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banking prevented bankers from straying too far from the geographic areas they knew well.
Given the massive financial instability of the 1930s it was arguably important to narrow the.
range of activities that banks could follow. Those rules are not needed today and the easing of
interstate banking rules, and the passage of the Financial Modemization Act, have removed
them, with appropriate safeguards. These steps are allowing consolidation ih the financial sector

that provides efficiency gains and new services for consumers.

Social Policies. As shown earlier, the stunning economic performance over Fhe past eight
years has reached down to provide sharp reductions in poverty and across-the-board
improvements in income. An important reason for this is that the expansion has brought a high
employment economy that has provided economic opportunities for disadvantaged workers or
those who have not yet acquired adequate marketable skills. Ina tight labor market, employers
hire and train workers they might previously have passed over. But beyond this, specific

policies have expanded opportunity.

The EITC program increases the payoff to work. Since 1993 there have been increases in
both benefits and in the scope of coverage. In 1999 $32 billion was paid to beneficiaries
compared to $18 billion in 1993 and the number of families receiving assistance increased by
one-third from 15 million to nearly 20 million. Operating in tandem with the EITC is the

minimum wage. With the additional increase of $1 in the minimum wage passed this year and
QQ’VD VS i s Hhe Pmpw@m ¥ g%ir&-’_ /W‘J

combined with a pessffte 40 percent EITC subsidy, many low-wage workers will receive an
N ——— levshng-_ dbghoiddidog 4 up¥v

effective wage minimum of $7.21 per hour of work (although the cost to employers is much

lower). Welfare reform-
_NSERTA”
clfare reform in 1996 created strong work requirements and incentives; as a result, millions of
parents have moved from welfare to work and, of those remaining on welfare, the percentage
working has increased nearly fivefold since President Clinton took office.
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Wmd—ﬂaam-as—they—mkﬁhﬁransiﬁon. EC and EZ programs, and the recently passed New
Markets initiative, help spread prosperity to regions that have been left behind by economic

growth by providing funds for growth initiatives and tax incentives for job creation.

Some people suggest restrictions should be imposed on the labor market that would limit
its efficiency in order to achieve social goals. Others have suggested that any government
programs that help the disadvantaged will reduce incentives and discourage economic growth.
Only a laissez-faire market is compatible with the adjustment necessary 1o achieve strong
performance. The ElTC}felfare}réfom], adjustment assistance, and support for life-long
learning all suggest thai these views are wrong. They show how it is possible to design policies
10 aid the disadvantaged or to assist those facing change while at the same time maintaining a

Jabor market that provides incentives for work and change.
What is the New Economy?

Economic performance has been so strong and so different from the prior two decades
that claiming there is New Economy is, in a sense, self-evident. When productivity growth and
GDP growth sharply accelerate. When the stock market triples in valué. When unemployment
and inflation are the best since the 60s. When poverty starts to fall again after years of trend

deterioration. When incomes increase across the board. These changes reflect a New Economy.

In addition, the economic transformation we have described points to a New Economy.

Information and communications technologies (ICT) have contributed hugely to economic

29
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THE CHAIRMAN

November 3, 2000

MEMORANDUM FOR THE HONORABLE BRUCE REED
ASSISTANT TO THE PRESIDENT FOR DOMESTIC POLICY

FROM: MARTIN N. BAILY W%ﬂ

SUBJECT: 2001 Economic Report of the President

Attached are second drafts of relevant chapters of the 2001 Economic Report of the
President for your review. Please return your agency’s comments by Noon, Monday,
November 13. As with the first drafts, we would appreciate it if your comments are
consolidated, focused on substance, and entered on one copy of the chapter.

Comments should be delivered or faxed (202-395-6958) to Audrey Choi, Chief of Staff,
Room 314, Eisenhower Executive Office Building. Please note that this draft is For Official Use
Only and should not be made public in any way.

Thank you again for your cooperation and assistance.
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FROM: MARTIN N. BAILYW

SUBIECT: 2001 Economic Report of the President

Attached is the draft of Chapter 1 of the 2001 Economic Report of the President for your
review. Please return your agency’s comments by Noon, Monday,
November 13. As with the previous drafts, we would appreciate it if your comments are
consolidated, focused on substance, and entered on one copy of the chapter.

Comments should be delivered to Audrey Choi by messenger (Room 314, Eisenhower
Executive Office Building), by.fax (202-395-6958), or by e-mail (audrey_choi@cea.eop.gov).
Please note that this draft is For Official Use Only and should not be made public in any
way.

Thank you again for your cooperation and assistance.

Attachment
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Pcople First.” And indeed that pledge has been met. While the phrase “the new economy”
typically brings to mind technological innovation and globalization, arguably one of the most
important outcomes has been the change in the well being of the American people. By virtually
any measure, Americans are better off today than they were eight years ago. Furthermore, as we
highlight in the chapter, many of these improvements have benefited those who have been
among the hardest to reach. Yet despite the dramatic gains, there is still more to do. Through a
combination of public policy and continued economic growth>ll1e country can build upon its

recent successes and tackle the remaining problems. /Y
Good News from the American Economy

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

brought tremendous gains to the poorest segments of our society.

" The gains in employment have been astounding. Since 1993, 22 million new jobs have

been created and more Americans are employed than ever before. The unemployment rate has
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fallen to 3.9 percent, the lowest level since 1969 and black unemployment has reached 7.0

)

percent, the lowest level ever recorded.
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At the same time, earnings increased substantially for African Americans. The carnings of full-
time year-round black workers increased by $2,379 or 8.6 percent in just this past year,

substantially closing the gap between the earnings of white and black males.

These gains in employment are echoed in growth in income and decreases in poverty.
Median household income reached a new high of $40,800 in 1999, up 2.7 percent over the
previous year, and 14.9 percent from 1993.. Importantly, many of the most disadvantaged
subgroups experienced the largest improvements. Median income for African American
houscholds increased by 7.7 percent in the past year and by 24 percent since 1993. The poverty
ra-te for African Americans is now the lowest ever recorded. Female-headed houseﬁolds_ are
another group that has often been left behind. This year, however, median income for female

headed households increased by 4.8 percent for a total of 18.0 percent since 1993. For years

poverty in central cities has seemed intractable, yet here too the situatiop4s improving; residents

of central cities experienced an above average increase in median j#come and the largest declines

in poverty of any geographic area.

ol d rcort dneps i Ind ety
2
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The strong economy coupled with Administration policies have lead to a long list of
improvements 1n the quality of life for Americans. Low interest rates and a strong economy have
become home owrieLs
helped more Americans than ever beforc afferd—e-home. In the second quarter of 2000, 67.2
percent of American families owned a home up from 63.9 percent in the same quarter of 1993.
Improvements in job opportunities, additional police officers, and tighter controls on guns have

all contributed to a dramatic reduction in crime, with violent crime falling by 35 percent since

1993.

After—years—of—decline, r public schools are_impreving. More young people are
graduating from high school than ever before, and more are attending college. SAT math scores
have reached their highest level in 30 years and verbal SAT scores have held steady despite an

increasing number of non-native English speakers taking the exam.

Strides have also been made along the public health dimension. The number of teenage

pregnancies has declined 14 percent since 1993, and smoking among teenagers declined for the
——T —

first time in nearly a decade. The fraction of high school students who said they had smoked a
cigarette in the preceding 30 days fell from 36.4 percent in 1997 to 34.8 percent in 1999. There is

good news for both the youngest and oldest Americans. Infant mortality is down from 8.4 per
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thousand in 1993 to 7.2 in 1998. Deaths from heart disease, cancer, strokes and HIV are all
down, and life expectancy is up. A child born in 1998 can expect to live nearly 76.7 years, up

from 74.9 years just 10 years earljer.

While these statistics present a glowing picture of the new economy, more work remains
to be donc.- Despite the tremendous recent gains, the incomes of minoritics remain significa@
below those of whites and poverty is significantly higher. Infant mortality and life expectancy
also differ substantially by race and ethnicity, as does access to a quality education. As the

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

The new economy has been characterized by new technologies, new methods of
communication, and new avenues of trade. However, it has also brought with it new ways of
providing for the least well off Americans. With a strong economy and a policy of making work
pay, more Americans than ever before are participating in the labor market, and the number on
welfare has fallen dramatically, Low income families are receiving assistance in making the
transition to independence throuéh a network of social programs designed to help families bridge
the gap from welfare to work} By placing the emphasis on helping working families, the

administration has changed the tenor of social welfare policy.

e




Teen Birth and Pregnancy Rates
Rev. 8/8/2000

Number and Percent of | 1991 [1992 [1993 | 1994 | 1995 | 1996 {1997 | 1998 | 1999 | % % %

Births to Teens (15-19) change | change | change
1991- 1994- 1998-

1999 1999 1999

Number (thousands) 519.6 | 505.4 | 501.1 |[5S05.5 [499.9 |491.6 |483.2 |4849 |4757 | -84% -5.9% -1.9%
Percent of all births to 12.65% | 1242% | 12.78% | 12.82% | 12.64% | 12.45% |12.45% 12.3% 12.03% | -.6 pectg ) petg -2 pctg
teens pts pts pts

Source: “Births: Preliminary Data for 1999, National Vital Statistics Reports, August 8, 2000, NCHS, CDC; “Births: Final data for 1998, National Vital Statistics Reports,
March 28, 2000; “Declines in Teenage Birth Rates1991-1997: National and State Patterns.” National Vital Statistics Reports, December 17, 1998.

Births Per 1,000 Teens 1991 [1992 [1993 [1994 [1995 |[1996 | 1997 {1998 | 1999 | % % %
(15-19) by ' change | change | change
Race/Ethnicity ' 1991- 1994- 1998-
’ 1999 1999 1999

All teens 62.1 60.7 |59.6 |589 [56.8 [544 [523 |51.1 |49.6 |-20.1% |-15.8% |-2.9%
Hispanic teens 106.7 [ 107.1 ] 106.8 | 107.7 [ 106.7 .| 101.8 [ 97.4 | 93.6 | 93.1 -12.7% | -13.6% | -0.5%
Black teens . 118.9 [116.0 [ 112.2 {107.7 [99.3 |942 [90.8 | 854 |81.1 -29.8% | -24.7% | -5.0%
White Teens 43.4 [41.7 |[40.7 |404 |[39.3 |376 36.0 | 35.2 }34.1 -21.4% | -15.6% | -3.1%
American Indian 5.0 |84.4 |83.1 80.8 |78.0 |739 71.8 | 72.1 | 67.7 |-204% |-16.2% | -6.1%
Asian /Pacific Islander 274 |26.6 |27.0 271 [261 |246 [23.7 |23.1 [22.6 |-17.5% |-16.6% [-2.2%

Source: “Births: Preliminary Data for 1999,” National Vital Statistics Reports, August 8, 2000, NCHS, CDC.

Pregnancy Per 1,000 Teens | 1991 1992 1993 1994 | 1995 | 1996 % change | % change % change
(15-19) 1991-1996 | 1994-1996 | 1995-1996
All teens 116.5 112.8 110.4 | 107.6 | 102.7 | 98.7 -15.3% -8.3% -3.9%
Hispanic teens 164.6 167.8 166.1 |167.2 |162.8 [157.1 |-4.6% -6.1% -3.5%
Black teens 221.7 217.3 211.7 [201.2 [ 1844 |177.8 |-4.6% - |-11.6% -3.6%
White teens 84.7 79.3 76.9 745 |71.6 |68.1 -19.6% -8.6% -4.9%

Source: “Trends in Pregnancies and Pregnancy Rates by Outcomes,” Vital Health and Statistics Reports, February 2000, NCHS, CDC.
Note that there is a lag in reporting pregnancy data because it combines birthrate, abortion and miscarriage data.- Pregnancy data for unmarried women is not

available for specific age groups.

1 Note: This chart does not include data from CDC’s July 14, 2000 Morbidity and Mortality Weekly Report (MMWR) including teen pregnancy rates for 1997; because the
MMWR report used a different methodology to calculate teen pregnancy, this data is not comparable with the data put out by NCHS. However, this data does indicate that there

was a decline of 7.8 percent in pregnancy rates for teen 15-19 from 1995 to 1997.



Teen Birth and Pregnancy Rates
Rev. 8/8/2000

Number and Percentof [ 1991 [1992 [1993 1994 [1995 | 1996 | 1997 | 1998 | 1999 | % % %
Births to Unmarried change | change | change
Teens (15-19) 1991- 1994- 1998-
1999 1999 1999
_ Number (thousands) 357.5 3539 3574 381.5 375.7 3733 376.1 380.9 373.8 +4.6% -2.0% -1.9%
Percent of teen births to 688% | 70.0% | 71.3% | 75.5% | 75.2% | 75.9% | 78.2% | 78.6% | 78.6% | +9.8 +3.1 No

unmarried teens

pctg. pts | petg. pts | change

Source: “Births: Preliminary Data for 1999,” National Vital Statistics Reports, August 8, 2000, NCHS, CDC. “Births: Final Data for 1998,” National Vital
Statistics Reports, March 28, 2000, NCHS, CDC.

Births Per 1,000 1991 [1992 [1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | % % %
Unmarried Teens (15- change | change [ change
19) by Race/Ethnicity 1991- 1994- 1998-

1998 1998 1998

Unmarried teens 448 (446 |445 464 |444 (429 |422 |41.5 | N/A . -7.4% | -10.6% | -1.7%

Hispanic unmarried teens | 72.4 | 72.9 [74.6 |82.6 |78.7 |745 752 |739 |[N/A |+2.1% |-105% |-1.7%

Black unmarried teens 108.5 [ 1059 [ 102.4 | 1009 [ 92.8 |89.2 |86.4 |83.4 |[N/A |[-23.1% |[-17.4% |-3.5%

White unmarried teens N/A |N/A |[N/A |28.1 |27.7 [27.0 |259 |257 |N/A |N/A -8.6% |-0.8%

Source: “Births: Final Data for 1998,” National Vital Statistics Reports, March 28, 2000, NCHS, CDC.

N/A: Until 1994, data on non-Hispanic white unmarried teens was available only during the decennial census; also birth rates for unmarried teenagers for 1999
are not yet available. '

Highlights of trends:

Teen birth and pregnancy rates for all groups of teens have continued a steady decline since 1991 and have reached historic lows. The birth rate for 15-19
year olds is now the lowest it has been since we began collecting data on teen births 60 years ago.

Teen birth rates declined more quickly from 1998-99 than from 1997-98, showing that the rate of improvement in teen birth rates is not slowing despite
prolonged declines.

The largest declines in teen birth rates since 1991 occurred among black teens. American Indian teens had the largest decrease (6%) in the past year.

Teen pregnancies are at a record low, declining for all groups (though at a bit slower rate for Hispanic girls) according to our most recent data (1996). Data
released by CDC’s in Mortality and Morbidity Weekly Report (7/14/00) found that this decline continued in 1997 (see footnote above).

The absolute number of births to unmarried teens has increased from 1991, but decreased about 2 percent from 1998 to 1999.

The percentage of all teen births to unmarried teens has risen over the 1990s by almost 10%, driven by a faster decline in married teen births than in
unmarried teen births; however, this percentage leveled off between 1998 and 1999.

The rate of births per 1,000 unmarried teens has declined by more than 7% during the same period.

Among unmarried teens, the birth rate remains highest for black teens as of 1998.
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Welfare Reform

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

the number of individuals receiving welfare. The administration began working toward//welfare

tecord

reform in 1993 by approving a/\number of waivers that allowed states to implement changes in

their welfare programs on an expenmental basis. As of August 1996, 43 states had 1mp]cmcntcd
/" A '\'}\73 .4(:\ 'P/‘L b L,).'__“ PR ‘\‘:‘”\‘L AN
waiver programs ‘and case loads had begun to fall.
L
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Thesc state level changes were followed by passage of the Personal Responsibility and
cinaahon 1
Work Opnonuni y Act (PRWORA) in 1996. This Act dramatically changed the welfare system
N\

on a national leve] It replaced the Aid to Families with Dependent Children (AFDC) program
whe L Al 4 N

R 94\\.‘ -

with a program of Temporary Assistance y@Needy Families (TANF), established time limits on

welfare receipt, and placed the emphasis on helping families leave welfare and enter the labor

market. Families are aided in this transition through provisions that subsidize the earnings of

low-income workers, offer assistance with child care, and ensure continued access to health

insurance. M@ waf(//" WLSM C% -

als9, WAMWMW 0 b Dace charpio Lo
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TANF differs from. AFDC in several fundamental ways. Under the former AFDC

LY e o <+
program states set beneﬁt levels, (and received matching grants from the federal government {0
/"L_,/l\{“‘\./\‘k X !L‘/\Nl\,wih(}\ ;\.--J ’lf;\_l A L-"J‘-l/ %-"-{

help with the cost of the program. In contrast, TANF provrdes states with block grants which
work

they use to finance bcneﬁts)&nd/\suppon other related programs. Under TANF states have much
A

more flexibility in how the money is spent than they did under the former AFDC program.

Second, the new system contains strict time limits and work requirements: Federal funds cannot
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be used to pay benefits to recipients who have received assistance for a lifetime total of five

) ‘HF\Q’
years, although states can exempt a sm.u?gaction of recipients from this require \‘Qe
Ve isid r{od«ﬁ
Altematively, states may set even shorter time limits. In 1999 38 states used the 60 month\time Sl

L Some (2D TanF s/ee Repr?
Jimit. With respect to work requirements, TANF recipients must work in some capacity after two

years of receiving benefits. Again states have a good deal of flexibility in implementing the rule

Al (7)) 1ANTE gjoo REPT?

and particularly in strengthening requirements. In 1999 28 states had ‘welfare policies that
imposed immediate work requirements in lieu of the two year ﬁ-t- Fmdlly, a third dimension in
which TANF and AFDC differ significantly is the ability of states to design the parameters of the

program to best suit their needs. While states always had the freedom to set benefit levels, TANF .

S ER VN S
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allows them to establish their own income disregé-r—d_sﬂ,mincd;ﬁc limits and asset tests. The majority
JW"\ WS O "’j
of states have used this freedom tq, decreasq the implicit tax on earnings. The AFDC program
&

required reducing benefits dollar for dollar for any earnings above $90 per month if the

d

individual had been enrolled in AFDC for one or more years. This “tax” create;{ a strong
disincentive to work, as in many cases the AFDC participant could receive no increase in income

from additional hours of work. Under TANF most states impose a more gradual benefit
tawd _

reduction rate to encourage greater workforce participation. A .S‘fbko ot odov "'S"\‘f e
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Followmg these changes, case loads have fallen dramaucally Since August of 1996 a

total of 6 million individuals have left welfare. This represents a reduction of 49 percen@
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TANF, 1936-1999
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Looking back to 1993 to include the reductions that took place during the period of state
waivers, the welfare caseloads fell by 7.8 million or 56 percent. Declines in some states have
been even more dramatic. In Wisconsin, for example, the number of welfare cases fell by 70

percent between 1996 and 1999, and by 82 percent since 1993. [Can anyone help us get

estimated 2000 numbers before our deadline?] MO O,d{\ w\bo"ﬁd ”\V"V\L’eﬁ bu.-
DO (0 ki nggaf s JALE G gl hewrt net rove @OS‘M"
nav\ s to etlutate [ wtu W PINAM (Qr Wj

The 1996 reforms have undemably been a success in reducing the number of individuals
receiving welfare. Howcver, reductions in case loads are not the only measure by which to judge
the accomplishments of the policy. An important outcome is the well being of individuals once

. they leave the rolls. Becz;use welfare reform was so recently implemented, little informatioﬁ
exists about the outcomes of those who have left welfare. Much of what we know comes from
studies conducted by a small set of individual states and counties, often including data from the
state waiver experiments undertaken prior to PRWORA. This Report supplements this state-
level information with new results from the Mnel of the Survey of Income and Program

Participation (SIPP), providing some of the first evidence of the effect of welfare reform for a

o aﬂeo «WLM“LOD&’% W"LC 6
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nationally representative sample. The majority of our results from SIPP are based on a sample of
individuals who leave welfare and are observed for at least 12 months following the exit.
Individuals are first observed in@of 1996 and survey data currently exists through the spring
of 1998. We are therefore examining the experience of soﬁc of the early leavers after welfarc
stme imit fo A fw’\"t
L; whod o a oo “‘7\

reform, and are unlikely to observe the effect

When considering the outcomes of the 7.8 million individuals who left welfare, one of
the first 1ssues that comes to mind is the incidence of recidivism—lhe-number of individuals
cycling on and off the rolls. Here again, the results are encouraging. Data from SIPP show that
only 25 percent of the leavers in the sample return to welfare during the firsts 12 months after
exit. The majority of those who do return do so quickly; 18 percent of those who exit return
within the first 6 months of leaving while only 7 percent return during the second 6 month

window. One would imagine that the probability of returning would continue to fall with the

length of time off welfare. Thind art- whoo Ol2dc Shidies Thed 1 —

Nlidadsinn, iacd HDT

A key component to successful exits from welfare is the ability to obtain a job and remain

employed. Efforts to help individuals obtain jobs have tended to use one of two strategies. The
“work first” apprsoch

first aims to get people employed as quickly as p0351blc assumning the work itself will teach thc

%ﬁ skills needed to remain in the labor force and eventually move to a bctler Jjob. In this approach

j;g@

the focus is on maintaining some attachment to the labor force rather than on initial wages. The

alternative approach uses more extensive training prior to entering the labor market. In this case
syorie first

labor market entry is delayed, but the initial job should be of higher quality. The first method is

by far the most commonly employed, and initial evidence indicated that it was more successful.
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However, a new study comparing outcomes across counties in California finds that over the long

term the results for the two methods appear to be similar.

Although the increases in employment were not as dramatic as the declines in case loads,

the gains in labor force participation are still substantial. Data from studies of several different

coon S e g0,

Fa

states show that aEproxlmdlcly 55 percent of those leaving welfarc werc employed in any
particular quarter in the year subsequent to leaving welfare. Of those who took a job, 40 percent
remained employed for é year and 70 percent worked during at least one quarter in the first year
off welfare. On a national level, the outcomes are equally encouraging. Data fromilil? §how
that of thosc observed for 12 months after leaving welfare, 66 percent were employed at some
point and 62 percent of this group (41 percent of the total) had earnings in all four quarters of the
year. A large fraction of workers not only have earnings in all four quarters, but were 1@/&
continuously employed, and many of these were employed full-time. Thirty-two percent of
welfare-leavers worked 50 weeks or more during the year, and 40 percent of this group worked

35 or more hours in every week.

E MUA %ji L/us‘} ﬁ«z_/ﬁ 7/&

1 Nasern e .
Importantly, ‘the rates of employment mcreased even among those who remained on

welfare. In 1999, 35 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 future exits for these indiviauals. In both groups of workers, the importance of the new
economy should not bé understated: The longer the cconoﬁﬁc expansion continues, the more job
skills former and current welfare recipients will accumulate, and the better prepared they will be

to weather an economic downturn.
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respondents.

In addition to employmem status, success after welfare can be gauged by the amount of UJ}'\O oD

ﬁ,,:( |

earnings, and the potential for eamings growth. For the sample of SIPP leavers, median monthly N\A\iz'gm’-bf

household income plus food stamps for the year following exit was $1,401, compared 10 a 7 w}é.\;.{

- Y

e
statistically equivalent $1,468 in the two months preccdmg exit. For 44 percent of leavers, theﬂ:;‘;’ ‘1 (,\:L“)
total household income plus food stamp in the post-exit year was more than $50 higher than in st

the months before leaving, while for 49 percent it was at least $50 lower. One would not expect

many of these new entrants to the labor market to have jobs that pay a very high wage, or even a

wage that provides income above the poverty line. In fact, when looking only at eaming?\and not

household income, 48 percent of leavers who had any eamnings at all had eamnings below the

poverty line in each of the 12 months following exit. When other sources of income are taken

into account, however, this fraction with household income below the poverty line in every

month falls to 29 percent. It is important to recognize that credits from the Eamed Income Tax
 program (discussed in detail below) are not included in these calculations. While benefits from
the EITC are not recorded in the SIPP data, the program provides a substantial subsidy to the .

earnings of low-income workers and would likely change incomes and poverty rates

- considerably.
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More important to assessing the potential success of the employment relationship is the
extent to which earnings grow over time. Comparing outcomes over just the first 12 months after
exit, 39 percent of leavers had monthly earnings in the second 6 months that were $50 or more
higher than in the first 6 months. Only 28 percent had a $50 or grealer.reduclibn n eamings over
‘the two 6 month periods. Thus, a large fraction of former welfare recipicmslﬁnd Jobs that
provide earnings growth through increases in hours or wages or both.

o Ad AVE s S

Making Work Pay

The transition from welfare to work is facilitated by a network of government support
pfograms available to working families. In the past, families that left welfare often lost not only
their cash assistance, but also faced other implicit taxes on their incomes through the loss of in-
kind benefits, such as food stamps and Medicaid, and additional expenées incurred by working,
such as the cost of child care and transportation. One study estimates that the implicit marginal
tax rates—the decrease in the amount of government transfers k{ resulting from a one dollar
increase in income--for AFDC re'cipiénts could range as high as 109 percent with the highest
rates faced by those near the poverty line. In other words, earning one dollar more ip the labo-r

T he Rt rmessol i
market would reduce benefits by $1.09 and total income by $0.09. PRWORA has attempted to

reduce these “taxes” by expa ding health insurance coverage to inclu

LopsPrl o~ .

increasing child careﬂtax credlts and | mcreasmg the rewards fromAvork through minimum wage

many working families,

policies and increases in the Eamed Income Tax Credit (EITCY. These programs also benefit low

income working families who were not on welfare. B

o W 1 5
(/MM
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reaching out to this often neglected




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

group and providing financial assistance, help with affordable child care and health insurance,

the administration has worked to ensure that no group is left behind. ot y

EITC: The EITC is one of the most successful progzams targeted at low wage workers
and is currently the largest cash transfer program in the cofintry. 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 number of chi'lEr)n. By increasing the wage rate the

EITC creates stronger incentives for individuals to participate in the labor force. For a families
with two or more children, wages are subsidized by 40 cents for every dollar of earned income
until earned income reaches $9,540 (in 1999) for 4 maximum credit of $3,816. This tax credit is
refundable so that even families who pay little or no tax can benefit fully from the program.
Rather than eliminating the credit when earnings surpass this level, the credit remains at $9,540
for a period and then gradually reduced, phasing out completely at earned income of $30,565.

This gradual reduction reduces the disincentive to work past the level at which the credit peaks.

The EITC over time (constant benefit dollars)
$4,500 q -

g R 8B Y
RN

EITC beneflt In 2000 dollars
o

@
g -
g 8

" $0 v v - T v —
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The EITC has been expanded greatly since 1993 with increases in both benefits and in
the scope of coverage. The 1993 expansions increased benefits for all eligible families, and

particularly for those with two or more children. The expansion also allowed workers without

12
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cQ
children to claim a tax credit. As a result of these expansions, ‘benefits paid through the EITC
program increased from $18 billion in 1993 to nearly $32 billion in 1999, and the number of

families receiving assistance from the program increased by one-third, from 15 million to nearly

20 million.

The 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 single mothers over the period 1992 10(19'96. . **‘?‘ =
e Jp W
$4,500 e e e e e e < B0% .
84,000 | vé\'o% Lcé\!-"
$3,500 |~ Maximum EITC benefit in constant 1999 /[/ 1 75% 'T . \\ré
dollars ,/ @é) .
$3,000 — Labor Force Paricipation Rate among 7
single women with children ;-' 1 70% '(
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$2,000 N\Oﬂ 6\6 .
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The EITC program 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 l_{as 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
level wages, when the EITC is taken into account the earnings of many of these new workers
increase substanliallly. In 1999, the EITC lifted 4.1 million individuals, including 2.3 million

children, out of poverty. The program has also been effective in targeting benefits to the most

13
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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 minimum wage. Although the
EITC provides a wage subsidy, the minimum wage laws ensure that the subsidy is based on a fair
wage. The real value of the minimum wage fell in the early 1990s hitting just 61 percent of its
1968 value in 1995. Subsequent Administration-backed efforts led to increases in the minimum
wage in 1996 and 1997 [edit later: and additional increase of one dollar passed Just this fall.]
With this most recent increase, the minimum wage reaches 68 percent [edit later] of its 1968

level.

$800 e e et et — s i oot ot e eer
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However, when combined with a possible 40 percent EITC subsidy, the true minimum wage for

low income workers is $7.21, a figure nearly as high as the peak minimum Wage rates in the

1960s.

Child care: For many parents, one of the most difficult aspects of employment is
affording adequate child care. For low income families and new entrants to the labor market, the

costs associated with child care sometimes make work impossible. iﬂ?ccognizing the cost of

* .
child care as barrier to work, PRWORA sought to increase the affordability of child care for low
N -
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income families and to provide for more families. In doing so it combined various child care Ng(é
assistance programs already in existence to create the Child Care and Development Fund P(L
(CCDF) and substantially increased the funding. The CCDF provides states with block grants to
subsidize approved child care arrangements. In 1999 states had access to a total of over $3 Mh(/
bl]hon 1o use o improve /apd’quahty and affordability of child care. Unfortunately, despite the—7hso
b‘ J“ 1 Ip /hU@JIM"Q'/ !
@/nefetrs‘ﬁmdma, the majority of states have waiting lists for benefits and many who qualify for 5 8

the subsidies do not receive benefits. Estimates are that only 10 percent of eligible children are O((Lg\f\j" .

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

: )
now working as also receiving assistance with child care. [edit later: Proposal for $1 billion more u \ é\,\‘
. yo /¢
in funding] However, despite the shortages, the number of children benefiting is large. In fiscal 64;1’(“\%‘
~
Sub
year 1998, an average of 1.5 million children received CCDF assistance in each month. F(:/D

7)'\""‘-7 DE
v\b@j) i 1/ Lt v\/ -OQM(L
pab- ned mfn/i() w/net ;{;’(%h 6, M

Although common sense and economic theory suggest that these subsidies wl;jmcrease
the probability that parents participate in the labor force, little evidence of the labor force
participation effects of the program is available. This difficulty exits because most experiments
of the effect of child care subsidies ha;/e also included other support programs such as health
insurance and assistance obtaining employment and the effects of the different programs cannot
be disentangled. An important issue along these lines is the extent that the subsidies allow
parents who could not otherwise obtain careAafford to do so. It is possible that By subsidizing
child care the CCDF program crowds-out, or rép]aces, unpaid care. A mother who may have
used a grandparent as a caregiver might choose a paid provider when she is offered a subsidy. If

then
this is the case tban the change in labor market participation as a result of the program will be

small.

15




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

Guma WAL o)
' e

It is also unclear how the CCDF program affects the quality of care. If paid care replaces (a~—
unpaid care, are children better off? Allel'natively with a reduction in price, do parents demand

higher quality care? The theoretical predictions are unclear. However, it is worth noting that the

CCDF subsidies can be used only to purchase care from approved providers. In this sense it

might improve the overall quality of care if parents substitute away from unlicensed providers. L PR
Lkt 4
Dbt Lt
LR ‘*Juz At AN

Food stamp program: The food stamp program supplements family incomes to ensure
that low income families receive adequate nutrition. Benefits are available to familics with
incomes up to 130 percent of the poverty line. The vast majority of benefits, 90 percent in 1999,
go to families with children or elderly individuals. In 1999, 32 percent of benefits went to
working families. Over the past few years, enrollment in the food 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. Only 5_1 percent of children in families
with incomes below the poverty line received food stamps in 1999. Even among the very Lte—
poorest---children in families with incomes below 50 percent of the poverty line---only 58
percent received food stamps in 1999, a decrease of 47 percent since 1993.

A D Www{“;’t ?,E ng_@

This decline would be good news if/tfamiliesﬁwcrc becoming self-sufficient and did not
need government assistance. However, there is a concern that many eligible families are not
receiving benefits that they need. In particular, it is hard to imagine that those with incomes
below 50 percent of the poverty line have sufficient resources that food stamps would not be a

valued supplement. The decline in food stamps may connected to the decline in welfare

‘16
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participation. When families leave the welfare rolls they may believe that they are no longer
eligible for food stamps, or alternatively they may not be informed of their eligibility by state
welfare agencies. Newly working families may also find it difficult to retain benefits if they must
miss work to be re-certified or if they have difficulty filling out the forms required to report
changes in income. While a good deal of anecdotal evidence exists about the importance of
various explanations for the decline in participation, we know of no study that has quantitatively
assessed the validity or importance of these explanations. However, based on the sample of
leavers in the SIPP data there does appear to be a sudden drop in the use of food stamps. Sixty-
eight percent of those who exited welfare were receiving food stamp benefits while on the TANF
rolls, compared to just 44 percent in the month immediately after exit. However, perhaps
surpnsingly, a similar decline is observed for those who leave welfare in the 1993 SIPP panel, i %j
well before the implementation of welfare reform. This comparison suggésls that the drop in

food stamp participation is not due to the institutional changes enacted by PROWRA.
Lo & v~ DL’ -
Cw/ﬂo Fos 6'@15)

Despite the drop in food stamp participation, there has been a sharp decline in food

insecurity and hunger among Americans. Results from @ ound that the fraction of UGSID A

households in which someone went hungry fell to its lowest level ever recorded, 2.8 percent of '} E’as R’

the population--24 percent below the level in 1995 when the survey began. There is, however, a

o
cautionary note:Afoog insccur'gyA(deﬁned as being uncertain of having adequate food) for those TEFEL

households . : despie. o drop m g
with incomes between 50 and 130 percent of the poverty line actually rose. Furthermore, o oleiR
A NUMIORS,

approximately one-third of those households with incomes below 130 percent of the poverty
line—the income limit for food stamp eligibility--experienced food insecurity at some point, and

over 10 percent experienced hunger. The figures are even larger for households with children.
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Health Insurance Expansions: In the past, welfare participants who were successful in
Mt sk oo Nmi Ted
[AXE
obtaining a job and exiting welfare typically lost their Medicaid coverage. This loss is likely low(,dr sL)

be costly and provides a strong incentive to remain on welfare. One (%f the important features of

'O —
%M Piva O“- el il u..a dLllnll—G% p
PRWORA was the expansion of Medicaid coverage and the creation of the State Children’s 5"{, :: ¢
I \Aa\ Lt

Health Insurance Program (SCHIP), both of which provide health insurance coverage for

ard
children +a low income working families. Because of the importance of these programs, they are

{’n-c&xﬁ A

" . L -3 "~’.___.5" T .
discussed later in the chapter. '(' Cwedld aod Aot 5’*‘“ (;f-"f' Lo b
Reaching out 10 Underserved Communities

Providing opportunity and independence for American families, often requires more than
~a strong national economy and responsible welfare policy. In some areas poverty is so

entrenched and the local economy so weak that programs specifically targeting these regions are
whnakalot
needed. Some of the most intractable poverty in the country has been found in central citics. In ML

: d Geey d~
1967 when statistics for central cities were first recordcd, the poverty rate for these areas was M«M\M_.{

Urohn tn
15.0 percent compared to a nationwide rate of 14.2 percent. By this measure then, central cities 1
were nearly as well off as the rest of the country. In contrast, poverty in non-metropolitan areas Ltad y
in 1967 was over 20 percent. Since that time, there has been a substantial shift in the incidence

of poverty, with a worsening of conditions in the central cities, and an improvement in non-

metropolitan areas. By 1993, the percent of central city residents living in poverty had reached

S(Leaves LS WHERE CLINTON-GORE STARTED — NEED Abd'c r\ruméazs
21.5 percent, its highest level ever, while the poverty rate in non-metropolitan areas declined 70 BrING

hat to 17.2 VP To DA,
somewhat to 17.2 percent. H’g( Vw/ oo a/ IQM4 / dj M/
* [999 — cansus #s (m«ff/‘? ba P{wédfw afry
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Several factors are offered as explanations for the plight of central cities. The first is that
central cities have social and demographic characteristics that make their populations particularly
susceptible to poverty: The population of central cities is more likely, to be illiterate, have low _
Jjob skills, live in female headed households, and have little educalion,(lhan the population of
non-central citie§ Secondly, residents of central cities often lack the social connections to help
“them find the jobs necessary to escape from poverty. These factors are associated with high
levels of poverty regardless of area of residence and current policies to make work pay,

~discourage out of wedlock child-bearing, and improve schools in poor neighborhoods, are

addressing these issues.

g 0 O e
3 VL —w’h"- v

e Qe ,
What appears to distinguish the situation in central cities from/#‘)at in other areas are Eheé%/{.&.

liM’WCS. Recent research has shown that the majority of job creation is taking u%

place in suburbs rather than in inner cities. One study compared the number of low-skilled jobs

in central cities and surrounding suburbs, with the number of low-schooled workers in each area,

for four different cities. It found that the fraction of new job openings in the central cities and in
the suburbs matched well with the fraction of people living in each area, but that once skill
differences were taken into account, there was a spatial mismatcﬁ: the vast majoﬁty of new low-
skilled jobs were concentrated in the suburbs, while the majority of low-skilled workers were in |
the central cities. Estimates from one study based on a small sample of cities found nearly 3
times as many new jobs per low-skilled worker in suburban areas than in central cities. For
African Americans the situation is especially severe. Only 4 percent of low-skilled jobs were@

African American arcas@ntral cities while 67 percent of low-skilled African Americans lived
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in these areas as did 42 percent of impoverished female-headed households. Furthermore, a
recent HUD study found that between 1992 and 1997 not only was job growth was slower in the
cities than in the suburbs, but thet the job mix in cities is shifting toward high-tech jobs that are

unavailable to low-skilled workers.

The difficulty central city residents face in finding employment is further heightened by
transportation problems. Low-income workers, and welfare recipients in particular are unlikely

to own cars. They must therefore rely on public transportation to commute to jobs. The suburbs

e

—_—
are not well served by public transportation. The same study found that nearly half of Jow-skilled

jobs in the suburbs were not accessible by public transportation. Furthermore, a reverse-
commute, if possible at all, is extremely time consuming. While some cities and employers have
chosen to provide transportation from the inner city to jobs in the suburbs, a more permanent

solution is likely to be found in rebuilding the economies of central cities.

Jao [4@;\”7{2/5“’"
The administration has taken on this challenge and has developed a package of progrm‘w
L ;

designed to improve the economic opportunities in distressed communities. The three main

components of this package are the New Markets Initiative, Empowenhent Zones (EZs) and W

Enterprise Communities (ECs), and the Community Development Financial Institutions Fund {0)-6%
(CDFI fund). These programs provide an alternative means to helping American families. While
TANTF, food stamps, and other parts of the social safety net provide direct and often immediate

assistance to needy families, these community redevelopment programs work towards longer

: €conomic
yn solutions to poverty and unemployment by assisting in the rebirth of distressed
A

communities. The benefits from such programs, like the benefits from some employment based

I ust dralherdopm - peeattug “7"("% webf dippedtniy b
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programs, take time to be realized. Despite the long term nature of expected gains, preliminary
evidence from some of the earliest programs {inds is just starting to be assessed. This evidence

points to [HUD can you help us get the early results on this? ]

Community Redevelopment Programs

- The __admi_riislrati_on’.s -community development pQ_l_icies aim to assist distressed
communities. by encouraging .investments from the private’ sector. These programs provide
incentives such a tax credits and:'_i:r'r_iprovihg access to credit markets: At the foundation of this

policy, aré-empGwerment zones_and-enterprise communities; typically referred to ‘as EZs and
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institutions provide credit and other banking serves to a diverse set of clients including home

“buyers and small business.

Much of the New 'Markcls' Ih__iii'a'tiv:é 1s still befort:= Congres.s [edit later]. However, an
important comp’onc'nl of tﬁe I'nilié_ilive.‘i‘s.'the-Ncw Markets Tax Credil..This program offers a 25
percent tax credit dcsigncd to stimulate ip.yeslmems in distressed communities. It is anticipated
that a wide vari»_ety. of .bélsir.lq.s,scs.Wil_l b;nc_ﬁ_t fro_m the program i_nc]pding retail stores, shopping

centers, and small ie‘chho]ogy 'firfr_ls.

Through the combination of policies addressing both the long term and short term needs
of the urban population, the quality of life for those living in central cities has improved
dramatically. The unemployment rate in central cities has fallen from 8.2 percent in 1993 (July)
to 4.8 percent in 1999 (July). This increase in employment has brought with it a reduction in
poverty and an increase in median income. The poverty rate in central cities declined from 21.5
percent in 1993 to 16.4 percent in 1999, with the largest drop, a decline of 2.1 percentage points,

coming in the past year. In fact, 80 percent of the total reduction in poverty from 1998 to 1999

was due to the reduction in central cities.
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Median household income in central cities has also increased, rising 5 percent from 1998
to 1999 compared to a 2.1 percent inércase for median incomes in metropolitan areas as a whole.
For African Americans the gains werc particularly striking. Median income for African
American households in central cities increased by 13.9 percent in the one year period. Along

with these economic gains has come a decline in the number of individuals on welfare. Case N

7*\ ,:'vr.-‘.':":~ %‘2(/‘/(0(/
i)

loads in central cities have declined by 40.6 percent from 1994 1o 1999\
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Despite these dramatit improvements, there is more to do. Poverty rates and

Coting Dhi
i

unemployment are higher in central cities than elsewhere. In 1999 the national poverty rate was

11.8 percent compared to 16.4 percent in central cities. Furthermore, although dramatic, th¢/40.6

percent reduction in welfare was substantially smaller than the @m‘ent decline nationwide. -
And the.rc continues to be .a mismatch between the skills of the urban work force and the
demands of urban jobs. T_hc administration’s Néw Markets Initiative, EC/EZs and the CDFI fund
provide hope for a fundamental change in the plight of inner cities, but these initiatives must be
backed with other programs that focus on the future. As our new economy demands a more

highly trained work force we must invest in our schools, where sufficient jobs cannot be brought
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to the inner cities we must provide transportation systems to move workers to jobs, and finally,

we must continue to support policies that make work pay. '
ol hage dn frzees P
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The rapidly expanding economy that has permitted these improvements in the well being of
Americans is based in large part on information and technology growth. Continued growth
therefore depends critically on a well-trained work force. The 2000 Economic Report focused
on the dcmand for educated workers and the increasing economic returns to education. This year

we examine America’s public schools, noting recent changes in the ways j" we educate our

children and how we might best improve the quality of schooling we offer our children.

A Role for Federal Education Policy

In the United States, responsibility for elementary and secondary education has traditionally been
left to the states and to local school districts. As a result, our public education system is
exircmcly decentralized, and the federal role is limited. Given the structure, the federal
government can best help local school districts by strategically targeting funds to where they will
' shaving best prachces
be most effective and by supporting and pufbheh;gfpmmnmgm developed at the local
level. In particular, the federal government has sought to improve access to education for the
nation’s poorest children and to help states improve the overall quality of their public schools.

While economic incentives ought to induce parents to invest optimally in the education of their
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children, many poor families and communities lack the economic resources to do so. In these
GJM whole

cases federal funds;an/play an’important role.

Excluding school-based nutrition programs, the Federal government provides just over 6

leneroing pPr Ve
percent of the funding for K-12 education. However, these funds are primarily targeted to new  cekofn

or
. | axpendh
_programs and 1o schools and school districts serving poorer students and can therefore have a

larger impact than their magniludg/would suggest. While federal spending in the poorest schools \

AN
N,

does reduce the nequalities across districts, it does not fully compensate for funding disparities )
related to local property tax bases and state funding for schools. s

Federal, State, and Local Revenues per Pupil,
by District Poverly Quartile, 1994-95
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The largest single federal program for kindergarten thrbugh 12" gr}déﬂ(K-IZ) education
is Title I, which allocates funds based on child po-veny rates. Th }ar/eting of Title I funding
towards schools serving poorer children increased significanl]rv%e passage of the 1994
Elementary and Secondary Education Act. In the 1997-98 academic year, 96 percent of schools
in the highest-poverty quartile received federal Title I funds, up from 79 percent in 1993-94.

danco dl/gpmwfd\
This quartile of school49 percent of the nation’s poor children in 1997-98, and

received 43 percent of all federal funds for K-12 education. These redistributional aspects of

25



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

Title I funding are typically significantly larger than any redistributional efforts on the state

level.

There are many components to a quality education. While certainly parents, family, and
communities play a crucial role, the discussion here is limited to features of the educational
system more directly under the control of federal, state and Jocal governments. We highlight in

particular those aspects which current rescarch suggests are most important and which arc the Shmolatin

[,«W\-\V\Lc)

s
e sfu-bjeei—e-f-feeen-ﬂy\pohc@ates ) The analysis diseusses-the effect of class size on learming,

:W\eoff'hu' teacher quality, the infrastructure of schools and equipment, and curriculum changes.
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Reducing class size

Over the past decade, mounting evidence has shown that reducing class size can improve
academic achievement, especially for students from disadvantaged backgrqunds. Teachers 1n
smaller classes can spend more time on individual instruction and review, and spend less time on
student discipline and routine administrative tasks. Teachers of small classes may know their

) i o “denh ir e b wne
students better, interact with them more frequently and individually, and ghr;%u

mbre qofdﬁ—k
and-in~-depth-feedback.
The effects of smaller class sizes appear to be significant and long lasting. A recent study

of an experiment on class size in Tennessee found that students who were enrolled in smaller

classes in kindergarten through grade 3 did better than students who were not in smaller classes
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even after returning to larger-sized classrooms in later grades. These students also did better on
their SAT and ACT exams, and were more likely to take such college-entrance exams than
students who never had the benefit of a small class. The results were especially strong for
minority students—being in a small class in elementary school narrowed the difference in -

black/white probability of taking a college entrance exam in high school by 54 percent.

While the majornity of research has concluded that students do better in smaller classes,
reducing class sizes is expensive. Faly-furding reducuons mclasssize matronwide-to-18 students,
per classwotd-cost-more-than-5-brthen-delars_per year Yet given the relationship between test
scores and future earnings, the economic benefits of reducing class sizes will exceed these costs

even if they lead to improvements of only 0.1 of a standard deviation in standardized test scores.

—_— Altemati-vel-y/—{-hisjibillion could be spent on other+mprovenTents such as raising teactter

Paying for the needed reductions in class size is hampered by the current distribution of

students and resources. A disproportionate share of the cost of class size reductions would be

tras iy
bomne by schools serving poor students, since these schools cumently-have larger classes than

v

-mere-wealthy schools. Furthermore, there—ts-little-roomratthe—state{evet fora-realocatron-of

x‘-unds-te—aﬁs‘rs{—peef—sei%eeh.-‘fhe majority of the inequality across school districts is attributable

_ fedecc Programvs o~ late LMPM-W"" for Haase
to differences in resources at the state level. Sush cross-state differences can-be-best-addressed

through—federat—programs. In 1998, the administration proposed a seven-year Class Siz )

" &J_‘ somnly
Reduction Initiative to reduce class sizes nationwide to 18 students per class.”In its first yeary the
12 2 < L| sc
oS ’

programVspent a total of $Jé’billion. These funds enabled school districts to hire 29,000 new
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teachers, reducing class sizes from an average of 23 students per class to an average of 18

students per class for 1.7 million children. la-its-secend-year;theprogram spent $1-3britron-

The need for well-qualified teachers

Reducing class sizes requires an increase in the number of teachers. This increase in

demand 1s in addition to an already predicted surge in the number of teachers needed over the

nexi decade. Between July of 2000 and July of 2008, the population aged 5-

17 will increase by

more than a million, while about three-quarters of a million teachers are expected to retire. Other

l,.) Aouk
Y T g

.] e A,UU"{GH

teachers will leave the field of teaching for other occupations. Jgnow the effects of class sizey

the United States will need approximately 2 million new teachers over

Currently most occupations are seeing much sharper increases in startin

e
teaching profession, leading to an increase in the gap.in slartmg salaries for

i

- duahfied applicants for the millions of new positions becoming av’aim

S\‘BQ C LU‘(_((‘V\.

\( ¥ \(“U\.LlQIL() \\Q\A

the next 8 years.

¢ salaries than the

FA0
new lcachers those

for other occupations also requiring a college degree JT 1S lrend- w1l] make it difficult to find

Yo \l DiTs \ A ‘o

b/\\\\t\ol% L*\ e e v"‘)ulh\ o Loy ead eobinle

ahli‘g 17\6(‘(») i

AN de- ﬂ :
( \ tYhe learning experience o?r)\ hll w;de(pénc‘i;, substanua]ly on the « {4 te

Ac e e 2
LT oo \’(—"‘" I

quality of the classroom teacher. With sudden increases in the demand for teachers. dué’ (g

s snd Hrowing shodent ancollmenks
it 1s;d*££;cu.lt_to_mmmam- a consistently high lev
Ville & nelonnl doclénge & onsure

reductions in class size;

wlf\llt’ lf\((\ll(l
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el of quallty in all “'J s ¥
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classrooms. In 1996 California began a massive class-size reduction program, spending $1.5

billion per year with the goal of reducing class sizes statewide from an average of 28 students per

P %6-\.\

(or‘,_‘\;,s7 Or oaly IL-2 )

class to a maximum of 20. By the 1998-99 school year, over 92 percent of California’s students

were in classes of 20 students or fewer. However, in _grades K-3, where the
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program was targeted, 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. This fall in the
credentials of teachers was even greater in schools with the largest proportions of low-income
| children. Success of nationwide reductions in class size thus depend on the ability to attract and

retain qualified teachers.

Box 5 Teacher Compensatio
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it does not reward exceptional teachers—even with the same education and er"ién:ce-;.le_'.\'/el_s,_-.:

attract people who feel that they are. llkely to beneflt from such a system Io" the:”eachmo"_

profession. Pedo@_mgawamoulmwmwdedemrgmdammmmvbm;

operaung—wﬂh/uncimmple—cempehne—%a}s\ Developmo and 1mplemem1ng a: school-'

based incentive. pay.syste'm may -complem¢nt the _s_lar__lda:'d's _mo_vemc;'nt—éinc_ef éduca,tion"a_l'_

objectives are 'bé_,__ir'ig __mér_é _. clearl y. 'defi':rzlled-' andprogrcss towards “thém’

assessed, linking pay:performance is much more feasible than it used to'be.
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The Need for New Schools

All students need safe, healthy, and modern places to learn. Communities across the
country are struggling to address urgent safety and facility needs. The average public school was
built or most recently renovated 40-years ago, and schools with more minority or poor students
are more hikely to be housed in older buildings. Many such older buildings require extensive
upgrades of their electrical systems in order to install computers, upgrades made even more
expensive by the widespread-presence of asbestos in their walls.

A
foc some schvols

Increasing enrollments will put further pressure on aging educational facilities as will

reductions in class size. The Department of Education estimates that $127 billion is needed to
) ) s inbo .. : .

bring American’s schools j&good overall condition. Already, 39 percent of public schools in the

U.S. contain temporary additions, one-fifth of which are in less than adequate condition. Schools

with more minority students and schools with more poor students-—the very schools whose

students would benefit most from reduced class sizes—are more likely than other public schools

to have temporary buildings. Their temporary buildings are also most likely to be in less than - £\
Plmicisbede 4 Lol 3

adequate condition. To help address these problems, the current ﬁedé"ra‘l‘ budge/t\ includes $25
billion in school modemization bonds and $6.5 billion in loans and grants for urgent school
renovation tohmodemize 6,000 schools and make emergency repairs to another 25,000 over the

M W\w\dv{\)ie/s bu‘-\A O_./\A,
next five years.
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New Educational Technology and Internet Access

As workplaces requirc more computer literacy from their workers, schools must prepare
their students to enter the labor force with increasing familiarity with these technologies.
Internet access can also be a tremendous resource in classrooms, giving students new i.nc::nu—vesbprvﬁ[\'—-"/"
for learning and communicating, and connecting them to the resources of libraries, museums,

and educational materials from around the world.

Between 1994 and 1999, tremendous strides were made in connecting public schools to
the internet.  The number of public schools with some connection to the Jntemet nearly tripled

——

bct;éé’nﬂma%%.—{g@y 1999, 95 percent of public schools had some connection 1o the

—

iternet and 98 percent of public secondary schools were connected. The increases in internet
connectivity were even sharper for classroom connections: increasing from 3 percent of public

school classrooms in 1994 to 63 percent in 1999.

Internet Access in US Public Schools, 1894-1999

~—= Percent of public 5chools with
intemet access

i

|

|

I

— Percent of public sch !
30 | classrooms with inlefnet access )
1

i

I

1

i

|

J

1994 1995 1996 1997 1998 1999

For computers to improve the quality of instruction teachers must know how to use the machines
and how to integrate their usage into classroom instruction. Approximately one-half of the
public school teachers with computers or internet access in their schools report using these

resources for classroom instruction. Teachers who have received more professional development
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in using computers and the:ﬂnlemet, younger teachers, and teachers in schools with fewer poor
students were more likely to report using computers and thcﬁtcmel. Only one-third of teachers
with access to computers and the Jnternet said that they felt well or very well prepared to. use
computers and the Imemet,and only one-fifth felt very well prepared to integrate educational

technology into the classroom. Clearly, more investment in teacher preparation is needed. The Caderc\
P(bpa—rinﬁ J/-Omaffodis ﬂc._,,t.u-s 4o Oge T‘mﬂo/os,“' s ome e le 4 Lo &,5&;«‘&
suf’f"’d’ e Coderct ‘f)p""'f""""’"* coan oFfFer §» hilp meet (his need.

e The Federal government has helped local schoo! districts make the transition to the
T N

—

T

digital age. fﬁ'féugh itsE—rate program, the Federal government has spent $5.3 billion as of

September 2000 to connect school and library computers to each other and to thefntemet. These

funds have been targeted to poor students: Schools with 75 percent or more of their students
o redoud e

receiving free’school lunch receive approximately ten times as much funding per student from

the program as schools with the smallest percentage of poor students. Mestof-the funds-have

aon sblishing within-builds —_ .
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Percent of H holds with a w and percent
with internet access, by househoid income, 2000

100

%0 rﬂ Houschold has computer

3

# Houschold has inlemet access

Under $15.000-  $25000-  $35000- $50.000- $75.000 axl
315.000 24999 34999 49.999 7499 shove

Adults with college degrees are nearly 6 times as likely to use theﬁemcl as adults who

have not complctedm gh schiool. T_h‘ér_e_ are also- large differences by race. African- Americans

| and Hispanics are substantially less likely than' white and Asian Americans to use the Tnternet.

While some of this difference is due to differences in income and education, a recent study finds

| that approximately- one-half of the differerice in access i__s}ﬁfqp]ained by these-factors. As the

levelof “techniologicalliteracytequired "by. .e'lfxp'ltﬁ).ycrs__"f'ﬁses_,' there is- an inc_r_c';'aséd"\.‘."riski'-tﬁ'ét'

Z'_.i.ndl-y'i_'du:a'lé' Tomdisadvantaged..groups: who al'réaq‘y' face 'obfs,ta'éles in the wdﬁi&ﬁ']é‘ce will fal
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although the gap inﬁtcm_cl usage between Hispanic and white children grew _byf:;?'_percgm.__ The
gap between’ﬁltemet_usage among children from households earning less than$35,000 pe'r;_yéar

and children from more wealthy households was unchanged.

o
Ko y |
Other federal programsﬂalso helped schools purchase new educational technology. In
N,

~

1997-98, the most recent year for which such data is available, the federal government spent
{not ;“duuﬁw'ﬁ or o 6""/‘*‘/3

$688 million on increased access to technology in schools” These funds were used primarily for

the purchase of computers and for professional development in using new technology. During

the 1997-98 school year, federal funds paid for one quarter of new computers in schools. Federal

funds were especially important in the acquisition of technology in high poverty schools,

accounting for nearly 60 percent of funds for new computers in high-poverty elementary schools.

Average Number of New Computers that
Elementary Schools Received in 1997-98, per

school of 500 students
PR SR,

all slemantary schools high-poverty elomentary achools

Institutional Change
Large investments in education are taking place—in hiring new teachers, in educational

technology, in connecting schools nationwide to the ﬁltemet, and in professional development

for teachers. Yet the changes in American public schools which have happened over the past
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decade go far beyond increasing these investments. Dramatic changes are also taking place in the
way that school resources are used. Organizational change has become a permanent part of the
educational environment. The nature of change has moved from top-down mandates to site-

cenders 5%

based innovation and system restructuring including new ideas like schools as leaming—
g brnberds pmb accovnbipili iy

communities, the importance of ]xefes&e*w—dtvemchm and the central role of
e

meaningful parental involvement. In the last decade, four major syslemig\z:l strategies for
delivering education have emerged: standards-based accountability, whole-school reform, market
strategies, and shared decision-making. Each represents an attempt to address differing interests
from a wide range of stake-holders including children, parents, teachers, school administrators,

and legislators.

The dominant state-level strategy today is standards-driven accountability. It+ts-heped—
that Establishing clear performance outcomes and systematically testing student progress, will

teachers and studenie
stimulate teachers and studentsStimulated to focus their efforts in the right direction. Besptte-the

Dﬁ«m w;lorga.fp«ifh W 069‘6

: <S‘tate after state has *°0° omt
\aon

?'9""‘,
Prmes i 0~

S‘L\oob
followed by an increase in standards-based assessment, giving policymakers, parents, and Beoks

implemented standards for what all students need to learn in school. These standards have been
students themselves more information for decision making.

Forty-nine) states now have adopted statewide standards for what students should be
studying in English, mathematics, science, and history and the social studics—thirty of the state>

implemented these standards after 1994. Forty-eight states have adopled state tests to assess [\\

\
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student performance against these standards in reading and math—seventeen also assess student
performance against science and social studies standards. Thirty-six publish some form of report

card for each school, measuring school performance against a number of indicators, including

assessment tests.

By 1mplement1nochaue~n0mg{ests %u{%—eéﬂscqtmnees—thﬂ{ﬁarcfeﬁfefeedﬂchools can raise

the expectations—and the motivation levels—of students, teachers, and parents. For many years,

e
A

opinion surveys have shown that Americans believe our nation’s schools are doing poorly—but

that their own local schools are doing far better than the average. Experts warn that parents may :
wée
not realize when their own children are falling behind. _Standards-based assessments can}ife\
. gy
parents, teachers and other local decision-makers g objective information about how well
j7 s 0%
students are learning—not only in comparison to other students in the same school, but to
(X085 Har shte
students at other schools ‘as well. Furthermore, evidence suggests those countries and regions

with standards and external assessments of student achievement have historically done better on

comparison tests of student achievement.

The Federal Government has played an important role in spurring the standards
J e &“/—-

movement by providing funds for developing voluntary national standards granting more than $1

billion to help state and local education agencies in every state 1mplement school reforms
\qqq
through the 1994 Goals 2000 Act. In addition, the"Elementary and Secondary Education Act eresottadize

(ESEA) tied state standards implementation to continued receipt of Title ! funds for poor
schools. The legislation required that standards used in schools receiving Title I funds are the

same standards used in schools not receiving Title I, This meant that states had to implement

?o-H'v cn and Yo e
e aF woteced - dona
werigule G dBwdvantrgd
5 budenirs.
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standards for all schools, or risk losing millions of dollars in Title 1 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 tremendously valuable set of baseline indicators for 1990-
. . asre- . . :
1996 against which we wit-be able to measure student progress this-deeade-and-in-future- This
will help us evaluate student performance across states with widely differing state tests.
ol ¢sicned ame adopted academic standtardss jodaty Y
&rt/\ V190 only 1Y Stat s had ; oo
s "&"S Yaue Lo d QM'L(,*D( skandands omd HE haug a55esSments *1 Meg/rac .S'I-ud-u. f? °f 3,
Along with implementing standards, schools and teachers have also made progress in
developing and refining curricula. Over the past decade, educational researchers have formed a
consensus on how best to teach reading to young children, endiwe=the—unproductive “reading—
wars®.  This consensus was summarized in the National Reading Panel’s recent "Teaching
Children to Read,” and in the National Research Council’s "Preventing Reading Difficulties in
Young Children." These reports stress the importance of explicit instruction in the building
blocks of written language (phonics), within the context of a broader educational program that
interests children in reading for a variety of purposes and gives them ample opportunities to

practice their reading skills.

Giving Schools the freedom to innovate
A persistent thread in the last decade of educational change has been the call for parental

choice. Critics have argued that public schools have little incentive to improve, because they

have a near-monopoly on schooling. Allowing parents to choose among alternatives would
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create a marketplace for education in which competition for per-pupil funds would force schools

to improve.

Many states have answered these critics by allowing parents, teachers, or other interested
parties to establish independent schools chartered by state or local education agencies. These

charters give schools autonomy over their operations, and exempt them from certain state and
e ey dnimgl B i ieounile i

local regulations (although not from standards-based assessment)? Beginning with Minnesota in ri"u‘;&

1991, the number of states allowing such charter schools swelled to 30 states and the District of

/ =

Columbia by the end of 1999. [Couﬁ the Dept of Ed or anyone help use get more current

2500 - LW
numbers on schools and enrollments?] By the beginning of the ¥999=2660 school yeur, there
Oer A, JZJ'Q
were 15605 charter schools in operation nationwide, and the number of such schools was growing

by more than 40 percent per year.

Although charter schools represented less than 1 percent of all US public schools in
1999-2000, 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 a third the size of nearby public schools. Most enroli students of similar
race and ethnic backgrounds as the students in their surrounding districts, although school
districts with charter schools tend to have larger minority student populations than the national
average. Most reported that they beéame charter schools to “realize an alternative vision of

schooling.” -Nearly-90-percent-reported that their students’ achievement and their-finances were

monttered-by-thetr-chartering-agencies.—
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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. It 1s hoped that successful charter school innovations will eventually spread back to

the broader public education community. _

Innovation and Access in Health Care

Another important aspect of any individual’s well being is his health status. The quality
medical care available in the United States is the best in the world, and recent medical
innovations have further enhanced the quality of care. In addition to the benefits of a longer and
healthier life accruing to individuals, improved health can also feed back to help the economy by
reducing the number of sick days for employees and improving productivity. In this section we
will illustrate a few of the more recent medical innovations, and discuss 1ssues relating to access

to health care. o
Innovation

The past decade has seen dramatic innovations in medical care and treatment of
individual conditions, and on a broader scale, in the relationship between patients and the
medical system as a whole. A number of biomedical, pharmaceutical, and information
technology advances have led to significant changes in the methods of treating people and in the
health outcomes of individuals with those conditions. Health statistics reflect the impact of these

advances. The treatment of heart attacks provides a powerful example of the role of innovation in
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improving health outcomes. Clinical trials of alternative acute heart attack management
techniques have led to major changes in the treatment of heart attacks, and these changes directly

accounted for approximately 55% of the decline in heart attack mortality between 1975 and

1995.

Not only are people living longer, but they are doing so with a lower incidence of disease
and a higher quality of life. For example the rate of functional impairment has decreased. For the
elderly there has been a significant decline is functional disability over the last xxx period and

24-41% of this decline has been attributable to innovations in medical care.

The health care industry has spawned dramatic technical changes in the last few decades.
The number of new drugs that have been approved has increased rapidly: from 1995 to 1998, an
average of 37.5 new drugs were approved each year, an increase of nearly 50 percent over the
average rate of approval between 1989 and 1994, and a 65 percent increase over the period from
1985 to 1989. New biomedical knowledge has led to treatments for conditions that medicine

could not previously address, to less invasive procedures, and to more accurate diagnostic

techniques.

A few exampleé illustrate the benefits of these changes: More than four million
Americans have Alzheimer’s disease, the most common form of dementia. For centuries, people
_had to accept the progressive loss of intellectual and social abilities as an inevitable process for
those afflicted. However, in 1976 a specific neurotransmitter was found to be associated with the

incidence of Alzheimer’s disease. Since that time there has made substantial progress in the
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treatment of Alzheimer’s disease with many of the gains coming in the last 5 years. New dxﬁgs
such as donepezil, introduced in 1996, are now widely available, and act to temporarily enhance
cognitive functioning and delay disease progression. This development has brought new hope to
many Alzheimer’s elderly and their families. The value of such treatment is great; and potential
savings generated from reduced formal or informal care-giving services, and delayed or avoided
institutionalization can be as large as $63,000 annually per patient. A potential cure for
Alzheimer’s disease may be within reach as scientists identify the genes associated with

Alzheimer’s disease.

Cataract surgery provides another example. In the 1960s, cataract surgery required a large
incision and, therefore, postoperative hospitalization for as long as a week. The invemioﬁ of
phacoemulsification, a process that breaks the cataract into tiny pieces that can be extracted by a
small incision, has now made cataract treatment a ten-minute outpatient procedure. In addition,
the change from eyeglasses, to contact lens, to inserted optic lenses (IOL) on operated eyes has
greatly enhanced patients’ post-operative vision. This advancement resulted in not only a better
treatment, but the simplification of the process means that cataract surgery is performed by more
physicians aﬁd is available to people who would previously have gone untreated. The increase in
the number of cataract surgeries is substantial; among residents of one county studied in

Minnesota, the rate of cataract extraction for individuals over 65 increased by four times from

1980 to 1994.

Not only were there important innovations in the treatment of diseases, but there were

also significant improvements in the ability to diagnose disorders. The recent development of |
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Functional Magnetic Resonance Imaging (FMRI) provides an example of such a diagnostic
advance. FMRI is an extension of MRI, which was developed in the late 1970s and widely
diffused in the U.S during the 1990s. MR], like CT-scans and X-rays, enables the observation of
internal anatomical detail. However, FMRI improves significantly on these older diagnostic tools
in that it does not use potentially harmful radiation and provides better resolution and greater
contrast between normal and abnormal tissues. FMRI enables observation of entirely new
internal processes. For example, physicians can obtain information about the functioning of the
central nervous system, such as subtle increases of blood flow associated with activation of parts
of the brain. The newer generation of MRI can detect chemical concentrations, and metabolic
and water interaction; all of which can aid brain mapping and biochemical change mapping
caused by different diseases. However, MRI, and FMRI are expensive improvements: MRI costs

XX times as much as CT.

These examples provide specific illustrations of the value of recent medical innovations.
A number of other critical advances have been made. For example, doctors can now transfer
organs including hearts, lungs, livers and kidneys, none of which were possible a few decades
ago, and the use of immonosuppresants has greatly increased the success of grafts. Modem
telecommunication devices and speech recognition programs have been applied to compensate
people with visual, hearing, and physical impairments, improving the quality of life of many

people.
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.Pharm_a_ceut_iéal Innovation and Costs o ‘1

While medical .advﬁﬁces dpén_.. the (:j'{)ors for new and impr’ove.dlltlreatments, thé):/".g]so
contribute significantly to_the i__ncfezli's"'es. in health care costs. 'Pharrﬁ_ac_cutical.inhoﬁ\%at’ion.s_
1llustrate this ph.e'n'(_)menon. The r.ale.-o'f ph@nn_aceuti;al- innolv_lations has been accelerating: the
_number of new drugs inlrodulcl'cd pér yéér i_nCreaséd from 23 in-1990 to 53 in -1996,.:_'zinc:_i aﬁ

estimated 100 new .d_rugs_ n 1998 Thesenew df_ugs’ improve existing drug, therapies or prqyidc_..

entirely new options fortreatmg conditions.. : A few examples of the benefits of drug ‘advances

are r_ié’_'\ﬁ"'iinmUanuppqusiV‘@':agents-_that ncrease graftsurvival, and cholesterol reducing drugs
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an imponant is_sn__e__r_s_ _how ,t’o ev’_al_ua_te -whet_he_r_ those 'e_xt_r_a_ _costfs‘j a_'re_ __better' _-spen_t_ o_'n ;dni‘osf -or other. _

alternatives. Medlcal researchers attempt to estrmale the cost effectrveness of a_.drug by_

measurmo the benefrts ain terms of quality. adJusled life years (QALY) whrch capture the gams

from both longer llfe and _quality of life. By companno the cost per QALY of

treatments, the tredtments can be ranked by lhcrr cost effecllveness One study revxewed 228

cost- utrhty analyses and found that medran Ccost. per QALY was $11 OOO Whlle there 1s°nQ .

slandard threshold for-...cost effecuveness -:-'$50 OOO to .$100'OOO .has ofren been

;benchmark m the 4. S

The challenge of 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 routine health care costs are beyond the means of

some people. Thus, there is a strong need for health insurance to allow people to benefit from

this high quality health care.
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The health insurance system and its coverage

The American health insurance system relies primarily on employer-provided health
insurance--about 63 percent of all Americans (74 percent of all insured people) are covered by an
employer-based program. One reason for the dominance of employer-based group insurance is
that the Federal tax code favors employer-based insurance. Insurance premiums paid by firms
on behalf of employees are not included in the employees’ taxable income, and employees’
shares of health insurance premiums can be made with pre-tax dollars in firms with flexible
spending plans. Because equivalent subsidies do not exist for employees who obtain insurance

outside of work, this system encourages employer-sponsored plans.

There are several valuable aspects of this system. One benefit is that it encourages
substantive risk pooling among a firm’s émployecs, making insurance affordable and available
for employees of all risk categories. In addition, {irms can hire benefits administrators, who can
evaluate different health insurance policies and act on behalf of the employees to ensure quality
plans are offered to workers and that quality is periodically monitored. Firms can also take
advantage of economies of scale to lower the insurance company’s administrative costs, and

thereby obtain lower prices.

Unfortunately, this system also possesses some inherent weaknesses. One problem is that
the tax-preferred treatment of health insurance provides little benefit to low-income people who

are most in need of assistance in making health insurance affordable; households with incomes
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low enough to have no tax liability receive no tax subsidy (See chart). In addition, those who do
not obtain health insurance through their employer must find an alternative health insurance
source. This includes not only the unemployed and the self-employed, but also people whose
employers either cannot afford, or choose not to offer health insurance, and those who, even

though offered health insurance, are unable to enroll because their share of the premium is more

than they can afford.
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People without employer-provided health insurance and who do not qualify for publicly-
funded programs must enter the individual insurance market if they want coverage. This market
can present problems that limit affordable access.. Some 1nsurers may chose not to cover people
with existing health problems, or sell policies that omit those problems from coverage. Insurers
may also charge different premiums based on an individual’s perceived risk; for example, older
people may have to pay significantly higher premiums because they are more likely to
experience health problems. In some cases, these premiums caﬁ be unaffordable. In addition, the

cost of administering individual policies leads to higher administrative costs.

Publicly provided health insurance programs—Medicare, Medicaid, and SCHIP—

provide an important source of coverage for many people. Created in 1965, Medicare and
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Medicaid providc.health insurance for elderly and low-income Americans. Over 36 million
individuals received medical insurance through Medicare in 1998. Medicaid offers federal
assistance to States that provide medical care to low-income Americans. Historically, eligibility
for Medicaid was linked to eligibility for cash welfare. Beginning in the late 1980s, Medicaid has
shifted toward a more general health insurance program that includes low-income working
people. The 1996 Personal Responsibility and Work Opportunity Reconciliaton Act,
particularly, allowed Medicaid coverage to low-income familics. Medicaid served over 41
million people in 1998. In 1997, the federal government created the State Children’s Health
Insurance Program (SCHIP) to target the growing number of uninsured children in families that
have too much income to be eligible for Medicaid but too little to afford private insurance.
SCHIP provides states with funding to provide health insurance through Medicaid, a non-

Medicaid program, or a combination of both.
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This combination of employer-provided, individually purchased and publicly provided
health insurance results in 42.6 million people without coverage. Not surprisingly, health
insurance coverage is significantly related to income and employment characteristics. In families
with income below the poverty line, 43 percent of adults did not have health insurance. In
contrast, in families with income greater than 300 percent of poverty, only 9 percent of adults are

uninsured. Fifty-six percent of uninsured non-elderly people are in families with incomes below
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200 percent of poverty. The source of coverage also varies with income. More than 80 percent
of families with incomes over 300 percent of poverty receive health care coverage through an
employer. For families below the poverty line, meanwhile, Medicaid is the source of coverage
for about X% of all families. Employees of small businesses (less than 100 employees) are also
less likely to have insurance: one-fourth of small_busincss employees are uninsured, compared to
one-eighth of the employees in firms with 100 or more workers. This may be because small
businesses are unable to take advantage of risk pooling as effectively as larger businesses. Part-
time employees are much less likely to have coverage—32 percent of households with only part-
time workers are covered. This decline is due in part to firms’ restricting eligibility to exclude

many part-time and temporary workers from health insurance coverage.

There are also significant differences in health insurance coverage across different racial
and ethnic groups. Approximately 12 percent of non-Hispanic whites, 22 percent of blacks, 35

percent of Hispanics, and 21 percent of Asians and Pacific Islanders were uninsured in 1998.

Issues in health insurance reform

The need for health insurance reform is apparent from the large number of uninsured
people. However, any proposal for reforming the health insurance system must address some
specific challenges, including the possibilities of crowding out current health insurance,

exacerbating adverse selection and difficulties encouraging participation by the uninsured.
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“Crowding out” occurs when a policy that is designed to extend coverage to those
currently uninsured cause some people who currently have insurance to switch to some other
form of insurance. Another form of crowding out is when a policy causes an employer to stop
offering coverage (or reduce its contribution) and thus forcing its employees to take advantage of
the new government insurance or tax subsidy. When crowding out occurs, government dollars
go not just to newly insured; some fraction of the money goes to those who had coverage and are
now switching to a newly subsidized plan. If the new subsidy provides a much higher benefit
than the value of the tax exclusion, then crowding out can be severe and the cost to the
government of each net newly insured person can be pushed up substantially. Moreover, some
employees may lose coverage and be unable to find replacement coverage, resulting in a smaller

net increase in coverage, or possibly even a net decrease.

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. Most of these studies examined Medicaid expansions
that did not contain anti-crowd-out provisions. Because Medicaid covers moSt]y Jow-income
people who are less likely to have private insurance, crowding out might be expected to be
modest. The amount of crowding out will likely increase as eligibility for subsidies is extended

up the income scale.

A second issue that any policy must consider is the risk of adverse selection. Adverse
selection occurs when relatively low-risk individuals believe they do not benefit from the risk

pooling provided by insurance, and therefore leave the risk pool. As these healthier people with
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lower health care costs leave the original pool, the average cost per person remaining in the pool
will increase. When the costs and therefore the premiums for insurance begin to climb, still
more people will elect not to purchase health insurance and there can be a spiral of rising
premiums and declining enrollments. This could lead to prohibitively high premiums for those
still desiring to purchase health-care insurance. Adverse selection can affect both the group and
the non-group markets. The existing tax subsidy for employment-based group health insurance
encourages healthy workers to remain in the group pool, because the subsidy for individually
purchased insurance is smaller. If an altermative policy makes individual insurance more
attractive, healthy people may decline employer-based coverage for individual coverage priced
to suit them, leading to adverse selection in the group pool. In response to restrictions on
individual rating, healthy people may also leave the individual market and not carry any health
insurance, leading to adverse selection in the individual market. Even if young, healthy
individuals find low-premium policies that reflect their lower risk rather than choosing to drop

insurance altogether, higher risk people might still face prohibitively high premiums because the

market becomes segmented into different risk pools.

Studies of insurance choices by employees offered multiple health insurance plans have
shown that adverse selection occurs in the health insurance market. One study of government.
emp]éyecs found that premiums for plans with more generous benefit levels increased much
faster than premiums for plans with lower benefit levels, and found that this change was due to
the worsening health status of the people selecting the generous benefit plan. A study of a

second example where employees were offered a choice of several plans observed that healthy
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employees were less likely to choose the more generous benefit plan, and that the premium for

the most generous plan became so expensive that the employer dropped it from the options.

A final consideration in designing any policy to extend health insurance is encouraging
participation by the targeted group. For example, a policy with a modest co-payment may be
implemented to prevent over-utilization by the insured. However, for individuals at low-income
levels, even such modest costs may dramatically decrease enrollment and utilization. This may
especially affect families without health-insurance problems, who could risk remaining
uninsured to pay for more pressing needs such as food and housing. In addition, a complex
application process designed to determine eligibility may have the unintended side effect of
dramatically reducing coverage for otherwise qualified individuals. A subsidy that is received
only after expenses have been paid may also deter individuals who do not have the funds to pay

the insurance premiums up front.
Meeting the challenge of covering more people

_The Administration has taken steps to extend coverage to more people. Particularly noteworthy
successes have becﬁ the cxpanded.cligibility for Medicaid, and the creation 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 people converting to
individual insurance. The Administratioﬁ’s Family Care proposal would enable more low and
moderate income families to be covered by extending publicly provided insurance to the parents

of children covered by SCHIP.
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Although much has been done to ensure access (o 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 contend with the growing elderly population and the
forecasted increase in the need for long-term care. And finally, we must continuc to work
towards providing access to the health care system for the millions of Americans who remain

uninsured.
Building Livable Communities

As the new economy presents greater options and opportunities for Americans, it also
poses critical challenges for ensuring the sustained livability of our developing communities.
Throughout much of the 20" century the population has shifted from central cities to suburbs and
this trend has accelerated 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 inérease is striking, relative to the rates of growth during the 1980s: 19 percent in the
cities and only 6 percent in the suburbs. However., the. new economy has witnessed a change in
the pattern of job location as well. Inner cities are no longer the source of the majority of job
growth. Rather, new jobs and new industries are springing up on the fringes of cities, often in

“technology parks” or “research corridors.” In 1997 57 percent of metropolitan-area jobs were

located in suburbs, up from 55 percent in 1992.

53



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

These new “edge cities” have the potential to offer the best of both worlds to American
families: the amenities and quality of life people seek from the suburbs, and the availability of
jobs formerly associated with the central city. However, there are also drawbuacks to this trend,
and a sausfactory outcome requires that communities invest now in developing plans to channel
this growth along avenues that ensure that the attractive aspects of the area are not spoiled by
rapid growth. With this new growth comes the need to balance economic considerations with

their social and environmental consequences.
Economic Forces Driving Suburbanization

Economists have noted the positive relationship between the density of economic activity
and a region’s productivity. In the past, many of the gains from agglomeration were duc to
access 1o natural resources and means of transportation. In contrast, the agglomeration
economies of today are often based on a clustering of firms in the same industry that gain from
the shaning of ideas, consumers, and specialized pools of skilled workers. Familiar examples
include the mutual funds cluster in Boston, the oil and gas cluster in Houston, and the computer
and related electronics cluster in Silicon Valléy. [Add evidence.] Often freer from traditional

ties to specific locations, new economy firms are able to choose from a wider array of potential

business sites.
The outcome of their choices has led to a further distinction from past periods of

industrialization. With current development occurring on the outskirts of cities, rather than in the

central cities themselves, development is consuming land at a rate twice that of population
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growth. An average of 2.3 million acres of land is being consumed annually, and a significant

share of this 1s residential development on lots of one acre or more in fringe suburbs or smaller

cities. Such growth is commonly known as “urban sprawl.”

Sprawl, defined as dispersed development beyond metro centers, often stretches along
established highways and throughout rural areus. Identified by low-density residential and
commercial settlements, sprawl often requires reliance on automobiles for transportation,
including long-distance commutes. Powers over land-use and transportation are often
fragmented among differenl local and regional governments, resulting in little coordinated
influence on land use decisions. Often sprawling communities are divided by great fiscal

disparities and distinctly zoned land uses.

Several economic explanations exist for this form of suburbanization. First, for many of
these young, growing firms, urban areas may exhibit diseconomies that offset any benefits
associated with the central city. The building stock in most central cities is old, and it may be
costly to upgrade cxisting facilities to current technological standards. Rents in revitalized or
redeveloped urban areas rﬁay be too expensive for new firms to afford to locate there. Similarly,
existing building codes may make new construction prohibitively expensive, and in many cases
it may be more cost effective to “start from scratch” in a new area. [Does HUD or anyone else
have good data on this?] The drawbacks of urbanization may also accrue to potential
employees. Firms in the new edge cities may be more attractive to workers seeking to live near
work and yet avoid the congestion and pollution of an urban area. Finally, by locating near

similar firms, firms can generate new externalities and benefit from shared resources. In the
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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.
Challenges of new growth.

The rapid economic growth of technology centers in edge citics and suburban areas
provides benefits to local communities in terms of jobs and tax revenues. For example, between
1995 and 1999 sales tax revenues in the city of San Jose increased by 40 percent. However, if
left unchecked this growth can also bring significant costs. Many suburban communities are
becoming increasingly congested and in danger of losing the very attributes that made them
attractive places to live and work. Increasing population strains existing public resources like
schools and parks. Affordable housing is moving farther away from available jobs, increasing
average commuting distances. The resulting traffic problems, worsened by limited public
transportation, make commuting difficult and time-consuming and increase the demand for new
road construction. Car ownership and the availability of public transportation can help; however,

the problems of spatial mismatch persist.

The effects of rapid growth affect the environmental quality of these regions, as
‘evidenced in their water quality, air quality, and land use patterns. Increases in paved surfaces,
including roads, buildings, and parking lots, can contribute to a deterioration of water quality as
well as to an overall loss of greenspace. This loss of greenspace leads to a less effective natural

drainage, poorer water quality, and a dramatic increase in the potential for flooding in some
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areas. For example, residents along California’s Russian River have witnessed their fourth major
flood in three consecutive years. Hydrologists attribute such events in part to urbanization’s
effects on stream flow: downstream runoff into streams and rivers increases as impervious
surfaces from development increase. [EPA or others, can you share further specifics or
statistics, perhaps on a national level?] Increased traffic not only affects commuting and
quality of life, but also ambient air quality, as emissions can lead 1o elevated levels of ozone and
particulate matter. While national air quality trends have improved over the last 10 years, as of
September 1999, 121 metropolitan areas still did not meet the national standards for air
pollutants. This pollution in turn affects the health of residents, especially those in sensitive
segments of the popullalion. For example, incidence of pediatric asthma, aggravated by

particulate matter, SO,, and ozone, has increased 55 percent between 1982 and 1996.

Economic Dimensions and Solutions

One of the difficulties with ensuring appropriate development is that the costs and
benefits of the development are typically borne by different entities; decisions benefiting private
individuals may have adverse public effects, but these social costs are unlikely to be weighed by
private decision makers. For example, individuals may prefer homes on large private lots,
distant from both city centers and major highways. However, these homes require new roads,
more driving, and the installlation 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

pollution, and impervious surfaces — can outweigh the benefits each individual receives. The
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results of such decisions are evident in many areas of the country, and are particularly vivid in

Atlanta Georgia, despite planning efforts to remedy them.

Atlanta, Georgia: Challenges to Smart Growth

Ranked by some as the nation’s_most sprawl-threatened large city, Atlanta continues to expand at
a phenomenal pace.  From 1980 to 1998 Atlanta’s population grew almost 68 percent, with

'almost'_all.pf_lthis_-gr_'(i)Wlh écc:__h_fﬁr)g.beyond".t ie city 'li_,r:rii"ts'.:'Acc'o_'rding to some studies, the Atlanta

J

metropolitan area 10ses 500 acres of greenspace, forest, and farmland each week. This means that

greenspace is disappearing to dé_;\_"/_enldpm_éhf faster than in any métropolitan area in history, and .- -

the city 1ssufferm gllsconsequences Qété ality-of :th_e"__v Ch:?ffah ochee River an‘d‘ Lake A

_'i's"tr)'/'ing_hard to provide 'énd'_‘encburagc-altematlycs' 10 sitigle-motorist car transpor;a_fibn,
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However, the momentum of sprawl continues and-Atlanta faces a serious challenge to channel

future growth toward building sustéinlab‘le, at_tra'cti'vé communities.

Economists would argue that the true cost of building a new home should include the
costs of the associated externalities. However, quantifying these social and environmental
burdens is considerably more difficult than merely identifying the private costs of development.
There are, however, positive steps that can be taken in this direction. For instance, many studies
have found that the additional tax revenue received from new development does not necessarily
cover the installation of roads and utilities and the provision of public services 10 new residents.
If new development were required to bear the full cost of services, including infrastructure, the
resulting pattern of development would be less likely to have the characteristics of urban sprawl.

Many governments have begun to assess impact fees on new construction to correct these

subsidies.

Communities are beginning to use other kinds of economic incentives to achieve
outcomes more consistent with smart growth. For example, some communities, such as South
Bend, Washingtoﬁ, have imposed fe;:s on impervious surface area to encourage development that
has a less detrimental effect on water quality and flooding potential. Other communities are
using toll roads to improve traffic patterns. San Diego charges motorists on I-15 higher prices
during congested times than for driving during off-peak hours. The use of electronic transponder
technology to identify motorists and collect tolls makes this system possible without the

significant slowdowns caused by toll collection plazas. Other communities use transferable
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development rights to provide incentives for maintaining land in agriculture and other uses that

maintain open space and provide ecological benefits.

The Clinton-Gore Administration’s $9.3 billion Building Livable Communities program
1s encouraging “smart growth.” It has set forth several principles to help guide policy efforts on
a local level and to encourage greater planning and coordination over larger regions to resolve
existing negative externalities. The Livable Communities initiative seeks 1o sustain prosperity
and expand economic opportunity, to enhance the quality of life, and to build a stronger sense of
community. Dedicating funds for regional smart growth efforts including Better America Bonds
for state, local, and tribal governments, the initiative aims to preserve green spaces, ease traffic
congestion, restore a sense of community, promote collaboration among neighboring
municipalities through regional govermance, and enhance economic compelilivcne.ss. As
demonstrated by what Vice President Gore termed “a wave of local innovation,” initiatives on
the state and local levels are beginning to have real impacts on communities. Examples of such

progress include the State of Maryland and the City of Chattanooga, Tennessee.
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