record drop in
poverty between 1998 and 1999, and the poverty rate for this group, at 22.8.percent, is now at its

lowest level since 1979. B
<insert chart of poverty rates by race here>

Femﬁle-heqded households are another group on which past economic growth has had
limited impact. However, during this Administration, the strong econbmy and a sdcial welfar¢
policy that has emphasized work have brought substantial benefits to this group. In March 1993
just 56.8 percent of women méintaining fan';ilies (no spouse present) wére employed, compared
to 63.4 percent.in March of 1998 and 65.2 percent in March of 1999.° This increase in -
employment corresponded to an increase in income. Between 1993 and 1999 median income for
female-headed households increased by 224 percent with a 4.9 percént increase between 1998
and 1999 al.onf:.lO The poverty rate for female-headéd households fell over this time frame, from
38.7 in 1993 to 33.1 in 1998, and 30.4 in 1999. Thé group most likely affected by wélfare

‘reform is low-income single mothers and their children. According to a recently released survey,
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between 1997 and 199§ the number of working low-income (below 200 percent of the poverty
line) single mothers increased from .59.7 to 65.2 percent, and their children benefited."" Between
1998 and 1999 the poverty rate for children fell by 2 percentage points to 16.9 perécnt, the
lowest level since 1979 and the largest percentage point decline since 1966. Poverty among
black children declined by an even larger amount in aBsolute terms, falling by 3.6 percentage
points to 33.1 percent. Since 1993, the poverty rate for children has fallen by 5.8 percentage

points.

Our oldest Americans have also benefited. The poverty rate among the elderly fell below
10 percent for the first .time ever. With the elimination of the Social Security eamnings test for
those age 65 and over, elderly Americans will lik_ely participate in the labor force in grédtér
numbers, and further improvements in their financial status may result. 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 an_d the largest declines in

poverty of any geographic category. 12

The gains experienced by Americans over the past 8.years have not been limited to
financial measures, 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 befo.re become homeowners.
In the third quarter of 2000, 67.7 percent of American families owned a home, up from 64.2
perce;n.t in the same quarter of 1993 and surpassing the end-of-Administration goal set in
1995.131 Improvements in job opportunities, in combination with Administration initiatives to

hire additional police officers, strengthen gun laws, and increase local resources to improve
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public safety, have all contributed to a dramatic reduction in crime, with the overall crime rate

falling to its lowest levels in 26 years.'5

Our public schools today are also showing improvements on several fronts. Since 1992,
reading and math scores on the National Assessment of Educational Progress (NAEP) have
increased for fourth, eighth, and twelfth graders, including those students in the highest pbverty
schools.'® More young people are graduating from high school than ever before, and more are
attending college.-l7 Avera;ge Scholastic Aptitude Test (SAT) math scores have reached their
~ highest level in 30 years, and average verbal SAT scores have held steady while the number of
non-native English.speaker.s taking the exam has increased.'® There have also been notable
academic achievements by minorities. Among-tho.se who complete high school, the prop011i§n
of African American and Hispanic lstudents who continue their education at a 4-year college is at

a record high.19

Strides have also been made with respect to health. The birth rate among teené;gérs
declined 17 percent between 1993. and 1999,%° 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. Infant
mortality is down from 8.4.per thousand in 1993, to 7.2 per thousand in 1998. Deaths from heart
disease, cancer, strokes, and I—HV are all down, and life expecfancy has improved. A child born .

in 1998 can expect to live nearly 76.7 years, up from 74.9 years just 10 years earlier.



WHITE HOUSE DRAFT 11/20/2000 : PRELIMINARY & CLOSE HOLD
CHAPTER 5 . OFFICIAL USE ONLY

While these statistics present a glowing picture of the New Economy and the well being
of the nation as a whole, more work remains. Despite the. tremendous recent gains, incomes of
minorities remain significantly below those of whites, and their poverty rates are significantly -
higher. Infant mortality and life expectancy also differ substantially by race and ethnicity, as
does access to a quality education. Certain areas of the country continue to experience
unemployment rates above 10 percent and above average levels of poverty. As the country

moves into the new millennium, we must confront these issues.
Helping Families Help Themselves

As noted in earlier chapters, 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, methods which appear to-
have been quite successful. qu-income families ére receiving assistancé in becoming or
remaining independent of public support through a network of programs designed to help
families move from welfaré to work and to assist other low-income worki.ng families. By’
placing its emphasis on helping workjng families, the Administration has changed the tenor of

* American social welfare policy.
Welfare Reform

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

number of individuals receiving welfare; along with an increase in employment among current
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and former welfare recipients. The Administration began wofking toward welfare reform
beginning in 1993, and approved a record number of waivers that allowed states to implement
changes in their welfare programs on an experimental basis. A's of August 1996, 43 states had
implemented waiver programs that emphasized work and parental responsibility, and caseloads

had begun to fal].?*

These state-level changes were followed by the bipartisan Personal Responsibility and
Work Opportunity Reconciliation Act (PRWORA) signed by_. President Clinton in 1996. This
Act significantly 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 for Needy |
Families (TANF), established time limits on welfare recéipt, and placed an émphasis on helping
families leave welfare and entering the labor market.* Families are aided in this transition
through policies that provide assistance Qith child care, .expanded eligibility for hea]th insurance,

and tax credits to subsidize the earnings of low-income workers.

TANF differs from AFDC in several fundamental ways. Under the former AFDC
program, states set eligibility and benefit levels and receivedl matching funds from the Federal
. government to help with the cost of the program. In contrast, TANF provides states with block
grants that are used to finance cash benefits, job preparation, and other worker support programs.
Under ’fANF states have much more flexibility in spending than they did under the former
AFDC program, and they have used this ﬁexibility to meet the particular demands of their
constituencies. States are also eligible for performance bonuses for moving individuals into jobs,

increasing participation in the Food Stamp, Medicaid, and Children’s Health Insurance
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programs, providing child care, and increasing family formation and stability. States can also

receive bonus awards for reducing out-of-wedlock births.

The new system differs further from AFDC in that it imposes time iimﬁs and work
requirements on welfare recipients: Federal funds cannot be used to pay benefits to recipients
who have received assistance for a lifetime total of 60 months (although states can exempt a
portion of recipients from this requirément). Alternatively, states may set even shorter time limits
or may use state-only funds to continue support beyond 5 years. In 1999, 38 states used the 60-
month time limit, and the remainder ifnp]emented other policies. (7 states have shorter time
limits, 3 currently have no time limit, and others intend to use longer periods).”” With respect to
work requirements, TANF recipients must work in some capacity after recei\/ing be-nefits for 2
years. Again, states have flexibility in implementing the rule, and particularly in strengtheﬁing
réqluirements.' In 1999, 28 states had welfare pélicies that imposed immediate work requirements

in lieu of the 2-year requirement.26

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 the needs of their poor families. While
states always had the freedom to set benefit levels, TANF allows them to establish their own
methods of calculating the income of potentially eligible families, and to set income and asset
limits for eligibility. The majority of states have used this freedom to reward work by decreasing
the implicit tax bn earnings. The AFDC program oflen reduced benefits dollar for dollar for any
earnings above $90 per month if the individual had been enrolled in AFDC and working for one

or more years. This 100 percent “tax” created a strong disincentive to work, as many AFDC
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participants received no increase in income for additional hours of work.. Under TANF many
states impose a more gradual benefit reduction ra.te to encourage éreater workforce participation.
States are also using the flexibility and resources providedi under the welfare reform law and
regulations to invest in a wide range of su_pporfs to help welfare recipients and other low-income

working families enter the work force and succeed on the job.

Since August of 1996 caseloads have fallen dramatically; the average monthly caseload

~has declined by 6 million individuals, a reduction of 49 percent.”’
<insert chart of AFDC/TANF Recipients here>

Including the reductions that took place during the period of state waivers, the welfare caseloads
fell by 7.8 million individuals 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 by 82 percent since 1993.

The 1996 reforms have undeniably been successful in reducing the numbér of individuals
receiving welfare. However, reductions in cas-eloac.is are not the only measure by which to judge
the accomplishments of the policy. An important outcofne is the well being of individuals once
they leave welfare rolls. Much of what we know about outcomes for welfare leavers comes from
studies undertaken in individual states. Td date, over 30 states have conducted studies

monitoring the outcomes of those who have left welfare. In addition, some of the data from state
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waiver experiments undertaken prior to PRWORA have implications for current TANF

programs.?®

Because the available data can differ significantly across states and does not represent
nation-wide averages, this Report supplements the state-level information with new results from
the 1996 panel of the Survey of Income and Program Participation (S[PP),29 providing some of
the first evidence of the effect of welfare reform for a nationally rebresentative sample. The
majority of these results are based on a sample of individuals who left welfar¢ and are observed
for at least 12 months following their eﬁits. Individuals in SIPP'.are first intervieQed between
December 1995 and March 1996, and are then re-interviewed every 4 months. 'Survey data
currently exists for respondents through November 1998 to February 1999, depending on the
month of the initial interview. We are therefore examining the experience of some of the early
leavers after welfare reform, and are unlikely to observe the direct effects of the 2-year TANF
time limit that exists for many TANF cases and will certainly not observe the effects of the 5-
year lifetime limit. In addition, we do not yet know the long-term impact on these families.who

may, over time, experience substantial wage gains as they accumulate labor market experience.

When considering the outcomes éf the 7.8 milli.on individuals who left welfare, one of
the most important issues 1s the incidence of recidivism — the number of individuals cycling on
and off the rollg. Both data from SIPP and a synthesis of state studies show that only
approximately 25 percent of the leavers return to welfare during the first 12 months after leaving. -
The~.majority of those who do return do so quickly; in SIPP 18 percent of those who exit return

within the first 6 months of leaving, while only 7 percent return during the second 6-month

10
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window. One would imagine that the probability o.f rqtu1ning wouid continue to fall with the
length of time off welfare. Indeed, evidence for welfare leavers in Maryland shows such a
pattern: excluding those who exited for j.'ust one month (as is done in the SIPP analysis and fnost
studies of recidivism), 25 percent had returned to welfare within 12 months of exit. This fraction
increased by only 10 percent in the next 12 months, and by just 2 percent in the third 12-month

period.30

A key component to successful exits from welfare is the ability to obtain a job and remain
employed. The Administration provided $3 billion in fiscal years 1998 and 1999 in Welfare-to-
Work grants31 to help states and local cqmmunities move long-term welfare recipients and

certain noﬁ-custodial parents into jobs, as well as impleménting th;: Workforce Investment Act to

provide job assistance to low-income workers.”?

11
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Efforts to help individuals secure jobs have tended to use one of two strategies. The
“work first” approach aims to get people employed as quickly as possible, assuming th.at work
itself will teach the skills needed to remain in the labor force, aftér which, they elventually 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 éducation and
.training prior to entéring the labor market. In this case, labor market entry is delayed,.but 1t is
hoped that the initial job will be of higher quality. The work first approach is by far the most
commonly employed, and initial evidence indicated that it is more successful — employment and
earnings are higher in areas that employed this strategy. However, a new study comparing
outcomes across counties in California over a 9-year period finds that over the long-term, results
for the two methods appear to be similar.® A study that compared the outcomes of 11 different

welfare to work programs over a 2-year period found that the most successful program was one

12
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that offered a combined approach, emphasizing work while providing assistance with completing

a GED for those for whom this goal appeared to be in reach. 3

Increases in employment for former welfare recipients were also substantial.
Admiﬁistrative.datg from studies of several different states demonstrate 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.®® Similar results are observablé on
a national level. Data from SIPP show that of those observed for 12 months after leaving
welfare, 66. percent were employed at some point, and 43 percent had earnings in all four
quarters of the year. However, even many of those working all four quarters are 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 pefcent of all leavers) worked 35 or more hours in every week.
Thus, while significant increases in labor force participation have been made, considerable room

for further gains remains.

Importantly, the rates of employment increased even among those who remained on
welfare. In 1999, 33 percent of welfare recipients were working, compared to just 7 percent in
1992.* The development of an attachment to the labor market for those currently on welfare

bodes well for the probability of successful future exits.”’
For both workers who have left the welfare rolls, and those receiving welfare benefits in

addition to their earnings, the importance of the booming economy should not be understated:

based on theories of human capital accumulation and the tenants behind work-first programs,

13
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time spent working increases one’s productivity, job skills, and wage rates. Thus, the longer the
economic expansion continues and unemployment rates remain at historic lows, the more work
experience former and current welfare recipients will accumulate, and the better prepared they

will be to weather an economic downturn.

While employment in and of itself is important, so too are earnings. It is unlikely that
ex.its from welfar.e will be successful if individuals are no better off than they were prior to exit.
Evidence from state studies indicates that, at ]eést initially, few leavers are significantly better
off. Meciian quarterly earnings for those leavers who found employment varied from $2,000 to
$3,000 across states, or approxirﬁately $700 to $1000 per month. In Wisconsin the majority of
-leavers had lower incomes (earnings plus AFDC benefits) after exiting welfare than while
recéiving benefits. Incomes are relatively low for those recently leaving welfare. For the sample
of SIPP leavers, m'ediﬁn'monthly household income plus food stamps for the year following exit
was $1,605, compared to $1,509 in the 2 rﬁonths preceding exit. For 44 perceni of leavers, the
total household income plus food stamps in the post-exit year was more than $50 higher thzlml in

the months before leaving, while for 49 percent it was at least $50 lower.

It is important to recognize that the Earned Income Tax Credit (EITC), discussed in detail
below is not included in these calculations. Although benefits from the EITC are not recorded in
thé SIPP data, the EITC provides a substantial subsidy to the earnings of low-income workers,
and inc]udihg the effects of the EITC would likely improve observed incomes and poverty rates

considerably. Although not focusing on the population of welfare leavers, the Census Bureau

14
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estimates that in 1999 the fraction of households with after tax incomes below $10,000 a year

falls from 9.9 t0 9.3 when the EITC is added into income.*®

The idea behind work first programs is that an initiél job would lead to earnings growth
over time. Because many former welfare recipients find employment in low-wage industries
such as restaurant/fast food prospects for eamiﬁgs growth may not seem extremely bright.39
Howevér, comparing outcomes over just the first 12 mo.nths after exit, 39 percent of SIPP leavers
had monthly earnings in t.he second 6 months that were .$50 or more higher than in the .first 6
months while 28 percent had a $50 or greater reduction in earnings over the two 6 month
periods. Thus, a relatively large fraction of former welfare recipients did find jobs that provide

earnings growth through increases in hours or wages or both.
Making Work Pay

A network of government support. programs available to working families facilitates the
transition from welfare to work. In the past, families leaving welfare often lost not only their
cash assistance and incurred explicit payroll téxes, but aisé faced the loss of oth.er-benefits, such
aé food stamps'and Medicaid, and incurred additional expenses associated with work, such as
the.cost of child care and transportati-on.' One study found that the implicit marginal tax rate—the
net amount lost due to taxes, lost benefits, and expenses from a one dollar increase in income--
for AFDC recipients could easily be well over 50 percent.*’ In other words, earning one dollar

more in the labor market would increase disposable income by less than 50 cents.

15
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The Administration’s welfare reform proposals have attempted to reduce these implicit
taxes by expand.ing health insurance coverage to include many working families not previously
‘ .eligible for public prdgram_s, increasing subsidies for child care, and increasing the reWard_s from
work through minimum wage policies and increases in the Earned Income Tax Credit (EITC).*!
The Administration has also worked to help unmarried parents collect the child support
payments they are due. These programs help both working families who were not receiving
welfare and ease the difficulty of leaving welfare for others. By reaching out to both groups the

Administration has worked to ensure that no working families are left behind.

EITC: Operating through the income tax system, the EITC provides a wage subsidy to
low income workers with the amount of the subsidy depending on earned income and whether
the family has zero, one, or two or more children. By increasing the wage rate, the EITC
increases the incentives for individuals to- participate in the labor force. In 2000, for families
with two or more children, wages are subsidized by 40 cents for every dol]ar of earned income
until earned income reaches $9,720 for a maximum credit of $3,888. This tax credit is refundable
so that even families who pay little or no income tax cén benefit fully from the tax pro'vision..
Réther than eliminating the‘credit when earnings surpass this level, the credit remains at $3,888
until earnings reach $12,690 and then grédually falls, phasing out completely at earned income
of $31,152.% This gradual reduction reduces the disincentive to work past the level at which the
credit peaks relative to a program that discontinues all benefits immediately when income

increases beyond a given level.

<insert chart of the EITC over time here>

16
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The EITC has been expanded greatly since 1990 with increases in both benefits and in
the scope of coverage. The 1993 expansions increased benefits for approximately 15 million
families, in large part by incre.asing benefits to fahilies with two lor more children.”> The
expanston also allowed workers without children to claim a tax crec‘lit.“4 As a result of both the
- 1990 and 1993 expansions, credits pé.li.d through the EITC provision increased from $15.5 bi]iion
(in 1999 dollars) in 1993 to nearly $32 billion in 1999,45 and the number of families receiving
assistance from the program increased by one-third, from 15 million to nearly 20 million.*® The
EITC is now larger in dollar terms than the combined amounts distributed through the AFDC

and food stamp programs.47

‘This wage subsidy has been effective in attracting more workers to the labor market.*®
One study in particular estimated that the EITC alone was responsible for 34 percent of the
increase in annual employment of unmarried mothers over the period 1992 to 1996.%

<insert EITC/Labor force participation rate chart here>

By increasing wagés for low-wage workers the EITC also plays an important role in reducing the

implicit marginal tax rate faced by those exiting welfare.
In addition to increasing the probability of employment, the EITC has done much to

improve the well-being of those who take advantage of the program: While the discussion above

pointed out the difficulty former welfare recipients have in securing jobs that pay above poverty:

17
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level wages, when the EITC is taken into account, the earnings of maﬁy of these new workers
increase substantially. In 1999, the EITC lifted 4.1 million individuals, including 2.3 million
children, out of poverty. The provision has also been effective .in targeting benefits to thé most
needy. Estimates are that over 60 percent of EITC benefits accrue to families who have pre-EITC
incomes below the poverty line.> |

Minimum wage: Operating in tandem with the EITC is the mliriimum wage. While the
EITC provides an effective wage subsidy, the minimum wage laws ensure that the subsi.dy 1s
based on an acceptable wage. The real value of the minimum .wage declined substantially in the
early 1990s, falling to just 68 peréen_t of its 1968 value in 1995.°! Subsequent Administration-
backed efforts led to increases in the minimum wage in 1996 and 1997. Even with these most
recent increases, the mmimum wage Iis equal to only 68 percent of its 1968 level after controlling

for inflation.

However when the minimum wage is comb_ined wifh a possible 40.percent EITC subsidy.,
~ the true minimum wage for workers with earnings below $9,540 is $7.21, a figure nearly as high
in reél terms as the peak minimum wage rates in the 1960s. Yet despite the generosity of the
EITC program, an individual working fdll;time at minimum wage would have a yearly income
of just $14,116 including the EITC, well below the poverty line of $16,895 for a family of two

adults and two children.

<insert minimum wage with EITC chart here>
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Child care. For many parents, one of the most difficuit barriers to employment is finding
affordable quality child care. For low-income families and new entrants to the labor mal'ket; the
costs associated with child care._may make working impossible. Recognizing the cost of child
care as a barrier to work, the Administration has fought to make child care more affordable fof
low-income families, aﬁd to provide assistance to a greater number of families. In doing so, it
more than doubled the funding for _child. care assistance-and combined the various child care
programs already in existence to create the Child Care and Development Fund (CCDF). The
CCDF provides states with block grants to subsidize approved child care arrangements. In 2001
states will have access to more than $4.5 billion [includgs proposed $1 billion increase] to
make ch-ild care more affordable and to improve the quality of that care.? The program provides
assistance to many. Estimates suggest that over 2 million children will ben'efi.t from tﬁe program
in 2001. Unfortunately, despite the substantial investment, many stateé have waiting lists for
benefits, and many of those families who qualify for the subsidies do not receive benefits.. _
According to one study, only 30 percent of. families who left welfare and are now working are

also receiving assistance with child care.

Food stamp program: The Food Stamp Program supplements family incomes to ensure |
that low-income families receive adequate nutrition. Benefits are available to fami]ieé with
incomes up to 130 percent of the poverty line. The vast majority of benefits, nearly 90 percent iﬁ
dollar terms in 1999, go either to families with children or to elderly individuals.>® In 1999, 32
percent of benefits went to working families. Over the past few years, enrollment in the féod
stamp program has fallen dramatically, from a high of 27.5 million participants in 1994 to 18.2

million in 1999. This decline is notable even among families with children. While asset limits in
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the food stamp program result in some poor families being ineligible for benefits, in 1999 only
.51 percent of children in families with incomes below the poverty line received food stamps.
Even among the very poorest---children in families with incomes below 50 percent of the
poverty line---only 58 percent received food stamps, a decrease of 47 percent since 1993 Some
of the decline in partic_ipation is attributable to changes in the law that denied benefits to
immigrants and put Trestrictions on benefits received by able-bodied workers. However, the

observed decline in participation is greater than these specific changes would suggest.

While the strong economy and greater labor force participation would be expected to
reduce the number of families needing food stamps, there is a concern that some eligible families
may not be receiving the benefits they need. One pqssibi]ity for the decline results from the
increased labor market activity of those on welfare and those who have recently exited. States
require that food stamp recipient.s who have labor eamnings have their incomes re-certified at
regular intervals, three months is a common interval. Traveling to the welfare office every few
months over the course of a year to document earnings, could well be a substantial deterrent to
participation. Indeed, a recent study attributed large portion of non-participation to the “costs”-

involved in the regular re-certifications.”

In response to recent trends the Administration has implemented a series of changes in
the food stamp regu]afions. These changes substantially reduce the need for r¢—certiﬁcations for
those leaving welfare or newly employed and otherwise simplify the application process. States
are also offered the opportunity to receive bonus awards for levels of food stamp participation

among low-income working households and for percentage increases in participation. Twenty
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million dollars has been allocated for these awards. Finally, the Administration has also provided

funding for educational and outreach campaigns aimed at enhancing nutritional security.56

Child Support Programs. An important component of the Administration’s policies to
help working families is to ensure that unmarried parents receive the support they are entitled to
under the law froﬁ non-custodial parents. Between 1992 and 1999 dollar. val.ue of c.hild support
.collections increased in real terms by over two-thirds, from $9.5 billion to nearly $16 billion
dollars, and the number of child support cases with collections increased from 2.8 million in
1992 to 6.1 million in 1999. Currently in many'_ states, TANF benefits are reduced dollar-for-

“dollar with child support collectiqns. This reduction reduges the incentive for noncﬁstodial
parents to .provide for their children. The President has proposed legislative changes that ...,
giving 'parents more reason to cooperate with the system. Some states, such as Wisconsin, are
already expeﬁmenting with similar policies, and the results have shown that collections do
increase when parents receiving welfare benefits are permitted tb’ keep a greater sh.are of child
support payments than in the past. This change improves the incentives for non-custodial
- parents to ﬁake support payments and may therefore .increase the amount of payments actually

made.
Receipt of child support payments is further aided by policies that reach out to low-

income non-custodial parents. The Administration requested $125 million for “Fathers Work”

grants that, along with responsible fatherhood initiatives funded through the Department of
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Labor, help these non-custodial parents work, pay child support, and reconnect with their

children.

Child support is an important source of income for poor children. In 1997 child support
lifted an estimated half million children out of poverty.57 This support is partiéularly important
for those léaving welf.;:lre. Women who leave welfare and do not receive child support have over
a 30 percent chance of returning to welfare after 6 months, while those who do receive child

support have only a 9 percent chance. 58

Health Insurance Expansions. Historically AFDC recipients exiting welfarle. lost their
Medicaid coverage when they left welfare. However, in the 1980s a series of Medicaid
| expansions and the implementation of Transitional Medicaid Coverage (TMC) bégaﬁ to provide
.heal.th insurance benefits for former welfare recipients and low-income families, easing the
transition to work. Prior to PRWORA, children undér age 6 with family incomes below 133
percent of the poverty line, and children between age 6 and 19 with fémjly incomes below 100
percent of the poverty line, were covered by Medicaid l.mder Federal mandate. Many states
opted for even greater coverage, with higher income thresholds and coverage for children of all
ages. Adults could also obtajn Medicaid up to 12 months through the TMC program of through
state medically needy programs. In 1996 PRWORA further éxpanded Medicaid coverage to
unmarried and some two-parent families for families leaving welfare, and in 1997 the State
Children’s Health Insurance Program (SCHIP) was créated to target all children in low-incc;me
families. Because of the importance of these programs, they are the focus of a larger section

later in the chapter.

2



WHITE HOUSE DRAFT 11/20/2000 PRELIMINARY & CLOSE HOLD
CHAPTER 5 _ OFFICIAL USE ONLY

Reaching out to Underserved Communities

Providing opportunity and independence for American families may require more than a
strong national economy and responsible Welfare policy. In some areas poverty is so entrenched
and the local economy so weak that additional efforts may be called for. Some of the most
intractable poverty is found in our Nation’s central cities and rural areas. In 1967, when statistics
for these regions were first recorded, the poverty rate for central cities was 15.6 percent,
comﬁared to a nationwide rate of 14.2 peréent. In contrast, poverty in rural areas in 1967 was
over 20 percent. By this measure, central cities were nearly a.s well off as the rest of the couhlry,
"while rural areas suffered from disproponionately high rates of poverty. From 1967 until the
elarly 1990s, there was a substantial shift in the incidence of poverty, with a worsening of
conditions in the central cities and a slight improvement in non-metropolitan areas. By 1993 the
percent of central city residents living in poverty had reached 21.5 percent, its highest level ever,
while the po.verty rate in non-metropolitan areas declined sémewhat to 17.2 percent. Both rates
were well above the national poverty rate of 15.1 percent in that year. Since 1993, the situation
for both types of area; Has improved dfamatically, as we detail below. In 1999, the poverty in
central cities fe]! to 16.4 percent, and that in rural areas has declined to 14.3 percent, yet these
rates are still above the national average. Because both central citiesl and rural areas are home to
large numbers of Americans--30 percent of the United States’ population lived in central cities,

and 20 percent lived in rural areas’ - the above average poverty are a cause for great concern.
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The strong national economy and current policies to make work pay, discodrage out-of-
wedlock child-bearing, and improve schools in poor neighborhoods would be expected to
provide some relief to these distressed regions. However, the persistently high poverty rates of
central cities and rural areas may also require additional strategies. In attempting to reach out to
these distressed areas, the Administration has-enacted a series of programs that directly target
cdmmunities._We discuss these here, turning our attention first to the problems and progress in

central cities and then to rural areas.

Central Cities: In -some respects central cities are more attractive places to live for many
low-income workers than ouilying suburbs; public transportation is readily accessible, and city
governments often provide more generous support services than other areas.”’ However, éne
factor that appears to distinguish the situation in central cities from that in other areas is limited
job opportunities. Recent research has shown that most job creation is taking place in suburbs
rathef than in inner cities. One study by the U.S. Department of Housing and Urbaﬁ
Develbpment (HUD) found that not only was job growth slower in the cities than in the suburbs
between 1992 and 1997, but also that the job .mix in cities is shifting towards high-tech jobs

unsuitable to low-skilled workers.?'

The difficulty central city residents face in finding employment is further heightened by
problems. with transportation and discrimination. .Low-income workers, and welfare recipients in
particular, are unlikely to own cars, and therefore must rely on public transportétibn to commute
to jobs. However, a recent study found that nearly half of low-skilled jobs in the suburbs were

not accessible by public transportation.62 Minority workers in central cities are further hindered
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in finding jobs by discrimination in the housing and employment markets. A recent study found
that minorities have difficulty in renting or purchasing housing in the suburbs and are less likely
to be hired by white owned firms that predominate in the suburbs.”® The cost of housing in the

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

From a policy perspective there are several approaches to addressing this mismatch
. between where low-skilled workers live and where they work. First, rebuild the economies of
central cities. Sécond, overcome the transportation hurdles of commutes to the suburbs. Third,
help low-income families obtain housing near avlailable jobs. And finally, improve the .skills of
workefs through education and training programs to increase access to a wider range of jobs. The

Administration has pursued policies along each of these dimensions.

The Empowerment Zones (EZs) and Enterprise Communities (ECs) are one part of the
Administration’s strategy for rebuilding central city economies. Add sentence on magnitude
These programs aim to assist distressed communities by encouraging investments from private
businesses through the use of tax credits, wage subsidies, and imprdvéd access to credit markets.
To help solve commuting problems the Administration’s Transportation Equity Act for the 21%
Century established a new Job Access and Reverse Colmmute Program designed specifically to
connect low-income persons to employment and support services. Similarly, the Bridges to Work
(BtW) program provides placement, transbortation, and retention services in a select group of.
cites. The Administration has also made it easier for low-income families to own a car by
allowing states the flexibility to raise the limit on the value of a car that an individual may own

and still qualify for welfare benefits® and increased the federal limits on car ownership for food
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stamp'eli..gibility.65 Finally, to help workers live closer to jobs in the suburbs, HUD’s Section 8
program subsidizes families’ rents so that private sector rental units near jobs are affordable. The
Administration has created two special programs specifiéally designed to maxirnizg the impact of
the Section 8 program on improving employmeﬁt outcomes for low-income families. The
Administration’s Moving to Opportunity (MTO) program provides intensive cqunseling with
Section 8 assistance to help families move from high povérty public housing projects to private
housing in low .poverty areas. The Welfare-to-Work Voucher '(WtWV) program provides
housing subsidy and services to TANF-eligible families to help them obtain or retain
emp]oyment.66 Limited preliminary eﬁdence from MTO programs in Baltimore énd Boston
suggest that the program js successful in improving educational outcorﬁe:s for children.®’ Finally,

the Administration has invested heavily in education as described in the following section.
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‘Rural communities: Like central cities, many-of America’s rural communities face high
rates of.poizeity and unemployment.68 ~ However, becziuse rural communities tend to have
smaller, . less diversified-econoriiies than central cities, they can be severely affected by the
closing of only one or two industrial plants.69 Furthérmore, mémy rural communities suffer from
geographic isolation from mlajor markets, which.m-ake's it harder for residents to finci jobs.and for -
busihesses to reach their customers.ml_ Also, with little public trari_sportation. availab]e,
traosportation problems are likely to be more acute in rural than urban areas. Although recent
ad-vances in telecommunications promise to re(iuce some of this disadvantage, rural com.muiiiti.es o
lag behind urban communities in access to this techno]ogy.ﬂ In addition, rural governments
often_ laok the economies of scale needed to_rriake invest’merits in many oublic services .
economica_l.n. |

A variety of 'prog_ram's exist to help rural eommunities. Assistance with basic
infrastructore'needs, such as electricity, telecommunications, and water tmd waste facilities, is,
orovided through technicai essistance, grants, zind loans through.the Rural. Utilities Service
(RUS). The R.u‘r.al_ Housing Service (RHS) assists rural communities with comriiunity fac_:ilitie's
and hou'siiig._ Its programs target new or improved housing for moderate an_ci low-income
families and also assist communities in improving or developing facilities, such as fire stations,
libraries, and‘ hospitals. Assistance to rural businesses and cooperatives is provided through the
Rural Business-Cooperative Service (RBS), which culti\iates partnerships between the private

3

sector and community-based organizations.7 It also provides technical ‘assistance and helps.to

fund projects that generate employment. Furthermore, many of the Administration’s EZ/ECs are
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Jocated in rural communities. In addition, the Telecommunications Act of 1996 is addressing the
digital divide problem by providing funds to assist in the provision of modern communication
infrastructure for schools and medical facilities in low-income communities, both in rural and

: ' 74
urban areas.

Results: These programs, coupled with the strong national econom& and policies of
making work pay (described earlier) have led to substantial improvements in quality of lifé for
those living 1n Fhese areas. The unemployment rate i_n-c'entra] cities has fallen_ from 8.2 percent in
1993 to 5.3 percent in 1999, while ungrﬁployment in .rura]_areas has '_féllen from 5.9 to 3.7
.' percent.75 These increasés n ﬁ.:mp_loymem.have. brought with them reductions in poverty énd
increases in médian ipcomes. The poverty -rate in central cities declined. from 21.5 percent in
1993 t0 16.4'percent in 1999,.with the largest drop, a deciine of 2.1 percéntage points, cisoming in
the past year. In fact, 80 percent of the total reduction in poverty from 1998 to 1999 came from
the reduction in céntral cities. '® Poverty in rural areas has also fallen s'ubétantia'lly, from 17.2

percent in 1993 to 14.3 percentin 1999.
<insert metro/nonmetro poverty chart here>

Median household income in central cities has increased, .rising 5 percent in real terms
- from 1998 to 1999, compared to a 2.1 percent ipcreaSe for median incomes in metropolitan areas
as a whole.”” For African Americans the gains w-ere particularly striking. After adjusting for
inflation, median income for African American hoﬁseholcis in central cities increased by 13.9

percent between 1998 and 1999. Along with these economic gains has come a decline in the
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number of individuals on welfare. Caseloads in the largest central cities have declined by 40.6
percent from 1994 to 1999.  Median household income in rural areas increased less

dramatical]y than that in cities, rising just 0.9 percent in real terms between 1998 and 1999.

Despite these obvious improvements, there is more to do. Povert.y rates” and
unemployment are higher in céntral cities and rural areas than elsew.here, and rural areas,l while
experiencing lower poverty rates than central cities, have shown smaller gains over time. In 1999
the national poverty rate was 11.8 percent, compared to 16.4 percent in cenfral cities and 14.3 ?n
rural areas. While it i.s too soon to- judge the effectiveness .of community bésed policies sﬁch as'
EZs/ECs, by' reaching out to these communities through a variety of programs, the

Administration has shown a willingness to seek creative solutions to our most pressing probleéms.

Education in the New Economy

Investmeﬁts in human capital play an important role in the new economy. The most
direct ways in which individuals invest in human capital are through .education and trainin;g._
Last year’s Economic Report focused on the demand for educatéd workers, on post secondary
education, and on training. This year we examine America’s-public elelmentary and secondary
schools, institutions crucial to the devélopmént of our future workforce. We noie recent changes
in how we educate our children and ways in which we may best improve the cjuality of schooling

we offer.
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Many factors.go into producing a quality education. Parents, families, and communities
certainly mﬁsl rank among the most important c.ontributors. to the education of children, but the
discussion here focuses on those components of the edupa_tio_n system more directly under the
control of federal, state and local governments. We highlight in particular the effects of class
size, teacher quality, and the school infrastructure and equipment. By improving the; quality of

these inputs to the education process we can hope to improve the final outcome.

A Role for Federal EdL;calion Policy

The federal government has long sought to imprqvé access to education for the nation’-s
poorest children and to help states ensure thgt their public schools are of high quality. Federal
funds are primarily tafgeted to helping local communities afford needed reforms, expand new
programs,79'and access new technology,80 and are targeted to schools and school districts serving
poorer students.®! Because it-is directed to these important areéé, the federal investment in

schooling can have a larger impact than the magnitude of the funds would suggest.

In ‘thg United States, primary responsibility fdr elementary and secondafy education rests
with states and local school di_striéts. Excluding school-based nutrition ‘programs, thé_federal |
government provides just over 6 percent of the funding for K-12 education. 82 Feder.al_.spending
in the poorest schools does reduce inequélities across school districts, but it does not fu-lly
compensate for the overall pattern of funding disparities derived from differences in the local
property tax bases and state funding levels. Federal expenditures per student were more than

four times as large in the poorest 25 percent of school districts as in the wealthiest quartile, yet
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despite this sizable difference, overall expenditures per student continue to be greater among the

wealthiest school districts. ®
<insert school district revenue by income chart here>

The largest single federal program for kindergarten through 12" grade (K-12) education
is Title I,* which allocates additional funds to schools based on the rate of child poverty in the

5 The targeting of Title ‘I funding to schools serving poorer’ children increased

local area.
significantly with the passage of the 1994 Improving America’s Schbols Act, which reauthorized
the 1965 Elementary and Secondary Education Act. In the 1997-98 academic year, 96 percént of
schools in the highest-poverty quartile receivea federal Title I funds, up from 79 percent m 1993-
' 94.l86 This quarter of schools served 49 percent of the ﬁation’s poor children in 1997-98, and
received 43 percent of all federal funds for K-12 education.”’ These redistn:butional éspects of

Title I ﬂmding are typically larger than any com‘phrable efforts on the state level and thereby

serve as a critical resource for improving equity. 8

" Reducing class size

For decades, there has been a debate over -whether broad-based education spending
programs, such as those aimed at reducing class size, are effective in improving student
achievement. However, there is now beginning to be a consensus formed among experts that
class size reductions are beneficiél, especially for disadvantaged students and students in early

grades.
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Much of the most compelling evidence concerning the potential effectiveness of
reductions in class size_‘comes from a class size reductioﬁ experimlent in Tenneésee. To
determine the extent to which smaller class sizes would improve acade’mjc outcomes, the state
authorized and financed an experiment in which students and teachers were randomly assigned
to classes with standard (22-25) or sm.aller (13-17) numbers of students®. The results showed
significant improvemenls for chi]d'ren in smaller classes: Students enrolled in smaller classes
from kindergérten through grade 3 did better on standardized tests of reading and math
administered in middle school than students erirolled in normal-sized classes. These students also
scored higher on their SAT énd ACT exams in high ‘school, and were more likely to take such
college entrance exams than students enrolled m larger classes in grades kindergartén through
grade 3. The results were especially strong for minori_ty students—being in a small class in
elementary school narrowed, by 54 percent, the difference between the probability a white child

takes a college entrance exam in high school and the probability a black child takes the exam.”

The quality of this experiment persuaded many scholars that reductions in class size can
improve outcomes for children. Teachers in smalle-r classes spend more time on individual
instruction and review and less time on student diécipline and routine administrative tasks.”’
Teachers of small classes may also get to know their stﬁdents better, interact with them more
fr;qucntly and individually, aﬁd provide more frequent and in-depth feedback than teachers of
large classes.” Similar results are now emerging from class-slize reduction programs in other
states, such as the SAGE .program in Wisconsin and the Class Size Reduction Program in

California, reinforcing the conclusions of the STAR program.
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While students appear to do better in smaller classes, reducing class sizes is expehsive.
Fully funding reciuctions in class sizes in grades 1-3 naLi.onwidel-to 18 students per class \yould
cost an estimated $5.bil]io_n pér year.93 Despite the expensé, the expected gains in students’
future earnings appear large enough to offset this i'nvestme-nt.94 However, the financing of these -
reciuctions in class size is hampered by the current distribution of students and resources. A
~disproportionate share of the spending for class size reductions is needed by schools serving poor |
students, because these schools generally have larger classc;,s than more wealthy schools. Also,
because thé majority of funding ineduality from school district to school district oceurs between
 states, hbt within states, there is little room for states to reallocation of funds to assist poor
schobls_. Differences in funding may therefore most readily be addressed through Federal -
programs. % In 1998, the Adnﬁnistratioﬁ proposed a seven-year Class Size Reduction Initiative
to reduce class sizes in grades 1-3 to a national average of 18 students per class. (Thé program
was later expanded to include kjndergarten classes.) In the first twd years of the program it has |

enabled school districts to hire 29,000 new teachers, reducing class sizes for 1.7 million children.

The importance of teachers

While reducing class size has been shown to have measurable affects on student
performance, the affects of teacher quality may play an even more important role in improving
student outcomes. Most parents, children, and professional educators agree that teacher quality is .
a lsignificant factor in student achievement. Results of a recent study show that teacher
diff;:rences have a significant impact on student achievement in math and reading.96 Even within

schools, differences in the quality of teachers across grades led to significant differences in

student performance. Because this study did not examine differences in teacher quality across
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schools or within ‘grades, the true effects of teacher quality can only be larger than those

estimated in the study.

What is notable about this and other analyses of teacher quality is that measurable
charadeﬁstics, in pénicu]ar holding a Masfers degree, is not indicative of the ability of the
teacher to enhance student performance. Furthermore, beyond the first two years of teaching, the
nuﬁber of years of experience has little effect on student achievement. To ensure that our
students have access to high quality teachers and to reward the very best, we need to be able (o
understand what signals quality. Despite the difficulty of measuriﬁg these differences-in quality,
ev.idence suggests that good teachers make a difference. [waiting for at least o.ne additional

academic study on quality]

Many schools are finding it difficult to attract and retain high quality teachers. Some of
this difficulty likely stems from the_existi'n”g pay scales in public sch;)ols. Currently the'.average
starting salary of teachers is [we are Iookiﬁg for something like “teacher salaries are xx
percent lower than the average of all professions requiring a colllege degree” any
suggestibns?]. Ana this difference is increasing over time as the starting salaries in most
occupations are incréasing at a much sharper rate than starting salaries’ than the teaching
profession.””  Other factors that affect the quality of the job such as crowded classrooms, |
inadequate facilities and insuffi;ient time for planning and professional development are also

" important componerits of compensation as more generally measured.
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The challenge of attraéting -and retaining qualified teacher will become particularly
difficult in the years aheald. Between July 2000 and July 2008, the population aged 5-17 will
.increase by fnore than a million,” significantly increasing the demand for teachers. Over this
same time, about three-quarters of a million teachers are expected to retire, ” whi]e others-will
likely leave the field to pursue different occupations. Based on these statistics it is estimated that -
the United States will need approximately 2 million new teachers over the next 8 years.100 "[;he
demands for teachers will be heightened by mandates to reduce cla;s sizes. Decreasing the
number of stuaents per claés to 18 will require the staffing of an estimated 100,000 'adc.li.tional

classrooms.'®!

These increases in the demand for teachers will make it increasingly difficult to maintain
c.onsistently high levels of teacher quality in all classrooms. Already there is some indication qf '
magnitude of the challenge. In 1996 California began a massive class-size reduction program in
the early grades, spendinig $1.5 billién per year with the goal of reducing class sizes statewide -
from an average of 28 students per class to a maximum of 20. The state has largely been
successful in achieving its goal; by the 19-98-99 school year, over 92 perceﬁt of California’s
étudents.in the targeted grades of K-3 were in classes of 20 or fewer students.'® Howeve—r, in
these'grades the percentage of teachers who were fully credentialed fell from 98 percent in the
1995-96 school year to 87 percent in the .1998-99 school year. Perhaps of greatest concern, this
fall in the proportion of credentialed teachers was largest in schoolé with the highest proportions
of low-income children.'® While un-credentialed teachérs are not uniformly less talented teachers

than those with certification, the trend is discouraging. The ultimate benefits of nationwide

- 35



WHITE HOUSE DRAFT 11/20/2000 _ "~ PRELIMINARY & CLOSE HOLD
CHAPTER 5 OFFICIAL USE ONLY

reductions in class size will depend on our ability to attract and retain greater numbers of highly

qualified teachers, and to providing training to those just entering the profession.

This Administration has supported investments in teachers. Its Class Size Reduction
Initiative requres that teachers hired with federal funds be fully cerﬁ_fied and offers additioﬁal
funds for professional development and teacher certifications. The Teacher Quality Enhancement
Grant program has he]ped to prepare about 3,000 new teachers for high-need school districts and
has iinproved the training of about 17,000 other new teachers. Federal funding for the continued

pf_ofessiona] development of experienced teachers has increased from $335 million for

Eisenhower Professional Development grants in 1993 to $1,000,000 for Teaching to High

Standards grants in the President’s 2001 Budget Request.m,
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The Need for New Schools

In addition to the students and teachers in classrooms, the physical condition of
classrooms and educational materials are also important to a quality education. Comfnunifies
across the country are struggling to address the problems of aging schools. In 1998,.the aver.age
public school was 40 years old and schools in largely poor or minority districts were even

106

older.™ Many older buildings require extensive upgrades of their electrical systems in order to
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install computers, upgrades made even more expensive for some schools by the presence of

)

asbestos in their walls.'”  Older buildings may also require extensive renovations to be

accessible to disabled st_udents.

Increasing enroliments and reductio'ns in class sizes will increase the number of
classrooms needed ber school, putting further pressure on aging educational facilities. The.
Department of Education estimates that $127 billion is needed to bring Arﬁerica’s schools into
.go.odl overall condition. '8 Already, 39 percent of public schools in the U.S. .c-ontéin tem.p01-'ary
additions, one-fifth of which are in less than adequate condition. Schools with higher,fractiohs of .
poor and minority students'®—the very schools whose students would benefit most from
red-uced class sizes—ﬁre more likely fhan other public schools to have temporary bui]dings and
thus will have difficulty housing additional classes-. To help address these p'rob'le'ms,.cu-rrent
Adminilst'raltion spending proposals WOl.J]d leverége $25 b.i]]ion- in school modernization bonds
and $6.5 billion in loans and grants for urgent school renovation to help communities build and |
moderize 6,000 schools and make emergency repairs to another 25,000 over the next five '

i1
years.'°

New Educational Technology and Internet Access
As workplaces require more computer literacy from their workers, schools must prepare their

students to enter the labor force with familiarity with these technologies. Internet access can also

be a tremendous resource in classrooms, giving students new incentives for learning and
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communicating, and connecting them to the resources of libraries, museums, and educational
: 1 5 : . Cp

materials from around the world. Tremendous increases in access to technology within

. American classrooms have taken place over the past 8 years, and federal programs, especially the

E-rate progrém, have played a large role.

Betwéen 1994 and 1999, tremendous strides were made in connecting public schools to the
Internet. The number of public schools with a_connection to the Internet nearly tripled between
1994 ana 1999—by 1999, 95 percenf of all public schoo]s' had a connection to the Internet.
Increases in-Intemet connectivity were even more dramatic fo-r classroom connections:

increasing from 3 percent of public school classrooms in 1994 to 63 percent in 199912

© <insert internet access chart here> -

The federal government has helped local school districts make the transition to the digital age.
Over the last three years, the federal government has a]lo:cated $6.3 Bi]lion through 1ts E-rate
program to connect school and library computers to each other and to the Internet.'”>  These
funds have been targeted to poor students: Schools with 75 percent or more of their students
.receiving free school lunches receive approximately ten times as much funding per student from
'_the program as schools with the smallest percentage of poor students. Most of the funds have

gone to establishing within-building connections between computers.l-14
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‘availability

Other federal programs have also helped schools purchase new educational technology.
In 1997-98, the most recent year for which such data is available, the federal govemfnent spent
$688 million on increased access to technology in schools, in.addition to the E-rate program
funds. These funds were used primafi]y for the purchase of computers and for profeséional
development in using new technology. During the 1997-98 school year, federal funds paid for
one-fourth of new computers in schools. Federal funds were especiélly important in the
acquisition of technology in high poverty schools, accounting for nearly 60 percent of fund.s for

new computers in high-poverty elementary schools.''®

<insert new computer funding chart here>
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For computers to imp-xl'ove the quality of instruction, teachers must know how to use the
techno]ogy and how to integrate its use into classroom instruction. O_ﬁl_y one-half of the public
school teachers with computers or Internet access in their schools réport using these resources for
classroom instruction.''’ Teachers who have _received nioré professiénal development in using
computers. and the Intemnet, younger teachers, and teachers in schools with fewer poor students
were most likely to report using computers and the intgmet. Howev'e:r; a recent study found that
only one-third of teachers with access to computers and the Internet said that they felt well or
very well prepared to use co-mp.ute'rs and the Inlemet, and only one-fifth felt very ;NG:“ prepared
to integrate educational technology into the cla.ssroom.”8 "9 Clearly, more investment in teacher .
preparation 1s needed.- The federal government has helped with ifs Preparing Tomorrow’s
Teachers to Use Technology grant prdgrém,'which supports 1,350 partnerships among collegés,
educational agencies, high tech companies, and non-profit organizations. These partnerships are .
training 400,000 new teachers to be better able to integrate technology into the- classroom. An
additional $150 million has been requested for this program in the Administration’s 2001

budget.'?

Standards and Accoun(abilﬁy
Large- investments in education are taking place in hiring new teachers, in educational

technology, in connecting schools nationwide to fhe Intermet, and in professional development

~for teachers. Yet the changes in American public schools which have happened over the past

decade go far beyond increasing the levels of these investments.
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One of the most significant state-level strategies today is standards-driven accountability.
It is hoped that estabiishing clear performance outcomes and systematically teéting student
progress will help teachers and students .focus their efforts where they are most needed. Spurred
in part by the 1994 Improving America’s Schools Act and Goalé 2000 Acts, state after state has
implemented standards for what all students need to learn in school. Forty-nine states now have
adopted statewide standards for what students should be studying in English, mathematics,
science, and history and the social studies and thirty of these states'i-mplemented these_ standards

since 1994.'2!.

The establishment of these standards has been followed by an increase in standards-based
assessment, Forty-eight states have adopted State tests to assess student performance relétive to
these standards in reading and math and 17 also assess student performance relative to science
and social studies standards. Thirty-six states currently publish some form of report card for
each school, measuring schoo] performance against a number of indicators, including assessment

tests.'?

By implementing challenging, well-constructed tests, schools can raise the expectations
for students, teachers, and parents and provide information about the relative performance of

their local schools.'?

For many years, opinion surveys have shown that Americans believe our
nation’s schools are doing poorly but that their own schools are doing far better than the average.
124 Experts fear that without objective measures, such as standards-based tests, parents, teachers,

and other local decision makers may not realize how children are doing relative to their

classmates or children in other schools.' Broad-based tests of these sorts are relatively new in
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the United States, but cross-country comparisons have demonstrated a positive correlation
between student achievement and the existence of standards and external assessments. These

results provide some indication that the imposition of standards may benefit our children.'®

The federal government has played an important role in spurring the standards movement
by granting more than $1 billion to helpl state and local education agencies in every state
implement school "reformé thfough the 1994 Goals 2000 Act and earlier supporting the
development of voluntary national standards which formed the bésis for many state étandards._127
.In addition, the 1994 Improving America’s Schools Act tied state standards implementation to
continued receipt of Title 1 fuﬁds for -poo'r schools. This legislation requirgd that the stand.ards
used in schools receiving Title I funds be the same standards used in schools not receiving Title I

if such standards existed. This meant that states had to implement uniform standards for all

schools, rich or poor, or risk losing millions of dollars in Title I funds.

- The federal government has also increased its assessment of American students’ progress,

better enabling us to evaluate these state-level reforms. '

In recent years, the Department of
Education has expanded the National Assessment of Educational Progress (NAEP) to track
student performance in each state. From the NAEP, we now Have a valuable set of baseline
indicatbrs against which we will be able to measure student progress. Amendments fo the
Individuals with Disabilities Education Act of 1997 further required that children with
disabilities be included in. state and district-level assessment programs, allowing us to measure

the performance of these children as well.'?
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Increasing Public School Choice

~ A persistent thread in the last decade of educational change has been a call for parental |
choice. Critics have argued that with near-monopolies on public education in é particular
locality, public schools have little incentive to respond to ca]}s for changes. In addition, larger
school districts may find it difficuft to foster innovations in curriculum and school design on the
district scale. Allowing more variation at the school level, with parents choosing between
'different school models, would both allow educators to perfect good innovations and give

-parents the option to choose schools which best.seem to fit their children’s individual needs.

Many states have responded to these critiques by allowiﬁg parents, teachers, or other
interested parties to establish independent publiclschools chartered by state or local education
~agencies. These charters give schools autonomy over their oper_aliqns, and exempt them from
éenain state and local regulations (although not from standards-based assessment) in exchénge
for strict accountability and results. Beginning with Minnesota in 1991, the number of states
allowing such charter schools swelled to 36 states and the District of Colﬁmbia .by the end of -
1999. By the beginning of the 2000-2001 school year, there were 2,069 charter schools in
operation nationwide and the number of such schools was growing by about 30 percent per year.

Although charter schools represent only 2 percent of all US public schools,'*

their rapid
growth has made them the recipients of a great deal of attention, especially in areas where a
significant percentage of students now attend these schools. Charter schools tend to be about

one-third the size of nearby public schools. Most enroll students of similar racial and ethnic

backgrounds as the students in their surrounding districts, although school districts with charter
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schools tend to have larger minority student populations than the national average. Most

reported that they became charter schools to “realize an alternative vision of schooling”."?!

Charter schools have great potential as laboratories of educational innovation, allowing
~individual schools to experiment with a variety of different educational methods and student
populations, while maintaining public accountability. It is hoped that successful charter school

innovations will eventually spread back to the broader public education community.

Helping Students Make the Transition from Secondary School to College

Other federal programs aré helping primary and secondary school students make the
transition from secondary school to further education. The Gaining.Early Awareness and
Readiness for Undergraduate Programs (GEAR-UP) partners.near'ly half a million students in
high-pbverty middle schools with local colleges and universities. These programs provide entire
classes of students and their families with academic enrichment programs; information about
college options, financial aid, and necessary preparations for college; and in some cases college
_scholarships. TRIO programs, such as Upward Bound, help 73(.),00'0-low—income, first-
ger;eration college, and disébled students prepare for and succeed in c-:ollege. After 6 years of
seed money from the federal government, all states have instituted local school-to-work

programs to benefit secondary school students as they prepare for their working lives."*?
Over the past 8 years, federal assistance to help Americans invest in college educations

has also increased. Direct Pell grants have increased from a maximum of $2,300 per student per

year to $3,300, while the Hope and Lifetime learning tax credits also reduced the cost of
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- education for American families. Fees and interest rates on student loans have been reduced,
while the restructuring of the federal student loan program has saved billions in taxpayer

dollars. ‘.33

Innovation and Access in Health Care

Another major aspect of aﬁy individual’s well being is his/her health status. The quality
of medical care available in the United States is the best in the worl-d.134 This excellent ability to -
treat medical conditions has been enhanced by recent medical innovations. .In addition to the
primary benefit of a better and longer life, improved heé]th- can also reduce.the number of sick
days for employees and thereby improve productivity (need reference for fact-check), which in

turn contributes to economic growth.

While new treatments can provlide better care, .they are often very éxéensive, and thus
contribute’ to high medical spendi_ng.. This has prompted the health care system to evolve
processes designed to enéourage utilization of the most cost-effective treatments. Further, the
higher cost of health care treatment makes health insurance coverage very important, yet at the
same makes it more expensive and unaffordable for some fam-ilies. In this section, we will
illustrate the value of some medical innovations of recent years. We will also discuss the
challenges the health care system faces in determining how to apply technology appropriately,
énd how the health care delivery system has tried to address that challenge. Finally, we wi]]
review the effectiveness of tﬁe health insurance system and issues that any proposal to change

the health insurance system must address.
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Innovation

Dramatic innovations in the medical care—often driven by computerization or
biotechnological innovations—have led to improvements such as treatments for previously
untreatable conditions, less .invasive procédures and more accurate diagnostic techniques.-For
example, the.development of minimally invasive laparoscopic surgery was made possible by
advanced digital technology”s. Using new robotic and computer-generated positioning of
instruments and advances in high-resolution three-dimensional video cameras, surgeons can now
perform a wid¢ range of operations with few tiny incisions. During the 1990s, Magnetic
Resonance Imaging (MRI), which provides very high resolution anatomical and pathological
images to enable more accurate diagnosis, was widely diffused in the United States and radically
improved. When doing brain surgery, new - highly computerized open MRI can provide
continuous pictures to guide the surgeon. A treatment of Alzheimer’s disease, which afflicts
more than four million Americans'*®, was not available until the introduction 6f ne\.N. drugs in
1993 that enhance cognitive function and delay disease progrlession.l37 These improvements are
not isolated cases. The number of new drugs approved mirror this trend—from 1995 to 1998, an
éverage of 37.5 new drugs per year were approved, up from 25.2 per year from 1989 to 1994,

and 22.8 per year from 1985 to 1989 (New Molecular Entities)."*®

Costs and Value of Innovative Treatments
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By requiring fewer medical inpﬁts to produce the same or better health outcomes,
medical i-nnovations can be cost-saving. For example; techniques developed and widely diffused
between 1972 and 1990 have made cataract surgery a ten-minute outpatient procedure,
‘eliminating one week of post-operative hospitalization.139 As a result, the treatment cost per
cataract extraction has declined."® Some pharmaceuticals can be cost-saving innovations. Drug
therapies for peptic ulcers™! and dep-ression,'42 for .exam_ple, can sometimes substitute for more
expensive abdominal surgery and psychotherapy and are therefore making the treatments for
these conditions cheaper. Nonetheless, cost-saving-innovations can contribﬁte to higher total
expendiltu.res because more procedures are performed due to lower unit price, reduced risks,

. and/or better outcomes of treating these conditions'*.

As innovations produce better care, they can also increase costs, by requiring more
intense and expensive inputs to produce better outcomés, such as MRI and the treatments for
heart attacks. In -additi-on, the innovations that provide treatments for .previously untreatab_le
conditions, such as prematufe births, one cause of gro.wing-expenditures. From 1975 to 1995,
intensive cardiac interventions such as catherization, coronary. bypass, and angioplasty were
developed and diffused, -with usage 4 to 15 times higher for heart attack patients.'** This was
reflected in an average annual real increase of 4 percent in the .cost per heart attack treated.
Although costs increased, life expectancy after heaﬁ attacks rose by 8 months between 1984 and
1991,]45 and innovations in the acute management were estimated to account for about 55

146,147

percent of the declining mortality. [consider automatic implantable cardiac defibrillate,

which is a computefized chip for irregular heart-beat problem]

49



WHITE HOUSE DRAFT 11/20/2000 - PRELIMINARY & CLOSE HOLD
CHAPTER 5 OFFICIAL USE ONLY

Whether the rapid innovations are .worth the increased costs depends on the value of the
resﬁlting health improvements. Research indicates that better medical interventions have
provided significant health improvements. In addition to the contribution of technology to heart
attack treatménts, other estimates looking at congestive heart diseases also found medical
technology played a large role in decreased mortality (43 to xx %). Between 24 and 41 percent of
elderly people’s decline in functional disability has been attributed to innovations in medical
care. These innovations have contributed to overall advances in _health: between 1990 and 1998,
life expectancy at birth rose approximately 1.3 years, and life expectancy at age 65 rose 0.6 vyear.
The rate of chronic disability declined 1.3% annually between 1982 and 1994.'%'% 150 Another
. study sought to estimate the overall va]ﬁe of innovations relative to their costs between 1970 and
1990. It concluded that the lifetime value of higher quality and longer life outweighed the higher
health expenditures. In sum, medical innovations are cost-effective on average, and new

technology has made the production of health more efficient.'!

The health care system has provided stronger incentives for innovations that produce
better health outcomes rather than less expensive treatments. One reason for this is that people
prefer the best possible treatment, and thus, patients and physicians rarely choose technology that
. ‘produces 1970s results at lower cost to the latest technology that produces better resu}ts at higher
cost. Second, malpractice lawsuit§ may enforce the latest technology as the standard 'of.care..
The legal criteria to establish a medical negligénce is the conventional standard of care, and thus

most physicians would not use outdated technology.'sz_

Finally, the pace of basic scientific
discovery and information technology developments can spillover into medical treatments,

creating an increasing rate of medical innovation independent of health care system. Therefore,
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without cost constraints, cost-increasing innovations for better health will dominate cost-saving

innovations.

Studies suggest that medical innovations have been the main force in rising health care
expenditures in the last two decades, accounting for more than 50 percent of the long term

133, 154 Rising health expenditures can create access barriers indirectly for everyone, by

growth.
driviﬁg up health insurance prices. However, because innovations are beneficial, a system that
simply focuses on ‘containing cost’ would eliminate beneficial ?nterventions. Thus, medical
innovations present two cha]lenges: determining the situations where innovations are likely to

improve outcomes that can justify the additional cost, and structuring a system that utilizes

medical technology in a efficient manner to improve health outcomes as much as possible.
Delivery system innovation

The new economy inlvolves not only-technological but also organizational innovations,
and managed care has evolved as a cost-saving organizational.innovation that attempts to address
rising health expenditures. Becéuse health insﬁrers pay for most health care., the incentives
embedded in the health insurance system strongly influence the efficiency of the entire health
care system. Before the 1990s, the predominate health insurance arrangement was fee-for-
service (FFS), where patients face low co-payments and providers are reimbursed on a cost- -
based method after each medical encounter. This system provides great flexibility to those who
dctérmjne the course of treatment. for a medical condition, which is desirable given the

complexity of medical needs and variability of appropriate responses. However, because the
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'systetﬁ reimburses on the basis of utilization, it also provides few direct incentives to use the
most cost-effective health care technologies and practices. Specifically, physicians have
incentives to over-prescribe services and prdcedures, and patients have incentives to
oversubscribe to those services. To addres_s these problems, the iﬁcentive structgre in the health |

insurance system was changed so that providers would choose the services efficiently.

Managed care employs two mechanisms - financial and non-financial - to alter providers’
incentives: first, it uses capitation, which aims to pay providers a fixed payment for a pool of
patients. Under this fixed payment, providers have the greatest incentive to reduce treatment .
costs, as they retain all savings above .the costs. The second set of to§ls managed care plans use
18 non-.financial utilization management, such as. treatment guidelines, gate-keeping, and
monitoring physicians’ performance to reduce low-valued services. In addition, maﬁaged care
can influence the expected profitability of new technology by reducing reimbursement and
restricting utilization. Hospitals and physicians would in turn slow down the rate of acquiring
and using new and expensive technologies because of lower expected profitability. By balancing
ﬁatients’ desire for better health and the cost-reduction incentives of providers, ﬁanaged care can
encourage more cqst;effective utilization of technology, and promote innovations that improve

health and reduce costs.'>

However, while addressing incentive problems in traditional health insurance practices,
managed care creates different problems. These include incentives for structuring insurance
plans to select healthy patients and the under-provision of services'*®. Fully prospective payment -

provides a strong incentive to select healthy patients whose health care costs will be low, rather
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than actually improving efficiency. Furthermore, providers have an incentive to restrict even
cost effective services because they receive no additional revenue from providing these.services.
" Because patients frequently lack information about the effectiveness of alternative treatments,
and are thus unable to press for better treatment, this problem can be severe. | Therefore, .the
optimal incentive likely lies be;tween FFS and capitation, and involves f)artial cost-sharing by
providers and patients via copayment and coinsurance. Unfortunately the ideal incentive design
.is still unknown. As managed care plans evolve to allow patients more choices, the ability to
influence utilization is undermined. Consolidation among physicians and hospitals in the 1990s
created orggnizations that pay i)roviders by salary or by FES, so that fewer physicians and
hospitals actuaﬂy operate on a fixed 'payrlnent basis. Conéequently, currelnt managed care plans
are quite different from the original plans, because both sets of tools managed care uses to

influence cost-effectiveness have been significantly relaxed.

Empirical evidence suggests that rﬁanaged care was one of the factors that slowed _the
growth in total health expenditures in the ]ast_ decades'’. These reductions were achieved by
-reducing utilization of more expensive procedures, and by paying lower physician and hospital
fees.'> However, further reductions' in utilization méy not be feasible, and managed care’s
159, 160

ability to restrict fees in the future is not certain because fees cannot not fall below costs

Thus, there is uncertainty whether the observed effect on expenditures will continue.

< insert chart on expenditure growth and managed care here >
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If technoloéical progress remains the key force driving expeﬁditures, managed care’.s
effect on the rate of health expenditure growth will depend on its ability to influence the types of
innovation. If managed care can increase cost-saving innovations, then the rate of growth may -
be slowed. However, if patients continue to value health highly and are willing to pay for any
innovations, managed care may be unwilling or unable to impose cost-saving innovations. The
evidence of managed care’s impact on the types and rate of technology adoption is mixed. Some
researchers found that increased managed care enrollment not.only restricts the adoption of cost-

"2 One study

increasing technologies, but also reduces utilization of the new,technologiesm'
found evidence of more cost-effective adoption and utilization of Neonatal Intensive Care Units

in areas with a high concentration of managed care, while a different study found no effect.

Thus, managed care’s longer-term impact on health expenditures is uncertain.
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Improving Health Insurance Coverage

As noted, the health care system in the United States is capable of providing the highest
quality health care in the world. However, that health care can also be very expensive,
particularly treatments for non-routine health care. Even rou.tine health care costs are beyond the
means of some‘people. Thué, health insurance is an important means of ensuring people can get

health care. However, about 4319

million Americans were without coverage in 1999. In this
section we will discuss the current state of the health insurance system, and some approaches that

have been considered for extending health insurance to more people.
The Health Insurance System

The American health insurance system relies primarily on employer-sponsored health
insurance--about 63'7° percent of all Americans (74" percent of all insured people) are cov¢red
by an employer—gponsored program. One reason for this dominance of employer-sponsored
group insurance is that the Federal tax code favors emp'loyer-sponsored insurance. Insurance
premiums paid by firms on behalf of embloyees are not included in the employees’ taxable
income, and in certain arrangements such as flexible spending accounts empléyees can make

contributions to their health care expenses with pre-tax dollars.
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There are several valuable aspects of the employer-sponsored insurance system. One
benefit is that it encourages substantive risk pooling among a firm’s employees, enhancing
insurange affordability and availability for all ris.k categories. In addition, firms can hire benefits
administrators who can evaluate different health insurance. policies and act on behalf of the
employees to ensure quality plans are offered. Finally, insurance compénies ére able to provide
lower premiums to large employers, in part because of the lower administrative cost resulting

from economies of scale.

Because low-income people have a léwer marginal tax rate and are less likely to have
insurance, the tax-preferred treatment of employer-sponsored health insurance provides them a
smaller benefit (See chart). In addition, those who do not obtain health insurance through their
employer must pay for insuranqe with after-tax dollars. This includes not only the unemployed,
but also those people who work for employers that do not offer health insurance, groups that are

more likely to need a subsidy to be able to purchase health insurance.
<insert chart on tax benefit by income here>

People without cmp]loyer-spo.nsored health insurance and who do not cjua]ify for publicly
funded programs must enter the individual insur-ance market if they want coverége. This market
can present problems that limit affordable access. Some insurers may chpse not to cover people
with pre-existing health problems, or sell policies that omit coverage for those conditions.
Insurers may also charge differént premiums based on an individual’s perceived risk; for

example, people with diabetes may have to pay significantly higher premiums because they are
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more likely to experience health problemé. In some cases, these premiums can be unaffordable.

In addition, individual policies have higher administrative costs.

Publicly provided health insurance programs—Medicare, Medicaid, and the State
Children’s Health Insurance Program (SCHIP)—provide an important source of coverage for
many people. Created in 1965, Medicare and Mediéaid provide health insurance for elderly,

172
6

people with disability, and low-income Americans. Over 3 million individuals received

I3 Medicaid offers federal assistance to States that

medical insurance through Medicare in 1999.
provide medical care to ]ow-iricome Americans.. Medicaid served over 28'"* million people in
1999. Hisiorically, eligibility fi)r Medicaid was primarily linked to eligibility for welfare
assistance, that is, for very low-income single-parent families. Medicaid coverage was gradually
extended through a series of expansions in the.lale 1980’s and early- -and mid-1990’s, and
formally de-linked from cash assistance eligibility by the 1996 Personal Responsibility and Work
Opportunity Reconciliation Act to cover more low-in'come households, including both single and
2-parent families.'” In i997, the federal govemrrient created SCHIP to target the growing
number of uninsured children in families that have th)0 much income to be eligible for Medicaid
but too little to afford private insurance. Through SCHIP states can provide heallth-insuranc.:e to

eligible children through Medicaid, a separate state non-Medicaid program, or a combination of

both.

<insert chart on health insurance coverage by income here>
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A significant number—42.6 million people, or 15.5% of the populati.on——remain
uninsured. (See chart) The status and source of insuran:ce coverage varies with income and other
demographic characteristics. Because of the near-universal coverage of elderly by Medicare,
only 1.3% of the elderly were uninsured in 1999. About 17% of the non-elderly were uninsured:
Non-elderly people in lower-income households are more likely to be without insurance: of
people in households below the poverty line, 36% Were uninsured in 1-999. Medicaid was the
source of insurance for alrﬁost two-thirds of the non-elderly those who had coverage, while 27%
were covered by an employer’s plan. In coﬁtrast, only 9% of non-elderly people in households
with income greater than 300 percent of poverty were uninsured, and 92% of the ;:.overed had

; ' ' 1
. insurance through an employer. 76

Part-time employees are much less likely to be insured—31 percent of people in
households with .onl.y part-time workers are uninsured.'”’ This is due in part to firms’ restricting
eligibility to exclude many part-time and temporary workers from health insurance coveragf':.]78
Twenty-six percent of small business adult employees are uninsured (inc]uding those covered
under another person’s policy), compared to 12% of large firm employees.179 This reflects the
fact that small businesses are less likely to offer health benefits, ' perhaps in part because small
firms have a higher share of part-time workers.'gl.Thére are significant differences in health
insurance coverage across different racial and ethnic gl'oups..Approximate]y 11 percent of non-

Hispanic whites, 21 percent of blacks, 33 percent of Hispanics, and 21 percent of Asians and

Pacific Islanders were uninsured in 1999.'%? [NEC: rural vs urban]'

Options and Issues in Health Insurance Reform
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Three. approaches to | subsidizing health inisurance to extend coverage are often
considered. One of these is providing an “above-the-line” deduction of premiums for insurance
purchased in the ﬁoﬁ-group market, which enables people to deduct the full amount of their
premiums from their taxable income, thereby reducing taxes. A sécond approach 1s to directly
reduce taxes by providirig tax credits, which directly reduce tax payments, for health inshrance
premiums. A third approach is-to extend govemment—ﬁfovided insurance to more people, like
SCHIP, which funds state insurance programs for children in low-incohe households. All of
these proposals seeking.to expand health insurance coverage must address the possibilities of
crowding out current health insurance and exacerbating adverse selection while effectively

reaching the uninsured.

Tax incentives as well as direct programs for expanding health care coverage can crowd
out éxisting health insurance. by leading people to drop their current coverage in favor of a newly
subsidized a]temative. A new subsidy may also prompt an employer to stop offering coverage
and thus encourage its employees to‘ use the new publicly-financed insurance or tax subsidy.
When crowding out occurs, government expenditures go not just to the newly insured; some
fractidn of the money goes to people who had coverage and are now switching to a newly
subsidized plan. If crowding out is severe, the cost to the government of each net ﬁeW]y insured
person increases. Moreover, some employees may lose coverage and be unable to find
replacement coverage, reducing the net increase in coverage, or possibiy leading to a net

decrease.
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The mid-range of studies of the Medicaid child eligibility expansions of the late 1980s
and first half of the 1990s found that about 10 to 20 percent of the increase in Medicaid coverage
was due to a reduction in private insurance coverage. Because Medicaid covers mostly low-
income people who are less likely to have private insurance, crowding out is expected to be
modest. In general, if a tax subsidy or expanded government program were available to people
with high income to reach more uninsured, more crowding out might occur since the eligible
population is more likely to include people with coverage. Thus designing a health insgrance

subsidy that is effectively targeted to people who are less likely to be insured will limit crow-out.

Tax credits and tax deduction plans that subsidize non-group health insurance may
produce adverse selection in the employer-sponsored insurance markeﬁ. Adverse selection occurs
when relatively healthy, low-risk ;ndividuals believe the cost of insurance 'is greater than the
benefit, and therefore leave the risk pool. As these healthier people with lower health care costs
leave the original pool, the average cost per person remaining in the pool will increase. When
the medical costs of the remaining participants rise, resulting in higher premium's, still more
- people wi_ll'leave that risk pool. The result is a spiral of rising premiums’for those remaining and
declining enroliment. People who still desire to purchase health care insurance may experience

prohibitively high premiums.

Studies of insurance choices by employees offered multiple health insurance plans have
shown that adverse selection occurs in the group market. One study of government employees
found that premiums for plans with more generous benefits increased much faster than premiums

for plans with less generous benefits. The study attributed the variability in premiums to the
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poorer health status of the people selecting the plans with generous benefits; hea]thy people
opted out of the expensive plan. A second study, where employees were offered a choic.e of
several plans, found that healthy employees were less likely' to choose the more generous benefit
plan, and that the prémiﬁm for the most generous plan became so expensive 'that the employer

dropped it.

- Employment-sponsored group health insurance provides a good base f.or risk-pooling
because workers are attracted to firms for reasons 6ther ;Han health insurance, and therefore a
wide range of health risks exists withiln a firm. The existing tax subsidy encourages healthly
workers to remain in the group pool, because of the less favorable tax treatment for non-group
purchased insurance. However, if a tax credit or above-the-line deduction for non-group °
insurance 1s available, non-group insurance r_nay.be more aFtréctive, thus leading to adverse
selection in the group insurance risk pool. Adverse selection can also. affect the ﬁon-group pool.
Proposals to reduce the rating variability in the individual market must also be careful to employ

pooling mechanisms so as not to drive out the healthy individuals.

Finally, design details of a new tax policy or a new direct subsidy programs will elicit
different participation rates. In addition, a tax credit or deduction that is available only after
premiums are paid may not help individuals who do not have the funds to lpay up front costs. A
partia]lsubsidy might not increase insurance cov.erage among low-income people, because even
modest out-of-pocket expenses can discourage their participation. This may especia]iy affect
families without health problems, who may choose to forgo health insurance to pay for items

such as food and housing. Tax deductions, because they provide only limited benefits to those
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with low income and because most uninsured individuals are low-income, are not likely to lead
to a significant expansion of health insurance coverage. Further, a complex application process
designed to. determine eligibility for government-provided health insurance may have the

unintended side effect of inhibiting participation by otherwise qualified individuals.

Meeting the Cl1.allenge of Covering More People

The Administration has taken steps to extend coverage to more people. As a result, the
number of uninsured has declined for the first time in 14 [?] years. Particularly noteworthy
successes have been the expanded eligibility for Medicaid and the creatioﬁ of the-SCHIP. In
addition, the Health insurance Portability and Accountability Act of 1996 limits exclusions for
pre-existing conditions in employer health ‘insurance plans and for .peoble converting from
employer’s plans to individual insurance. The Administration proposed a Famjinare prbgram to
extend publicly provided insurance to the_pﬁmnts of children covered by SCHIP, coveﬁng more

low and moderate income families.

Although much has been done to ensure access to health care for millions of individuals,
a number of challenges lie ahead. Prescription drugs have become a significant health care
expenditure for many, particularly for the elderly. Helping individuals afford needed prescription
medications is a priority. We must also prepare for a growing elderly population and forecasted
increase.in long-term care needs. And finally, we must continue to work towards providing

access to the health care system for the millions of Americans who remain uninsured.
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Building Livable Communities

As the New Economy presents greater options and opportunities for Ameﬁcans, it also
poses critical cha]lenges' for securing the livability of oﬁr existing and developing communities.
Throughout much of the 20" century the population shifted from central cities to suburbs, with
this trend accelerating in the last decade.'®® From 1990 to 1999 the suburban population grew by
nearly 19 percent, compared to population growth of only 6 percent for central cities. This rate
of increase is étn'king, relative to rates of growth during the 1980s: 15 percent in the cities and

only 13 percent in the suburbs.

However, the New Economy has witnessed a change in the pattern of job location as
well. While central cities are impacted by growth, regardless of where in their vicinities it
occurs, they are no longer the source of the majority of job growth. Rather, new jobs and new
industries are also sblﬂnging up on the fringes of cities, in “technology parks” or “research -
corridors.” Between 1979 and 1999 cities' share pf metropolitan office spﬁcc significantly
diminished. In 1979, 74 percent of office space existed in central cities, and only 26 percent was
found in suburbs. By 1999 the central city share of office space dropped to 58 percent, while the

suburban share expanded to 42 percent.

Though many still seek the high quality of life available in America’s cities, others are
opting for.outlying communities. These suburbs have the potential to offer the best of both .
worlds to American families: the amenities and quality of life mahy pl"efer, and the availability

of jobs formerly associated only with central cities."® However, there are also drawbacks to this
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trend, and communities must invest now in developing plans to channel this growth to ensure -

5

that rapid growth does not spoil the attractive aspects of entire regions.18 With new growth

comes the need to grow in a manner consistent with social well-being and environmental quality.
Economic Forces Driving Suburbanization

Economists have noted the positive relationship between the density of economic activity

6

and.pr,oductivity.18 In the past many economic gains were attributed to access to natural

resources and means of transportation. In contrast, today’s agglomeration economies are often

87 of firms in the same industry which gain from sharing ideas,

bas;d on the clustering’
consumers, and spécialized pools of skilled workers. Familiar examples include the financial
industry cluster in Manhattan, the oil and gas cluster in Houston, and the high-tech cluster in
Silicon Valley. Often freer from traditional resource-related ties to specific ,locations-, New

Economy firms are able to choose from a wider array of potential business sites, and may locate

in a community for its proximity to other firms, its cultural amenities, its livability, etc.'®

‘With current development occurring on the outskirts of cities, rather than in central cities
themselves, development is now consuming land at a rate twice that of population growth. An
average of 2.3 millio_ﬁ acres of land is beiﬁg.consumed annually, with a significant share of this
in fringe suburbs or smaller cities — residential development on lots of one acre or more. Such
discontinuous growth is commonly known as “sprawl.” It is important to recognize that rapid
growth does not have to be unplanned growth; rather, smart growth principles can accompany

and inform successful economic development.
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Given the outward expansion of these new suburbs, it is not sqrpn'sing Fhat rural areas
just beyond the edge of urban settlement have seen rapid growth. In metropolitan counties that
were primarily rural in 1990, population rose by 20 percent from 1990-99 — a much higher rate -
than that in any other type of county. Such areas are becoming low-density urban areas as

farmland is converted to other uses.

Several economic exp]an'ations exist for this form of suburbanization. First, for many of
young, growing firms,lurban areas exhibit diseconomies that offset benefits associated with the
central city. The building stock in many central cities is old, and it may be costly to upgrade
existing facilities to current technological standards. Although efforts are underway to d_eal with

“these problems, such as the President’s Partnership to Advance Technology in Housing (PATH)
which works with the building industry to develop provisions that make building codes more
receptive to rehabilitation, rents in revitalized or redeveloped urban areas may still be too
expensive for new firms to afford to locate there. Similarly, the unintended consequences of
environmental cleanup laws rriay discourage reusing urban properties due to fear of cleanup
liabi]ity.'89 Despite the more than $2.3 billion in leveraged economic development occurring at
brownfields through the national Brownfields Initiati ve,'()o~ there are still hundreds of thousands

of properties for which reuse is hampered by real or perceived environmental contamination.

For these reasons it may be more cost-effective to “start from scratch” in outlying areas.

For example, firms in new “edge cities” may be more attractive to workers seeking to live near
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work, and avoid the congestion and pollution of a central city. Also, by locating near similar
organizations, firms can generate new externalities and benefit from shared resources. In the
most well-known examples, firms in Silicon Valley, California; Cambridge, Massachusetts; and
the Research Triangle of North Carolina benefit from access to pools of specialized high-tech

_ labor.

Sprawl, defined as dispersed' devg]opment beyond metro centers, often stretches along
established.highways and thrbughout rural areas. Identified by low-density residential and
commercial settlements, sprawl often requires reliance on automobiles for transportation,
including long-distance commutes. Jurisdiction over transportation routes and systems, as well
~ as over housing and economic development decisions, is often fragmented among different local
and state governments, resulting in little coordinated inﬂugnce on land-use decisions. Carefully
aligning decision making with the government entities to which tax revenues accrue can help.
Facing such problems may require regional commissions concerned with the spillovér effectsl
that community decisions have on neighboring municipalities. Often, sprawling communities
are divided by great fiscal disparities and distinctly zoned land uses.l91 Planners interested in
‘regional- growth may be better able to work with communities to accommodate new development
collaboratively, ensuring proper population density throughout a region. HUD main.tains that if
economic growth took into account the underutilized resources of central cities and the
externalities of sprawl, central cities would capture a Jarger share of growth. O.ne example of
their efforts is the HOPE VI initiative that seéks to eradicate and replace severely distressed

public housing, and to revitalize surrounding communities.
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Challenges of new growth.

In terms of jobs and tax revenues, the rapid economic growth of technology centers
provides benefits to suburban communities and central cities alike. However, this growth can
also bring significant costs to entire re:gions.192 Many suburban communities are becoming
increasingly congested and are in danger of losing the very attributes that make them attractive
places to live and work. Increasing population strains public resources like schools and parks.
Affordable housihg is moving farther'away from jobs, in.creasing average com.muting distances
throughout metropolitan areas. However, commuting is only one factor in inpreasing congestion.
Four out of five house_hold trips are now for non-commuting pu1posés, and distances between
home, shopping, schools, recreation, etc. are increasinglg?. The resulting traffic problems,
worsened by limited public transportation? often rhake dﬁving difficult and time-consuming and

increase the demand for new road construction; however, transit-oriented development can help.

Unplanned growth affects environmental quality,'® as evidenced by water quality, air
qua]ity, and land use pattems.l95 Increases in paved surfaces, including roads, buildings, and
parking lots, can contribute to deterioration of water quality and to an overall loss of greenspace.
This loss of greenspace leads to less effective natural drainage, poorer water quality, and a
dramatic increase in the potential for flooding in some areas. For example, residents along
California’s Russian River experienced four major floods in 3 consecutive yearé. Hydrologists
attribute such events in part to urbanization’s effects on stream flow: downstream runoff into

196

streams and rivers increases as impervious surfaces from development increase. ° Impervious

surfaces are defined as any impenetrable material that prevents infiltration of water into the soil.
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Increased traffic not onlS/ affects conﬂmuting and qﬁa]ily of life, but also ambient air quality, as
emissions can lead to elevated levels of ozone and particulate matter. While national air quality
trends have improved ovef the last 10 years, as of September 1999, 121 metropolitan areas stjll
did not meet the national standards for air pollutants. This pollution affects the health of
residents, especially those in sensitive segments of the population. For example, incidence of
pediatric asthma, aggravated by particulate matter, sulfur dioxide, and ozone, has increased 55

percent between 1982 and 1996.
Economic Dimensions and Solutions

One of the difficulties with ensuring éppropriate development is fhat the costs énd
benefits of development are.typically borne by different entities; decisions benefiting private
individuals may have adverse public effects, but private decision makers ﬁre unlikely to weigh
these social costs. For example, individuals may prgfer homes on large private lots, distant from
both city centers and major highways.;' However, these homes réquire new roads, more driving,
and the installation of public utilities. If a large number of individuals chose to live in such
homes, the negative externalities that the decision generates — increased traffic, air _pollutidn,
impervious surfaces, and increased lbcal property taxes — cén out\yeigh the be'nefits individuals
receive. The results of such decisions are evident in many areas of the country, andi are

particularly vivid in Atlanta, Georgia.
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The true economic cost of building a new home should include the costs of the associated
externalities created by developers and homeowners, but quantifying these social and
environmental burdens is more difficult than identifying the private costs of cievelopment. There
are, however, positive steps that can be taken in th?s direction. For instance, studies have found
that the additional tax revenue received from new development does not cover the installation of
roads and water utilities, and the provision of public services to new residents. If new
development were required to bear the full cost of services, including infrastruéture, the resulting
pattern of development would be less like urban sprawl. Many governments have begun to
assess impact fees on new construction so that the financial burdens of infrastructure and public

service provision are included in development decisions.

Communities are beginning to use other kinds of economic _incentivc5199 to achieve
outcomes more consistent with smart growth. For example, some communities, such as South
Bend, Washington, have imposed fees on imperQious surface area to encourage development
with less detrimental effects on water quality and flooding potential. Other communities are

using road pricing to improve traffic patterns. San Diego charges solo drivers in the express
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lanes of 1-15 higher prices during congested times than duriqg off-peak hours. The use of
elect;‘onic transponder technology to idcnti_fy motorists and collect tolls makes thisl system
possible without the significant slowdowns caused by toll collection plazas. Other communities
use transferable development rights to provide incentives for maintaining land in agriculture aﬁd

other uses that maintain open space and provide ecological benefits.

The Clinton-Gore ~Administration’s  30-point  Livable - Communities Initliative:200
encourages “smart growth.” It sets forth several principles to align Federal policy efforts with
smart growth priorities, and to encourage greater planning and-colordination over larger regions
to resolve existing negative externalities. The Livable Communities Initiative seeks to _sdstain
prosperity, expand economic obportunity, enhance tﬁe quality of life, and build a stronger sense
of community. It provides funds for regional smart growth efforts, including Better America
Bonds for state, local, and tribal governments. The initiative aims to reuse brownfields and
preserve gréen spaces, ease traffic congestion, restore senses of community, promote
collaboration among neighboring municipalitie's through regional governance, and enhance
econonﬁc competitiveness. In addition, such smart growth efforts attempt to counter various
socially undesirable effects of sprawl: racial segregation, concentrated poverty, decreased
personal interaction, and a less active civil society. Initiatives oh the stateland local levels are
beginning to have real impacts on communities. Examples of such progress are found in the |

d20]

State of Marylan and the City of Chattanooga, Tennessee. 2"
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Many of the areas of new and rapid growth are characterized by the combination of aﬁ
educated workforce that places emphasis on the quality of life and favorable economic
conditions. Therefore, they have both the constituency to demand change and the resources
necessary to implement it. There is evidence that business and comm'unity ]éaders are alr;ady
recognizing the costs and impacts of sprawl and acting to mitigate its negative effects. In areﬁs
suth as the Washington, D.C. Beltway, Boston, San Francisco, and Seattle, leaders are acting to
improve land use and transportation decisions and to enhance environmental quality. The
success of these endeavors will depend on the ability of these communities to make hard choices

and find creative solutions to the challenges of urban sprawl.
Conclusion

These historic improyements in the well-Being of Americans have come in large part
because of Administation policies that have ledlto unprecedented growth. This continued 'growlh
“has provided sufficient opportunities to those who are often the last to benefit from growth. Our
most disadvantaged Americans have also benefited from particular policies that have helped ease

the transition from welfare to work, improved educational opportunities, and increased access to
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health éare. By improving outcomes for those who are in danger of being left behind the naltion_
as a whole benefits. Helping those on welfare secure employment, increases our labor force helps '
our economy expand further. Throughout this. Administration we have successfully maintained
high levels of economic growth along with low levels of inflation. We have kept interest rates
low, helping Americans purchase homes of their own. We have created jobs, bringing mjlions
into ;he work force. We have also invested in the education of our young people, helpingto

. ensure tﬁat future generations will have the skills necessary to succeed in the new economy and

to help our country become even more productivé. And we have provided health care to millions

" more Americans. The Administration has also worked to ensure that our communities have the
amenities families desire, safe streets, lower pollution, reliable traﬁsportation, and_acsess to

green spaces.

‘While these gains have been substantial, there are also many challenges that remain,
challenges that can be hé]ped by continued policies that combine economic growth with policies
that reach out to help those who still need our assistance. We have made enormous strides in
helping the least well-off Americans but there are still substantial disparities in income,
education quality, access to health and the quality of life. These differences must be addressed.
Furthermore, we must consider how to help those who need additional assistance even in this
time of strong economic growth, our elderly, our disabled, and our children. Americans are
certainly better off than we were 8 years ago, but there is still more we can do to ensure an even

brighter future for all Americans.

o . -
Source: Bureau of Labor Statistics, Current Employment Statistics. (Web

site . . . http://stats.bls.gov/ceshome.htm.)
2 hip://146.142.4.24/cgi-bin/surveymost (bls web site)
3 Census poverty book
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Chart 5-1 Jobs are Plentlful Now. The Black and Hispanic Annual Unemployment Rates
are at Record Lows.

Unemployment Rates by Race/Etthlty, 1993 1999
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Source: Department of Labor (Bureau of Labor Statistics).
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Chart 5-3 The Number of AFDC/TANF Recipients has Fallen Dramatically.

Number of Individuals Receiving AFDC or TANF, 1993-1999
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Chart 5-4 The EITC has Expanded Greatly During the Clinton Administration.

Maximum EITC Benefit in Constant DoII'ars by Current-year Earnings, 1993 and 1999
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Chart 5-5 Leap in the Labor Force Participation of Unrﬁarried Mothers Closely Followed
Increases in Maximum EITC Benefits.

Maximum EITC Benefits and the Labor-Force Participation of Unmarried Mothers
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Chart 5-6 When Combined with Maximum EITC SubS|dy Rate, the Real Minimum Wage is
‘as ngh as Ever |

The Real Minimum Wage Over Time Combined with EITC Subsidy Rates for People with Two
or More Children
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Chart 5-7 Dramatic Declines in PoVerty Rates in All Areas—Particularly in Central Cities.

Poverty Rates by Area Type, 1993 and 1999 .
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Chart 5-8 Poorer School Districts Rely More on-the Federal Goverhments than do

Wealthier School Districts.

Per-pupil School District Revenue by Source and District vaerty Quartile, 1994-1995
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Chart 5-9 Access to the Internet in Schools has Grown Dramatically.

Int_ernét Access in US Public Schools, 1994-1999
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Chart 5-10 High-poverty Elementary Schools Receive Fewer Computers from Private and
Local Sources, More from Federal Funds.

Number of New Computers Received by Elementary Schools in 1997-98
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Chart 5-11 Growth in Health Expenditures was Smaller During Years of _Mananged Care
Expansions. -

Growth Rate of All US Health Expenditures and Percentage of the Insured in Managed Care
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Chart 5-12 Value of Federal Tax Exemption for Health Insurance Rises With Income.

Average Federal Tax Benefit from Health Insurance Tax Exemption, 1999
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Chart 5-13 The Well-off Receive Health Insurance through Employers. Those with Lov\ver‘ |
Incomes Recieve Health Insurance from the Government, or not at all.

Health Insurance Coverage bf the Non-elderly by Coverage Typé and Family Income, 1999
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