.4

AV

P.LF
P2g

€29

V. 30

¢

051

Chapler S DPC eduts (I3

Insert A: Since 1992, reading and math scores on the National Assessment of Educational
Progress (NAEP) have increased for fourth, eighth, and twelfth graders, including those students
in the highest poverty schools.

NOTE #1: Although this is an important issue, it is an issue that is outside the scope of federal
policy, and therefore may not be the best choice for this report. It is also does not really
correspond to the rest of the chapter, which focuses on standards and charter schools. You may
want to change the phrase to “accountability,” or re-do the section to focus on a more *“federal”
issue. Other issues that might be relevant include extended learning time, standards and
accountability, or reforming the American High school.

Insert B: There have been debates about the impact of smaller classes on student achievement.

Insert C: The unfortunate tendency of class sizes 1o be larger in poorer districts makes efforts to
reduce class sizes even more challenging.

Insert D: Additionally, ten percent of all new teachers leave the classroom after one year, and as
many as forty percent leave within five years.

Insert E: In 1999, new college graduates received average salary offers in excess of $37,000
compared to an average beginning teacher salary of $26,639. Today’s average teacher salary

represents an increase of only $135 (or 70 cents a day) in constant dollars over the average salary
in 1972-73.

Insert F: we must meet the challenge of attracting more teachers to the profession, while
simultaneously improving overall teacher quality.

Insert G: It is also critical that incentive pay not obscure other factors that are important to
teachers, such as crowded classrooms, inadequate facilities and insufficient time for planning and
professional development.

Insert H: The Administration’s Class Size Reduction Initiative also requires that teachers hired
with federal funds be fully certified, and offers additional funds for professional development

and teacher certification. INBPTFS-sentence-to-folow-fromrOMB-—
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CHAPTER 5

LIVING IN THE NEW ECONOMY

THE CLINTON_ADMINTSTRA’fION FIRST came to office on a platform of “Putting
People First.” And indeed that pledge has been met. While the phrase “the new economy”
typically brings to mind technological innovation and globalization, arguably one of the most
important outcomes has been the change in the well being of the American people. By virtually
any measure, Americans arc- better off today than they were eight ycafs ago. Furthérmore, as we
highlight in this 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, our country can build upon its

recent successes and tackle the remaining problems.

Good News from the Amei'ican Economy

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

particular have brought tremendous gains to the poorest segments of our Society.

The gains in émploymcnt have been astounding. Since 1993, 22 million new jobs have
been created. More Americans are working than ever before; in 1999, 133 million Americans

were employed, representing 64.3 percent of the population, up from 61.7 in 1993. The
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un;mploymént‘ratc has fallen to 3.9 percent, the lowest level since 1969, unemploymem for

blacks has fallen from 14.2 percent in 1992 to 7.0 percent, also the lowest level since 1969 (prior

to 19:/2_ ﬁﬁerhploymcnt ratcé were recorded for “blacks and others™) and the unemployment rate

for Hispanics at 5.6 percent is also the lowest ever recorded.’

<insert chart of unemployment rates by race here>

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 pcrceht in real terms
over 1998, and 14.9 percent from 1993. Thé poverty rate fell to 11.8 percent, the lowest level

since 1979, and 3.3 percentage points below the 1993 rate of 15.1 percent. This is the largest 6

year decline in 30 years.

Importantly, these gains were shared across the income distribution. Between 1998 and .
1999 real income grew by 4.4 percent at the 20™ percentile compared to 3.5 percent at the 8o™
percentile. And from 1993 to 1999 the respective growth rates were 15.0 and 14.2 percent. In

addition, the most disadvantaged subgroups tended to experience the largest improvements in

financial well-being. Median income for African American households increased by 7.7 percent
between 1998 and 1999 and by 24 percent since 1993. The poverty rate for African Americans is

now the lowest ever recorded. Female-headed households are another group on which economic

: ol
growth has a limited impact. Between 1998 and 1999, however, median income for female @cf:'v'z‘qr\./,_”;f
(4275 i
. (e
headed households increased by 4.8 percent for a total of 18.0 percent since 1993.% This rise in L-U‘C/(fj -1{\‘5 ”
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income and decline in poverty follows large gains in the employment of low-income (below 200
percent of the poverty line) single mothers. [According to a recently released survey, between
1997 and 1999 the number of low-income single mothers who were working increased from 59.7
to 65.2 perccnt.3] In 1993 just 56.8 percent of female household heads were employed compared
to 63.4 percent in 1998 and 65.2 percent in 1999.° Declines in poverty were particularly notable
for children. Between 1998 and 1999 the poverty rate for children fell by two percentage points
to 16.9 percent, th¢ lowest level since 1979 and the largest percentage point decline since 1966.
Poverty among black children declined by an even larger amount in absolute terms, falling by
3.6 percentage points to 33.1 percent. For years poverty in central cities has seemed intractable,
yet here too the situation is improving; residents of central cities experienced an above average

increase in median income and the largest declines in poverty of any geographic category. 5
<insert chart of poverty rates by.race here>

The strong economy coupled with Adrninistration policies have led to a long list of
improvements in the quality of life for Americans. Low interest rates and a strong economy have
helped more Americans than ever before become homeowners. In the third quarter of .2000, 67.7
percent of American families owned a home, up from 64.2 percent in tHe same quarter of 1993
and surpassing the end-of-administration goal set in 1995.9 hnproyemcnts in job opponunitics,
in combination with Administration initiatives to hire additional police officers, strengthen gun
laws, and increase local resources to improve public safety, have all contributed to a dramatic

Ane
rcduction' in crime, with overall crime rate‘ falling to themr lowest level* in 26 yc:axs.8
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Our public schools today are showing improvements on several fronts. Thﬁ%mge
mathemaécs-pe#ennanee—ef—s&udenmwevery—gradeahas%mproved--onﬂhe'National~Asscssmcnt
of-Educational-Progress-tests.” More young people are graduating from high school than ever
before, and more are atteﬁding college.'” Average SAT math scores have reached their highest

level in 30 years and average verbal SAT scores have held steady despite-an-increastng number

S T L

. . W— - 11
of non-native English speakers taking the exam.
~

VS | L é (LK/\C* :

Strides have also been made along the public health@imension. The birth rate among

teenagers declined 17 percent between 1993 and 199 nd smoking among teenagers declined
for the first time in nearly a decade.'® The fraction of high school students who éaid 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 thousand in 1993 to 7.2 per thousand in 1998. Deaths from heart disease, cancer,

strokes and HIV are all down, and life expectancy is up. A child born in 1998 can expect to live

nearly 76.7 years, up from 74.9 years just 10 years earlier."

While these statistics present a glowing picture of the new economy, more work remains

to be done. Despite the tremendous recent gains,‘lhe incomes of minorities remain significantly
| below thosc of whites and their poverty rates are significantly higher. Infant mortality and life
| expectancy also differ substantially by race and ethnicity, as do income, 'wealth,. and access to a
quality education. Certain areas of the country continue to experience unemployment rates above

10 percent. As the country moves into the new millennium, we must confront these issues.

G .__:.‘-_(’&' A
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Births: Preliminary Data for 1999

by Sally C. Curtin, M.A. and Joyco A. Martin, M.P-H., Division of Vital Slatislics

Abstract

. Objectives—This report preseqis preliminary dala for 1999 on
births In the Unfted Stales. U.S. data on hirths are shown hy age,
race, and Hispanic origin of mother. Data on marial status, prenatal
caro, cesarean defivery, and low birthweight are also presented.

Methods—Dala In this repont are hased on more than a 97-percent
samplo of births for 1899, The records are weighted to independent
cantrol counis of biths received in Stale vital statstics offices In 1900.
Comparisans are made with 1998 final data.

ResuAs—The crude bith rale i 1999 was 14.5 per 1,000 papu-
latian, a sfight decline from 1868 (14.6), retuming to the level obsarved
in 1097, However, the fertility rate, which Is mited lo womon aged
15-44 years, was 65.8 in 1999, a slight increase over the rate for 1898
(65.6). The birth rate for teenagers continued o dacling for 199889,
dropping 3 percent to 49.6 binths per 1,000 females aged 15-19 years,
The 1998 rato for teenagers is 20 percent lower than the recent high
point in 1891, The fate for young teenagers 15-17 years fell & percent,
and tho rate for teenagers 18-19 years declingd 2 percent. Sinco 1991,
rales have fallen 26 porcent for teenagers 16-17 years, and 15 percent
for teenagers 18-19 years. Birlh rales for women aged 20-24 years
declined sfightly between 1868 and 1999 whereas the ~ate for women
aged 25~29 years fose 2 porcent. Birth rales for women kn thek thirties
and forties conlinued thelr long Incieaso. Rales for women in thelr
thinies increasad 2 10 3 percent and were the highest In three decades.
The birth rate for women aged 4044 years was the highes! levol
roporied since 1970. The birth rate for unmarried womesi in 1699 was
43,9 per 1,000, 1 percent lower than in 1998 and & perceni lower than
the peak love! reparted for 1804 (46.9), Howevey, the number of births
lo unmarried wamen was up about 1 percent due o the continued
increase In the number of unmarried women of childbearing age, The
rate of prenalal care utlizalion continued to imprave. The latal cesarean
fale increased 4 percent hetween 1698 and 1968 end continued
3-year rise. The low hinhwoight rate remained unchanged at 2.6
percen. S

Keywords: birlhs « vital stalistics
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Figure 1. Birth rates for 1eenagers hy age: United States,
1970-89

Introduction

This repont presents prefiminary data on births based on a
substantial. proponion of vital records for biths accuring In 1999,
Previaus reporis In the preliminary series have Included data for both
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Helpirig 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 public policy of
making work pay, more Americans than ever before are participating in the labor market, and the
number on welfare has fallen dramatically. Low-income families are receiving assistance in
making the transition to independence through a network owgrams designed to help \/
families move from welfare to work and to support other low-income working families. By
placing the emphasis on helping working families, the Administration has changed the tenor of

social welfare policy.
Welfare Reform

One of the most 1mpresswc achievements of the past eight years has been the reductionjn  / ~ . .. —
/ g g 1o AT A ) R YN f"m Lt et aeme /

e P
s the number of individuals rcccwmg welfare The Administration began working towards welfare s d{fn e nls
(Cy 'f\l\bwj a/\l L(/
reform 1 In 1993 by approving a record number of waivers that allowed states to implement

V:; V\’ changes in their welfare programs on an cxpcnmcntal basis. As of August 1996, 43 states had

AR pvedal e pensiblly.
1mplemcntcd waiver programs that cmpha51zcd work and*gndnpmdeme and casedoads had
begun to fall.'® _ S

These state level changes were followed by the bipartisan Personal Responsibility and

Work Opportunity Reconciliation Act (PRWORA) signed by the President in 1996. This Act
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significantly changed the welfare systefn on a national level. It replaced the Aid to Families with

Dependent Children (AFDC) program with H%FTcmporm Assistance for Needy

OI“LL‘ZS“"‘
Families (TANF) and, Jedby 4

N7
With PRWORA, emphasis was placed on thng {R lies leave welfge and enter the labor

market. Families are aided in this transition through policies that prow/credits to subsidize
///
the eamnings of low-income workers, assistance with -c%ild‘ care, and continued eligibility for

health insurance.

TANF differs from AFDC in several fundamental ways. Under the former AFDC

\, \é(/
program states set eligibility and benefit levels and received matchmg from the Federal

aBM were ragved fo dheat ol LBl fanndie
government to help with the cost of the program. In contrast, TANF provides states with block T4 Sa-
n -

grantg used to finance benefits, job preparation;, and ether worlé{r supporfprograms. Under
TANF states have much more flexibility in how the money is spent than they did under the
former AFDC prografn and have used this flexibility to meet the particular demands of their

constituencies. States are also eligible for performance bonuses for moving individuals into jObS
o va Ak D e b aomdd O Stomfen w

r\\j%w s rc(Tulcﬁlg the rate of out- of-wcdlock-bmhs, and- mcr‘ g participation in the Food Stamp, s
oo vt Chio L cond {ﬁ”/”ﬁ /
C/Medxcand and Children’s Health Insurance programs; Second, thc new system coftains time m«u

Xf)’l (/17

limits and work requirements: Federal funds cannot be used to pay benefits to recipients who
have received assistance for a lifetime total of 60 months, although states can exempt a portion
of recipients from this requirement. Altematively, states may set even shorter time limits or may

use state only funds to continue support beyond five years. In 1999, 38 states uscd the 60 month

> Y A g T A Y
time limit, and the remainder 1mplcmcntcd other policigs. " With respect to work requirements, - 7‘9"~
O

TANE recipients must work in some capacity after two years of receiving benefits. Again, states J\a&(

- , Lon Fo(id s Tidew Linf C\¢L’L,/_f:;>. =
pt ) awad imdiv T e 2o gl (i -/j.g;ﬂ/ har, trin Lo S
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have a good deal of flexibility in implementing the rule and particularly in strengthening
requirements. In 1999, 28 states had welfare poliéies that imposed immediate work rcq.uircmcnts
in lieu of the two year requir.cmcnt.18 Finally, a third dimension in which TANF and AFDC
differ significantly is the ability of states to design the parameters of the program to best suit the
needs of their poor‘lf.amilies. While states always had the frced_om to set benefit levels, TANF
allows them to establish their own ways of determining the incomék‘ of potentially eligible
families, and to set income and asset limits for eligibility. The majority of states have used this
freedom to reward work by decreasing the implicit tax on eamings. The AFDC program often
reduced benefits dollar fqr dollar for any eamnings above $90 pef month if the individual had
been enrolled in AFDC and working for_ one or more years. This 100 percent “tax” created a '
strong disincentive to work, as many AFDC panici;iants received no increase in income for
additional hours of work. Under TANF most states impose a more gradual benefit reduction rate
and léwcr implicit tax rate, to encourage greater workforce participation. Many states are also
using the ﬂéxibility and r_esohrccs. provided under the welfare ¥eform law and rcgulations to
invest in a wide range of supports to hélp welfare recipients and other low-income working

families enter the work force and succeed on the job.

" Since August of 1996 caseloads have fallen dramatically; the average monthly caseload
has declined by 6 milliou, reduction of 49 percent."”
oo dpdlen T :
L.‘)) G P{i\,u:/ At cast=

<insert chart of AFDC/TANF Recipients here>
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Looking back to 1993 to include the rc?uctions that took place during the period of state

waivers, the welfare caseloads fell bi 7.8 rmlllol\ or 56 percent. Declines in some states havc

T {w( ' RGNS

been even more dramatic. In Wisconsin, for éxamplc the number of wclfare cascs fell by 70

percent between 1996 and 1999, and by 82 percent since 1993. [checking for updated data]

\./

C iyt s

L*- 1-'\4'\'\‘-'\\_3 ‘j\éi\ .

The 1996 reforms have undeniably been successful in redu'cing the number of individuals
receiving welfare. However, reductions in caseloads 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 welfare rolls. Much of what we know about the outcomes for welfare leavers

comes from studies unde.na.kcn by individual states. To date, over 30 states have conducted
studies monitoring the outcomes of those who have left welfare, often inCludiﬁg data from the
state waiver experiments undertaken prior to PRWORA. Because the available data can differ
significantly across states and does not represent nation-wide averages, this Report supplements
the state-level information with new results from the 1996 panel of the Survey of Income and
Proém Participation (SIPP),” providing some of the first evidence of the effect of welfare
reform for a nationally representative sample. The majority of our results from SIPP are based on
a sample of individuals who lgft welfare and are observed for at least 12 months following thé
exit. Individuals in SIPP are first interviewed between December 1995 and March 1996, and aré
then re-interviewed every four months. Survey data currently exists for respondents through
November 1998 to February 1999, depending on the month of the initi.a] interview. We are
therefore examining the experience of some of the early leavers after welfare reform, and are
unlikely to obscrvé_the effect of the two year TANF time limit that exists for many TANF cases

and will certainly not observe the effects of the five year lifetime limit.
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When considering the outcomes of the 7.8 million individuals who left welfare, one of
the most important issues is the incidence _of recidivism—the number of individuals cycling on
and off the rolls. Both data from SIPP and a synthesis of state studies of former welfare
recipients show that only 25 percent of the leavers retumn to welfare during the first 12 months
after leaving. 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 six
month window. One would imagine that the probability of returning wo.uld continue to fall with

the length of time off welfare. [Look for evidence from MD)

A key component to successful exits from welfare is the ability tb obtain a job and remain
employed. [Add something about DOL training programs] Efforts to help individuals obtain
jobs have tended to use one of two strategies. The “work first” approach aims to get people
employed as quickly as possibic, assuming that work itself will teach the sl;ills needed to remain
in the labor force and eventually move to a better job. In this approaéh the focus is oﬁ
maintaihing some attachment to the labor force rather than on initial wages. The alternative
approach uses more cxt@nsivc education and training prior to cntering.the labor market. In this
case labor market entry is delayed, but it is hoped that thc initial job will be of higher quality.
Thc work first approach is by far the most commonly employed, and initial evidence indicated
that it was more successful—employment and earnings were higher in areas that employed this
strategy. However, a new study comparing outcomes across counties in California over a nine

year period finds that over the long term results for the two methods appear to be similar.”!

ATEAD
INFO



N> Extending Welfare-to-Work Grants: Because of the President’s leadership, the 1997 Balanced
Budget Act included $3 billion in FY 1998 and FY 1999 for Welfare-to-Work grants to help
states and local communities move long-term welfare recipients and certain non-custodial
parents, into lasting, unsubsidized jobs. Funds can be used for job creation, job placement and
job retention efforts, including wage subsidies to private employers and other critical post-
employment support services. The Department of Labor provides oversight, but most of the
dollars are placed through local business-led boards, in the hands of the localities who are on the
front lines of the welfare reform effort. Federally-recognized tribes also receive up to $30
million of the Welfare-to-Work funds. In addition, 25 percent of the funds are awarded by the
Department of Labor on a competitive basis. For FY 1998 and 1999, the Clinton-Gore
Administration awarded 190 competitive grants that support innovative local strategies to help

. noncustodial parents and individuals with limited English proficiency, disabilities, substance
abuse problems, or a history of domestic violence get and keep employment.

The Department of Labor also joined forces with the Department of Commerce to train welfare
recipients as enumerators in the Year 2000 Census. In September 1999, Goodwill Industries
received $20 million in Welfare-to-Work competitive grant funds to move up to 10,000 welfare
recipients into jobs, while helping the 2000 Census get a more accurate count of individuals in
high poverty areas around the country.

To help more long-term welfare recipients and low-income fathers go to work and support their
families, the Administration’s FY 2001 budget will give state, local, tribal, and community- and
faith-based grantees an additional two years to spend Welfare-to-Work funds, ensuring that
roughly $2 billion in existing resources continues to help those most in need. This will give
grantees an opportunity to fully implement the Welfare-to-Work initiative, as well as the
program eligibility improvements enacted last year with the Administration’s support.

Could ALSO GET INFo FRoM  DOL oN ” /’/’@6’7@4&%7
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Although the increases in employment w@ not as dramatic as the declines in case loads,
AR

the gains in labor force panicipatjon are still substantial. Administrative data from studies of
several different states show that between 62 and 75 percent of those leaving welfare. were
employed at some point in the year after leaving welfare and approximately 40 percent were
employed in all four quarters.*? Similar results are observed on a national level. Data from SIPP
show that of those observed for 12 months after leaving welfare, 66 percent were employed at
some point and 65 percent of thié group (43 percent of the total) had earnings in all four quarters
of the year. However, many of those working year round afc employed less than full-time.
Thirty-two percent of welfare-leavers worked 50 weeks or more during the year, and 40 percent

of this group (12.8 percent of all leavers) worked 35 or more hours in every week.

Many former .welfarc recipients appear to be successful in maintaining an attachment to
the labor force. In the sample of SIPP leavers who were working at some point dun'pg the 12
months folloWing éxit, 48 percent did leave a job during that period. However, when examining
reasons for leaving a job; the most common explanation was “left for new job” reported by 22
percent of those who lcfl their job. Furthermore, data subrﬁitted to the Department of Health and

HumanServices {is this where the data are submitted?] by 46 states who were competing for &

high performance awa;cfsw {ehplacmg_ﬁomef—we}fafe—feeiprenwm—empbymcm—md-feﬁjob }‘ A“d\m
e Sufeate
—retention) show that between October 1997 and September 1998 [update when new data become

available in Noveinber] 1.3 million welfare recipients went to work and 80 percent of those who

found a job remained employed three months later.?>
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Importanlly, the tates of employment increased even among those who remained on ¢, & Lt
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welfare. In 1999, 28 percent of welfare recipients were working, compared to just 7 percent in ¢ [0 /1//) ‘
. i A

e wif i/ 3
1992.2* The development of an attachment to the labor market for those currently on welfare \/U{ Wt

. ¢ ). e \( Aar

bodes well for future exits.”® For both workers who have left the welfare rolls, and those "' l /}-—-}1 zf/i

receiving benefits in addition to their earnings, the importance of the booming economy should
not be understated: The longer the economic 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.

In addition to employment status, success after welfare can be gauged by earnings and
the potential for eamings growth. For the sample of SIPP leavers, median mon;hly household
income plus food stamps for the year following exit was $1,605, compared to $1,509 in the two
months preceding exit. For 44 percent of leavers, the total household income plus food stamps in
the post-exit year was mére than $50 higher than in the months before leaving, while for 49
percent it was at least $50 lower. It .is important to recognize that credits from the Eamed Income
Tax Credit program (discussed in (ict&'l below) are not included in these calculations. 'Although
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 including the effects of the EITC would
llkcly improve observed incomes and poverty rates considerably.

B L e B WP Lo e

More important in assessing the potential success of the cmployment relationship is the

extent to which earnings grow over time. Because many former welfare recipients find

employment in low wage industries such as restaurant/fast food prospects for earnings growth

11
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may not seem extremely bright.® However, comparing outcomes over just the first 12 months
after exit, 39 percent of SIPP leavers had monthly earnings in the second 6 months that were $50
or more higher than in the first 6 months while 28 percent had a $50 or greater reduction in
earnings over the two 6 month periods. Thus, ‘a relatively large fraction of former welfare

recipients did find jobs that provide earnings growth through increases in hours or wages or both.
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A network of g:c’).vemmgnt"SUppon programs available to working families facilitates the

transition from welfare to w;)-rk. In the past, families leaving welfare often lost not only their
cash assistance and faced explicit payroll taxes, but also faced other implicit taxes on their
incomes through the loss of in-kind benefits, such as food stamps and Medicaid, and additional
expenses incurred by working, such as the cost of chiid care and transportation. One study found
that the implicit marginal tax rates—the decrease in the amount of government transfers
resulting from a one dollar incfcasc in incpmc--fér AFDC recipients could easily be well over 50
pérccnt. For a single parent two child family in a typical state, the marginal tax on eamnings in a
full time minimum wage job was estimated to be 58 peréent, before incorporating work related
cxpcnses.27 In other words, earning one dollar more in the labor market would increase income

by just 42 cents.
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The Administration’s welfare reform proposals have attempted to reduce these “taxes” by
expanding health insurance coverage to include many working families, increasing subsidies for
child care, and increasing the rewards from work through minimum wage policies and increases
in the Earned Income Tax Credit (EITC).?® The Administration has also worked to help single
parents collect the child support payments they are due. These programs also benefit low income
working families who were not on welfare. By reaching out to this often neglected grou@t\hc_

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

EITC: The EITC is one of the most successful programs targétcd at low wage workers
and is an important factor in encouraging welfare recipients to enter the workforce.?” Operating
through the income tax systém;. the EITC provides a wage Subsidy to low income workérs with

- the amount of the subsidy depending on earned income .ana whether the family has zero, one, or
two or more children. By increasing the wage rate, the EITC creates stronger incentives for
individuals to participate in the labor force. For families with two or more children, wages are
subsidized by 40 cents for every dollar of earned income until eamned income reaches $9,540
(check with IRS for 2000) for a maximum credit of $3,816. This tax credit is refundable so that
even families who pay little or no income tax can benefit fully from the program. Rather than
eliminating the credit when earnings surpass this level, the credit remains at $3,816 until
earnings reach $12,460 and then gradually falls, 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 relative to a program that discontiﬁucs all benefits immediately when income

increases beyond a given level.
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<insert chart of the EITC over time here>

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,
particularly for those with two or more children. The expansion also allowed workers without
children to claim a tax credit.>’ As a result of these expansions, credits paid through the EITC
program increased from $18 billion in 1993 to néarly $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.>

This wage subsidy has been effective in attracting more workers to the labor market.*>

One study in particular estimated that the EITC alone was responsible for 34 percent of the

increase in annual employment of single mothers over Lﬁe period 1992 t4 e NG
7T
' ' a5,
<insert EITC/Labor force participation rate chart here> ( fW‘QU’. é} “57’5

The EITC program also plays an important role in reducing the implicit marginal tax rate faced

by those exiting welfare with earnings below the phase-out range.

In addition to increasing the probability of employment, the EITC has done much to
improve the well-being of those who take advantage of the program. While the discussion above
pointed out the difﬁculty. former welfare recipients have in securing jobs that pay above poverty

level wages, when the EITC is taken into account the earnings of many of these new workers
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increase substantially. 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
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. While the

EITC provides a wage subsidy, the minimum wage laws ensure that the subsidy is based on a fair

wage. In 1999, 3 percent of families were headed by a minimum wage worker.*® [Can anyone

help us with data here?] The real value of the minimum wage declined substantially in the
early 1990s, falling to just 61 percent of its 1968 value in 1995.%" Subsequent Adminis'tration-
backed efforts led to increases in the minimum wage in 1996 and 1997 [edit later: and additional
increase of one dollar may pass fhis fall.] Even with this most recent increase, the minimum

wage is equal to only 68 percent [edit later] of its 1968 level.

However when the minimum wage is combined with a possible 40 percent EITC subsidy,

./';\ ‘;Jb o
oA (e
l"’)\"’ ‘):; \)\)\L)/LLC/
ot

7

the true minimum wage for workers with earnings below $9,540 is $7.21, a figure nearly as high

as the peak minimum wage rates in the 1960s. Yet despite the generosity of the EITC program

an individual working full-time at minimum wage would have a yearly income of just $14,116
including the EITC, well below the poverty line of $16,895 for a family of two adults and two

children.

<insert minimum wage with EITC chart here>
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Child care: For many parents, one of the most difficult barriers to employment is
o | .
affording. quality child care. For low-income families and new entrants to the labor market, the
costs associated with child care sometimes make work impossible. Recognizing the cost of child
care as a barrier to work, the Administration has fought to make child care more affordable for
low-income families, and to provide assistance to a greater number of families. In doing so, it
AW “.“‘fﬁ\ . o . : : S
Lsubstantxa ly increased }funding for child care assistance and combined various child care
programs already in existence to create the Child Care and Development Fund (CCDEF). The
CCDF provides states with block grants to subsidize approved child care arrangements. In 2001
states will have access to more than $4.5 billion to use to make child care more affordable and to
improve the quality of that care.®® The program provides assistance to many. Estimates suggest
that over 2 million children will benefit from the program in 2001. Unfortunately, despite the
' . Lamilies .
‘substantial investment many states have waiting lists for benefits and many of those'who qualify.
for the subsidies do not receive benefits. According to one studyf\BO percent of famili'ggwho left
welfare and are now working are also receiving assistance with child care. [edit later: Proposal

for $1 billion more in funding]

Wt«.m )| hard Lo L wmey Vi 0k U %

Ganarl O Auuadisg-tmd (S AL ey |
Food stamp program: The Eod §amp grogram supplements family incomes to ensure

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

" incomes up to 130 percent of the poverty line. The vast majbrity of benefits, nearly 90 percent in

dollar terms in 1999, go either to families with children or to elderly individuals.*® In 1999, 32
percent of benefits went to working families. Over the past few years, enrollment in the 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. While asset limits in
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" the food stamp program result in some poor families being incligib_lc for bcncﬁLﬂ in 1999 only
51 percent of children in families with incomes below the poverty line received food stamps in
1999. Even among the very poorest---children in families with incomes below 50 percent of the
poverty linc;--only 58 percent received food s.tamps, a decrease of 47 percent since 1993.* Some
of this decline is attributable to changes in the law ;hat denied benefits to immigrants and put

restrictions on benefits received by able-bodied workers. However, the decline in participation is

. ) TS n

ter than th fic ch d . See alfo, PN apor sh

Breater fhan fese spectlic changes WOLCSUEES ™ parfidpadion ¢ harecter ST
of cepents,

The fall in the number of individuals receiving food stamps is potentially good news; DD
more families may be becoming self-sufficient and no fongcr in need of government assistance. ﬁmﬁ
However, there is concern that rﬁany el.igiblc families are not receiving benefits that they need. C/\?/CV\NVgﬁ
In particular, it is hard to imagine that those with incomes below 50, percent of the povchy line
have sufficient resources that food stamps would not be a va.lued supplement. Recent economic
studies examining the causes of the large declines have found that both the growing economy
and changes in welfare programs have contributed to the fall in participation. While results vary
substantially across studies, most conclude that the cconomy is responsible for the majority of
the decrease in participation. Furthermore, evidence from the 1993 panel of SIPP shows a similar
decline in food stamp participation with welfare well before the implementation of welfare

reform. This comparison also suggests that the drop in food stamp participation is not due solely

to the institutional changes enacted by PROWRA.*

The Administration is working to ensure that all those who need assistance have access to

food stamp benefits. Recently states were offered the opportunity to receive bonus awards for
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levels of food stamp participation and for percentage increases in participation. Twenty million

dollars has been allocated for these awards. [DPC do you have more we can add here?] % )&ds
- o<

Child Support Programs: An important component of the Administration’s policies 1o

help working families is to ensure that single parents receive the Support they are entitled to
. - Nageq
under the law. Since 1992 child support collections have doubled from $8 billion to/\$16 illion.
Furthermore, proposed changes in the welfare law will allow parents receiving welfare benefits
to keep a greater share of child support payments/than in the past. This change improves the

incentives for non-custodial parents to make sypport payments.

Receipt of child support payments is further aided by policies that reach out to low-
income non-custodjal parents/ The Administration has requested $125 million for “Fathers
Work” grants that, alongAwith résponsible fatherhood initiatives funded through the Department
of Labor, help thes¢ non-custodial parents work, pay child support and reconnect with their
children. [DPC% We are working on this section. This is from the welfare accomplishments

- document. Do you have more we can add?]

Health Insurance Expansions: Historically, AFDC recipients exiting welfare lost their
Medicaid coverage when they left welfare. Bcginﬁing in the 1980s a series of Medicaid
expansions and the implementation of Transitional Medicaid Coverage (T MC) began to provide
health insurance benefits for former welfare recipients and low-income families easing the
transition to work. Prior to PRWORA children under age six with family incomes below 133

percent of the poverty line and children between age 6 and 19 with family incomes below 100
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CLINTON/GORE ADMINISTRATION ACCOMPLISHMENTS
FOOD, NUTRITION, AND CONSUMER SERVICES

cos

Improving America’s Food Securily

Protecting The National Nutrition Safety Net: The Administration successfully fought
Congressional efforts to block grant the Food Stamp, Child Nutrition, and WIC programs during
the welfare reform debate. As a result, FNS programs continue to provide a national structure of
nutrition assistance for children and low-income people, no matter where they Jive.

Implementing Welfare Reform: As a key strategy in implementing historic change in the
nation’s welfare system, the Administration has worked to ensure that Food Stamps and other
Federal nutrition assistance programs continue to support the transition from welfare to work and
responsibility: :

O Restoring benefits for legal immigrants: The Administration fought for a 1998 law that
restored Food Stamps for 225,000 legal immigrant children, seniors, and people with
disabilities who lost them under welfare reform. Prior to the new law, the Administration
worked to allow States to offer benefits to non-citizens who lost eligibility, resulting in
benefits for over 172,000 immigrants, and secured a legal definition of "public charge" that
allows immigrants to receive benefits without fear of deportation or other adverse
immigration action. '

0 Helping Working Families to Buy Food: In July 1999, the Adminjstration took action to help
ensure access to food stamps for working familics who need them. FNS issued policy
guidance making it easier for working familics to own a car and still receive food stamps, and

J - new rules decreasing reporting burden on States and working families.

[ Informing Potential Recipients: The Administration implemcnted a national public education
campaign, using materials in English and Spanish targeted to the working poor, immigrants,
the elderly and the general public, to increase awareness of their potential Food Stamp
cligibility, as well as a toll-free hotline (1-800-221-5689) in English and Spanish to help
people learn about program requirements and benefits.

0 Protecting Unemployed Adults: The Administration worked with States to exempt
unemployed childless adults from Food Stamp time limits ip areas where work is not
available. FNS approved exemptions for 36 State agencies, and worked with States to
implement Balanced Budget Act provisions which allowed States to exempt up to 15 percent
of their able~-bodied adult caseload from FSP time-limits.

\/ Improving Food Stamp Program Access: To ensure that all those eligible for Food Stamps can
receive them, the Administration developed an access guide for program administrators and
advocates, and initiated a series of access reviews around the country to better assure the
program’s responsiveness to all potential applicants, but especially the working poor. FNS
cxpects to complete reviews in every State by the end of fiscal year 2000.

WIC Program Growth: The Administration has successfully expanded WIC, by sccuring
significant budget increases to move WIC toward full funding. In FY 92, WIC served 5.4

10/26/99 1
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Ensuring that Eligible Families get Food Stamps and Medicaid: Medicaid and Food Stamps
are essential supports for working families. As these parents leave welfare for work, continued
access to health insurance and nutritional assistance is a critical piece in making the transition to
self-sufficiency. The Administration has taken a number of actions to ensure that states comply
with the law, reach out to low-income working families who may be eligible for Food Stamps
and Medicaid, provide guidance to states on what their responsibilities are and how to improve
practices, and use bonuses and sanctions to hold states accountable. As parents leave welfare for
work, it is important for them to know that health insurance and nutritional assistance benefits
are still available. It’s also important that states reach out to low-income working families who
may be eligible for these programs since Food Stamps and Medicaid could keep them off of
welfare in the first place.

» In April 2000, HHS sent guidance to states asking them to review their computer systems and
eligibility processes, review their own records to be sure that no one who was entitled to keep
Medicaid after leaving cash assistance lost out, and reinstate anyone who was improperly
terminated from Medicaid. _

» HCFA also released guidance in January 2000 advising states of the continued availability of
federal funds set aside in the 1996 welfare law to help states cover the costs of adapting their
Medicaid policies and systems to welfare reform changes. At the end of last year, the
Administration worked successfully with Congress to extend the life of this fund; most states
have a considerable amount of funds to use for these purposes.

> In December 1999, the President unveiled $200 million a year in new incentives for states
that succeed in moving people from welfare to work, enrolling children and families in
Medicaid, Children’s Health Insurance Program and Food Stamps, and encouraging family
formation.

» InJuly 1999, the President took executive actions to help ensure working families who need
Food Stamps have access, including: a public education campaign with informational
materials and an enhanced toll-free information line, guidance making it easier for working
families to own a car and still receive food stamps, and regulations making it easier for states
to serve working families. '

> In March 1999, all state Medicaid and TANF administrators received guidance on how states
can improve their Medicaid and welfare systems, and a June 1999 letter explaining actions to
ensure that all those eligible for Medicaid receive it. The Administration also launched a 50-
state review process to make sure that all those who should receive Medicaid do.

3 InJanuary 1999, USDA sent states a notice outlining the law’s requirements, including that
states should ensure that applicants are fully aware of their right to file an application for
Food Stamps when applying for cash assistance and should not automatically terminate Food
Stamp benefits as people move to work.

The FY 2001 budget includes $10 million for USDA to enhance nutrition security for low-
income Americans through a multi-faceted education and outreach campaign. The new Families
Win initiative also includes $5 million to improve access to these critical work supports for low-
income working families through the one-stop career centers.
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Since taking office, the Clinton-Gore Administration has worked to ensure that noncustodial
parents provide their children with the financial and emotional support they need. Since 1992,
the number of fathers taking responsibility for their children by establishing patemnity tripled to a
record 1.5 million in 1999, and child support collections have doubled from $8 billion to nearly
$16 billion in 1999. Not only are collections up, but the number of families that are actually
receiving child support has also increased. The number of child support cases with collections
more than doubled during the Clinton Administration, from 2.8 million in 1992 to 6.1 million in
1999. Furthermore, this year [[F TRUE AT TIME OF PUBLICATION: Congress enacted
provisions, similar to the President’s proposal, to] [IF NOT: the President has proposed
legislative changes to] ensure that families can rely on child support as a stable source of income,
and create a clearer connection between what a father pays and what his family gets, giving
parents more reason to cooperate with the child support system. [IF IT PASSES: This legislation
also provides] [OR: The Administration’s budget also proposed] funding to support responsible
fatherhood, helping low-income noncustodial fathers work, pay child support and reconnect with
their children. The Administration is already helping many noncustodial parents improve their
ability to pay child support through the Department of Labor’s Welfare-to-Work grants.

Child support is an important source of income for poor children. The average poor child whose
family received child support from a nonresident parent received $1979 in 1996, an amount
representing over one-quarter of their family income. In 1997, child support lifted an estimated
half a million children out of poverty. This support is particularly important for families moving
off of welfare; in fact, women who do not receive child support have a 31 percent chance of
returning to welfare after 6 months while women who receive even small amounts of child
support have only a 9 percent chance of returning to welfare.
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percent of the pov.eny line were covered by Medicaid under Federal mandate. Many states opted
for even greater coverage, with higher income thresholds and coverage for children of all ages.
Adults could also obtain Medicaid up to 12 months through the TMC program or through-state
mcdically needy programs. In 1996, PRWORA further expanded Medicaid coverage to single

and some two-parent families for families leaving welfare and in 1997, the State Children’s

Health Insurance Program (SCHIP) was created to target all children in low-income families.

Because of the importance of these programs, they are discussed later in the chapter.

.Reaching out to Underserved Communities

Providing opponunity. and independence for American families often requires rﬁore than
a strong national economy and responsible welfare policy. In some areas poverty is so
entrenched and the local economy so weak that progréms'speciﬁc_ally targeting these regions are
needed. Some of the most intractable poverty is found in our Nation’s central cities and rural
areas. In 1967, when statistics for these regions were first recorded, the poverty rate for central

cities was 15.0 percent compared to a nationwide rate of 14.2 percent. By this measure, central

cities were nearly as well off as the rest of the country. In contrast, poverty in rural areas in 1967

was over 20 percent. From 1967 until the early 1990s there was a substantial shift in the

incidence of poverty, with a worsening of conditions in the central cities and a slight

improvement in non-metropolitan areas.hc percent of central city residents living in

poverty had reached 21.5 ‘percent, its highest levsl ever, while the poverty ratc_in non-

\
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metropolitan areas declined somewhat to 17.2 percent. \ q gq
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There are several factors that contribute to the plight of these distressed regions; some of
these causes are specific to urban or rural poverty while other explanations are common to both
areas. Residents of both central cities and rural areas are more likely than the population as a

whole to be illiterate, have low job skills, live in female headed households, and have less

WINET
education. Secondly, residents may lack the social connections to help them find the jobs V' /.ff."l

necessary to escape from poverty [is this ok for rural areas?]. These factors are associated with
high levels of poverty regardless of area of residence. Current policies to make work pay,
discourage out of wedlock child-bearing, and improve schools in poor neighborhoods, are

addressing these issues.

In some respects central ciiies are more attractive placcs.to live for many low-income
workers. Housing in central cities is often less expensive than in outlying suburbs, public
tran'sportation.is readily accessible, and city governments often provide more generous support
services than other areas.*” However, without adequate job opportunities, life in central cities can
be unsatisfactory. One factor that .appears to distingu,ish.the situation in central cities from that in

" other areas is limited job opportunities. Recent research has shown that most job creation is
taking place in suburbs rathé.r than in inner cities. A recent HUD study found that not o‘gly was
.job growth slower in the cities than in the suburbs between 1992 and 1997, but also that the job

mix in cities is shifting towards high-tech jobs unavailable to low-skilled workers.*
The difficulty central city residents face in ﬁnding employment is further heightened by

"transportation problems and discrimination. Low-income workers, and welfare recipients in

particular, are unlikely to own cars. They must therefore rely on public transportation to
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commute to jobs. A recent study found that nearly half of low-skilled jobs in the suburbs were
not accessible by public transportation.* Minority workers in central cities are further hindered
in finding jobs by discrimination in the housing and employment markets. A recent study found
that minorities. have difficulty in renting or purchasing housing in the suburbs and are less likely
to be hired by white IOWncd firms that predominate in the suburbs.*’ Furthenﬁore, suburban

housing may be more expensive than housing in the central city.

From a policy perspective there are several approaches to addressing this mismatch

_between where low-skilled workers live and where they work. First, rebuild the economies of

central cities. Second, overcome the transportation hurdles of commutes to the suburbs. Third,
help low income families obtain housing near available jobs, Finally, improve inner citiys
schools so that future generations of workers have the necessary skills and opportunities to
succeed in lifé. The Administration has pursued policies along each of these dimensions.

The New Markets Initiative, Empowerment Zones (EZs) and Enterprise Communities
(ECs) .and the Community Development Financial Institutions Fund (CDFI fund) are important
componcnfs of the strategy for rebuilding central city economies [We are hoping to get data on
their success]. The Transportation Equity Act for the 21 Century established a new Job Access
and Reverse Commute Program designed specifically to connect low-income persons to
employment and support services. The Bridges to Work (BtW) program provides placement,
transportation, and retention services in a select group of cites. The Administration has also made
it easier for low-income families to own a car by excluding the value of a car from the asset

limitations set in the food stamp program. And current welfare grants can be used to purchase 4
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&w car Ede%] To help workers live closer to jobs in the suburbs, HUD's Section 8 program
subsidizes familys’ rents so that private sector rental units near jobs are affordable. The
Administration has created two special programs specifically designed to maximize the impact of
the Section 8 program  on improving employment outcomes for low-income families. The
Administration’s Moving to Opportunity (MTO) program provides intensive counseling with
Section 8 assistance to help families move from high poverty public housing projects private
housing on low poverty areas. The Welfare-to-Work Voucher (WtWV) program provides
housing subsidy and services to TANF-eligible families to help them obtain or retain

employment.“’

Rural areas also face significant challenges. Because they tend to have smaller, less
diversified economies than metropolitan areas, they can be severely.affected by the closing of
only one or two industrial plants. And while agriculture is no longer as important to mosi rural
areas as it once was, some regions such as in the northern Great Plains continue to experience
long-tefm population declines from continued restructuring in agriculture. Many rural
communities suffer from geographic isolation from major markets, making it harder for residents
to find jobs and for businesses to reach their customers. Although recent advances in
telecommunications may reduce some of this disadvantage, rural communities lag behind urban
communities in access to these technologies. In addition, rural governments lack the economies
of scale needed to make many public services economical and so rural communities do not

possess the full complement of public services taken for granted elsewhere.
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[We need to develop this section more] Numerous Federal programs are reaching out to
address the problems of rural communities. In particular, there are a number of regional
development commissions targeting specific areas of the country. These commissions include the
Appalachian Regional Commission, the Denali Commission, the Mississippi Delta Regional
Authority and the Interagency Task Force on the Economic Development of the Southwest
Border. Some EZs/ECs are also targetted towards rural areas. The universal service
telecommunications assistance, established by the Telecommunications Act of 1996 is also

beginning to play an important role in helping to reduce the digital divide for rural America.

Box 5 Community Redevelopment Programs

The Administration’s community development policies aim to assist distressed
communities by encouraging investments from the private sector. These programs provide
incentives, such as tax credits, and improved access to credit markets. At the foundation of this
policy are EZs and ECs. In 1994, when these programs began, 9 communities (6 urban and 3
rural) were dgsignated as EZs., .providing the urban zoneé with $100 million in grants and tax
incentives and the rural zones with $40 milliqn_ov_er a ten year period. Additionally, 95 ECs were
designated whiéh ,b;ovided,$3 'ﬁﬁllion in grants and tax credits to each community. The EZ and
EC programs give communities substantial flexibility in developing new initiatives to assess and
solve problems on a local level. The Federal government provides tax benefits and technical
assistance to businesses expanding or locating new facilities in the target zones. It provides

grants to the communities themselves to support activities such as job training programs, day

23




SECOND INTERAGENCY DRAFT 11/3/2000 PRELIMINARY & CLOSE HOLD
CHAPTER 5 OFFICIAL USE ONLY

individuals on welfare. Caseloads in the largest central cities have declined by 40.6 percent from
1994 t0 1999.*” Median household income in rural areas increased less dramatically than that in

cities, rising just 0.9 percent in real terms between 1998 and 1999.

Despite these dramatic improvements, there is more lo do. Poverty 1‘;1les and
unemployment are higher in central cities and rural areas than elsewhere, and rural areas have
shown smaller gains. In 1999 the national poverty rate was 11.8 percent compared to 16.4
percent in central cities and 14.3 in rural areas. Furthermore, although dramatic, the 40.6 percent
reduction in welfare in central cities was substantially smaller than the 51.5 percent decline
natonwide. There continues to be a mismatch between the skills of the urban work force and the
demands of urban jobs, and a limited number of jobs available in rural areas. The
Administration’s New 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.

Education in the New Economy

In the New Economy, investments in human capital play an ever-greater role. The most
direct way in which we invest in human capital is through education and training. Last year’s
Economic Report focused on the demand for educated workers and on post-secondary education
and training. This year we examine America’s public elementary and secondary schools, which
are crucial to the development of our future workforce. We note recent changes in how we

educate our children and ways in which we may best improve the quality of schooling we offer.
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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 local governments. We highlight in

. sl fea e i ) . ;
particular these-aspects which current research suggests are most important and those which are
stimulating new policy initiatives. The analysis examines the effect of class size, teacher quality,
the infrastructure of schools and equipment, and curriculum changes. - N .oyo. ¥\
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Because they are targeted at these important areas, Federal investment in schooling can have a

larger impact than the magnitude of the funds would suggest.

In the United States, primary responsibility for elementary and secondary education rests
with states and te'local school districts. Our public education system is extremely decentralized,
and the Federal role is limited; excluding school-based nutriﬁon programs, the Federal
government provides just over 6 percent of the funding for K-12 education. >* Federal spending

~in-the-pootest-—scheels—dees reduces inequalities across school districts, but it does not fully
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compensate for the overall pattern of funding disparities related to local property tax bases and

state funding for schools. >

<insert school district revenue by income chart here>

The largest single Federal érogram for kindergarten through 12" grade (K-12) education

ST AL T W
is Title I,”* which allocales/ﬁ”ﬁds/l)z;;eat\.c;{éﬁild poverty rates.’® The targeting of Title 1 funding
towards schools serving poorer children increased significantly with the passage of the 1994
Elementary and Secondary Education Acl. In the 1997-98 academic year, 96 percent of schools
in the highest-poverty quartile received Federal Title 1 funds, up from 79 percent in 1993-94 %
This quartile of schools served 49 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 Title 1

funding are typically significantly larger than any redistributional-efforts on the state level, >
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Reducing class size
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For—deeades;—many betieved—that bioad-bascd —cducational—spending—progranmms—like_
reducing-class-size;"were-ineffective-in-improving student achiévement. However, even the most
ardent critics of spending programs now acknowledge that class size reductions are beneficial,

especially for disadvantaged students. )
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v
Much of evidence concerning the potential effectiveness of reductions in class size comes

from a class size reduction experiment in Tennessee. To determine the extent to which smaller
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class sizes would improve academic achievement, the state authorized and -financed an
experiment in which students and teachers were randomly assigned to classes with standard or
smaller numbers of students. The results showed significant improvements for children in
smaller classes: Students enrolled in smaller classes from kindergarten through grade 3 did better
on standardized tests of reading and math than students who were not in smaller classes even
after returning to larger-sized classes in later grades. These students also scored higher on their
SAT and ACT exams in high school, and were more likely (o take such college-entrance exams
than students enrolled in larger classes in grades kindergarten through grade 3. The results were
especially strong for minority students—being in a small class in elementary school narrowed

the difference in the black/white probability of taking a college entrance exam in high school by

54 pcrcenl.(’0
Fuar vk mcts ) ] )

The quality-of this experiment persuaded many scholars that reductions in class size can
improve outcomes for children. Teachers in smaller classes spend more time on individual
instruction and review and less time on student discipline and routine administrative tasks.®’
Teachers of small classes may also know their students better, interact with them more

frequently and individually, and provide more frequent and in-depth feedback.®?
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lasSes, reducing class sizes is expensive.

.cost more than S hillion dollars per year.%’ i gnse, the expected gains in students’

Yid

future earnings are large enough to offset this investment. ¥ Howeverpayingforsuctrreductions. <&

e nsee &

in-etasssize {5 -hampered by the current distribution of students-and resources,, A disproportionate
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. L nesdsd : :
share of the cost of class size reductions is need for schools serving poor students, since these

schools generally have larger classes than more wealthy schools. Furthermore, there is little
room at the state level for a reallocation of funds to assist poor schools. The majority of the
inequality across school districts is attributable to differences in resources at the state level. Such
cross-state differences can be best addressed through Federal programs. % In 1998, the
Administration proposed a seven-year Class Size Reduction Initiative to reduce class sizes

nationwide-in early grades to 18 students per class. In-its first year, the program spenta-total of

e, ./\,"_--)\xl' Son o\ R A ‘-\u_

$1.2 billion.-Thes 1‘und§enabled school districts to hire 29,000 new teachers, reducing class

Vi, \_’)t".’)-‘\: L N S A WL NCIL AP PN R RN

sizes from an average of 23 students per class to an average of 18 students per class for 1.7

- lower-elass-sizes [Ed Dept: any new numbers on what the funds bought in year two?]. %
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demand is_in_additien-to-amaiready predicted surge in the umber-of-teachers-needed- over_the .
next-deeade. Between July 2000 and July 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~&Tiua ¥
teachers-wiHeave-thefreldfor-other-occupations. Without considering the effects of reducing
class size, the United States will need approximately 2 million new teachers over the next 8
years.”” [Currently most occupations are seeing much sharper increases in starting salaries than

the teaching profession, leading to an increase in the gap between starting salaries for new

DM (geetes G LCE &.,-m oo e oAb Fom o Yo nhaacs
y
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teachers relative to other occupations also requiring a college degree . This trend will make it
difficult to find qualified applicants for the millions of new positions becl\oming available.

—/}.". A RS (

Furthermore, the learning experiences of children do depend substantially on the quality

/‘."

of the classroom teachers. With sudden increases in the demand for teachers due 'growing student
o Torsead v
enrollments and reductions in class size, it 1s—a—ehanenne—to—mamtam—a -conststently high tevet-of-
- qualityn-aticiassrooms. In 1996 California began a massive class-size reduction program in the
early grades, spending $1.5 billion per year with the goal of reducing class sizes statewide from |
an average of 28 students per class to a maximum of 20. By the 1998-99 school year, over 92
percent of California’s students in grades K-3 were in classes of 20 students or fewer.’!
However, in these grades, where the class size reduction 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.”” The success of nationwide

reductions in class size thus depends on attracting and retaining qualified teachers, and training

those teachers who are currently uncredentialed.

ox 5-x;* Investing in Teachers |

The level of teacher pay 1s often crted as an obstacle in recrultmg and retammg hlghly
skllled teachers Slmply ralsmg teacher pay will help schools recru1t more and better teachers
However because rarsmg teacher pay across the board may still not- adequate] y reward the best

teachers, changes in the structure of teacher compensation have also been suggested as a way to
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attract more highly motivated and skilled teachers to the professiop/. One of these proposals
suggests paying teachers based on pérfonnance, with performance measured by classroom
observations and/or improvements in student achievement over the course of a year.
Performance based pay would mean a significant departure from current teacher pay systems,
which generally base teacher pay on education, experience, and responsibilities. Teachers with
similar education and experience can differ widely in the quality of the instruction they offer yet
the current system provides no-reward for exceptional teachers. Tying teacher compensation to
performance would also be likely to attract peoplé to the téa_ching profession who feel that théy
are likely to ?é:;/;érded for their hard work. The growth of the standards movement ha.s also made
implementing incentive pay systems more feasible, as educational objectives are now more
clearly defined and progress towards thenﬁ isj-rﬁorc c]é_arly .z_il:sge.ss_cd.

Nonetheless, there are good reasons to be c_;utio_us in implementing such 'pérformance—
based pay systems for ‘teachers. -Studénts’ achlevement dé[l)]én.as.on many factors over yn)hich

teachers have little or no control, such:as’ far.r'iilh)'/. c:irc'lj'm_§t'éﬁce’s_'_.""ar'1d previous education.. Thus,
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This Administration has supported investments—im teachers. The Teacher Quality
Enhancement Grant program has helped to prepare about 3,000 new teachers for high-need
school districts and has improved the preparationg of about 17,000 other new teachers. The
Preparing Tomorrow’s Teachers to Use Technology program has supported the implementation
and infusion of technology into the preparation and field experiences of 400,000 future teachers.
Federal funding for the continued professional development of experienced teachers has

increased from $335 million for Eisenhower Professional Development grants in 1993 to | »

e e [V

1 faniars

$1,000,000 for Teaching to High Standards grants in the President’s 2001 Budget Request.”* -

The Need for New Schools

All students need safe, healthy, and modern places to leam. Communities across the
country are struggling to address urgent safety and facility needs. Based on a 1998 study, the
average public school was 40 years old and even older, on average, in minority or poor
districts.” Many such older buildings require extensive upgrades of their electrical systems in
order to install computers, upgrades made even more expensive for some schools by the presence
of asbestos in their walls.”® Older buildings may also requi_ré extensive renovations .to be

. accessible to disabled students.

Increasing enrollments and reductions in class sizes will increase the number of classes
per school, putting further pressure on aging educational facilities. The Department of Education
estimates that .$127 billion is needed to bring America\'s schools into 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
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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-adequate condition. 7

. ) oosA ld,v--‘-."-_bff:-,ﬂ'
current Administration spending proposals include $25 billion in school modemization bonds

To help address these problems,

and $6.5 billion in loans and grants for urgent school renovation to help communities build and
modernize 6,000 schools and make emergency repairs to another 25,000 over the next five

years.*

New Educational Technology and Internet Access

As workplaces require more computer literacy from their workers, schools must prepare
their students to enter the labor force with increasing familiarity with these technologies.
Internet access can also be a tremendous resource in classrooms, giving students new incentives
for leaming and communicating, and connecting them to the resburces of libraries, museums,
and educational materials from around the world.®' Tremepdous advances 1n increasing access
to technology within American classrooms have taken place over the past 8 years, and Federal

programs, especially the E-rate program, have played a large role.

Between 1994 and 1999,'lremendous strides were made in connecting public schools to
the Internet. The number of public schools with some connection to the Internet nearly tripled
between 1994 and 1999—by 1999, 95 percent of public schools had some connection to the

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

school classrooms in 1994 to 63 percent in 1999.%2

<insert internet access chart here>

For computers to improve the quality of instruction, teachers must know how to use the
technology and how to integrate its use 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 in using computers and the Internet, younger teachers, and teachers in schools with

0 e - L PR
_\-1_\-..1.:-1',\“4.-' TSRt e g i e
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fewer poor students were more likely to report using Compu[ers and the Internet. (jnly one-third

1’.”:;J/~,,-‘;, (LA

“of teachers with access to computers and the Internet said that they felt well or very well
prepared to use computers and the Internet, and oﬁly one-fifth felt very well prepared to.integrate
educational technology in'to the classroom.* ® Clearly, m-ore investment In teacher preparation 1s
needed. The Federal government has helped with its Prepaning Tomorrow’s Teachers to Use
Technology grant program, which supports 1,350 partnerships among colleges, educational
agencies, high tech companies, and non-profit organizations. These partnerships are training
400,000 new teachers to be better able to integrate technology into the classroom. An additional

$150 million has been requested for this program in the Administration’s 2001 budget.®
The Federal government has helped local school districts make the transition to the

digital age. Through its E-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 the Internet.”’

34



SECOND INTERAGENCY DRAFT 11/3/2000 . PRELIMINARY & CLOSE HOLD
CHAPTER 5 OFFICIAL USE ONLY

These funds have been targeted to poor students: Schools with 75 percent or more of their
students receiving free school lunches receive approximately ten times as.much funding per
“student from the program as schools with the smallest percentage of poor students. Most-of-the -

funds-have gone to-establishing-within-building. connect ons-between-computers. ™

Schools are reducing the Digital Divide
Since 1993 computer use in America has grown at an enormous rate, revolutionizing the
way Americans communicate, work and do business, and computer knowledge and access are
increasingly important for success in today’s socieiy. Currently more than one-half of all US
households have computers, and more than two-fifths have Internet access at home. However,
Internet access is not spread evenly among Americans. Its use van'és greatly with income and
education--people in households earning more than $75,000 per year are almost 4 times as likely

to use the Internet as people in households earning less than $15,000 per year.

Percent of Households with a computer and percent
with internel access, by household Income, 2000

O Houschold has computer
80 f Houschold bat internet socess

Undes $15,000- $25000  $35000- $50,000- $75,000 and
$15,000 24,999 34999 49,999 74999 sbove

Adults with college degrees are nearly 6 times as likely to use the Internet as adults who
have not completéd high school. There aré also large differences by race. African Americans
and Hispanics are substantially less likely than white and Asian Americans to use the Internet.

While some of this difference is due to d+ffererees in income and education, a recent study finds
Fopirithes
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that approximately one-half of the racial difference in access is not explained by these factors. As
the level of technological literacy required by employers rises, there is an increased risk that |

individuals from disadvantaged groups who already face obstacles in the workplace will fail

even further behind.

There is, however, good news along this front. African American, Hispanic, and lower-
income Americans are connecting to the Internet at faster rates than whites, Asians, or wealthier
Americans. The most notable changes are occurring among school-aged children, suggesting that
the widespread availability of computers in the classroom is playing a role. Across all income
and demographic groups, children aged 9-17 are more likely to use the Internet than are older
Americans. Over the last few years Internet usage has grown faster among African American and
Hispanic children than among white children, and faster among children in households earning
less than $35,000 per year than among children from higher income households. Between 1998 _
and 2000, the gap in Internet usage between black and white children decreased by 9 percent,
although the gap in Internet usage bct_ween H'jspanic. and white children grew by 9'perc‘ent._T'h.e
gap between Internet usage among chiidfeh from hoﬁseholds_eam'ing less_than $_.3»5.,.000 péf S'%cgt

and children from more wealthy households Q'gs_uﬁchangedlﬁg: |

Other Federal programs have also helped schools purchase new educational technology.
In 1997-98, the most recent year for which such data is available, the Federal government spent
$688 million on increased access to technology in schools, in addition to the E-rate program
funds. 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
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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.”

<insert new computer funding chart here>
Institutional-Change- * 4o s cond fresponiess

Large investments in education are taking place—in hiring new teachers, in educational
technology, in connecting schools nationwide to the Internet, énd in professional development
for teachers. Yet the changes in American public schools which have happened over the past
decade go far beyond increasing these investments. Dramatic changes are also taking place in the
way that school resources are used. In the last decade, major system level strategies for
delivering education have emerged, including standards-based accountability, whole-school

reform, school choice plans, and increasingly shared decision-making.

One of the most significant state-level strategies today is standards-driven accountability.
It is hoped that establishing clear performance outcomes and systematically testing student
progress will stimulate teachers and students to focus their efforts in the right direction. Spurred
in part by the 1994 Elementary ana Secondary Education and Goals 2000 Acts, state after state
has implemented standards for what all students need to learn in school. These standards have
been followed by an increase in standards-based assessment, giving policymakers, parents, and

students themselves more information for decision making.
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Forty-nine states now have adopted statewide standards for what students should be
studying in English, mathematics, science, and history and the social studies—thirty states have
implemented these standards since 1994.°' Forty-eight states have adopted state tests to assess
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 lCSlS.92

By implementing challenging tests with real consequences, schools can raise the
expectations—and the motivation levels—of students, teachers, and parenls.93 For many years,
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. o Experts warn that parents
may not realize when their own children are. falling behind. Standards-based asscsshents can
provide parents, teachers and other local decision-makers objective information about how well
students are learning—not only in comparison to other students in the same school, but to

students at other schools as well.”

Furthermore, evidence suggests that 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

movement by i §J granting more than

e

$1 billion to help state and local education agencies in every state implement school reforms
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through the 1994 Goals 2000 Act. 97/ In addmon the 1994 Elementary and Secondary Education

Tttt s 2o o

Act (ESEA)Vticd state standards implementation to continued receipt of Title I funds for poor

schools. The' legislation required that standards used in schools receiving Title I funds are the

l

standards for all schools, or risk losing millions of dollars in Title I funds. The Federal

government has also increased its assessment of American students’ progress, better enabling us

98

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 1990-1996 against which we will be able to measure student progress this
decade and in future. This will help us evaluate ‘student ﬁerformance across states with widely
differing state tests. Fuﬁhermore, amendmenlé to the Individuals with Disabilities Education Act
of 1997 required that children with disabilities be included in state-level assessments programs,

allowing us to measure the performance of these children also.”

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 young children to read, endmg.[hc_mi-pmdqcﬁvc-”read'mgwarsv"
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
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children in reading for a variety of purposes and gives them ample opportunities to practice their

reading skills.'®
Giving-Schoolsthe-Freedom-to-dnnovate: 7 ... e O P

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

create a marketplace for education in which competition for per-pupil funds would force schools

(o 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

RN AN Lo FESP RN N = PRI AT

local regulations (although not from standards-based assessment). Beginning with Minnesota in foo civolin
1991, the number of states allowing such charter schools swelled to 36 states and the District of
Columbia by the end of 1999. By the beginning of the 2000-2001 school year, there were 2,069
charter schools in operation nationwide and the number of such schools was growing by about

30 percent per year.

Although charter schools represent only 2 percent of all US public schools,'”' their rapid
growth has made them the recipients of a great deal of attention, especially in areas where a

significant percentage of students now attend these schools. Charter schools tend to be about
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one-third the size of nearby public schools. Most enroll students of similar racial and ethnic
backgrounds as the students in their surrounding districts, although school districts with charter
schools tend to have larger minority student populations than the national average. Most

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

90- percentTeported-that-chartering_agencies—meonttored-their—students—achievement and their

school finances.

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 is hoped that successful charter school innovations will eventually spread back to

the broader public education community.
Helping Students Make the Transition from Secondary School to College or the Workplace

Other Federal programs are helping primary and secondary school students make the
transition f‘rom secondary school to good jobs or further education. The Gaining Early
Awareness and Readiness for Undergraduate Programs (GEAR-UP) partncrs nearly half a
million students in high-poverty middle schools with local colleges-and universities. These
programs provide entire classes of students and their families with academic enrichment
p.rograms; information about college options, financial aid, and necessary preparations for
“college; and in some cases college scholarships. TRIO programs, such as Upward Bound, help
730,000 low-income, first-generation college, and disabled students prepare for and succeed in

college. After 6 years of seed money from the Federal government, all states have instituted
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local school-to-work programs to benefit secondary school students as they prepare for their

103
working lives.

Over the past § years, Federal assistance to help Americans invest in college educations
has also increased. Direct Pell grants have increased from a maximum of $2,300 per student per
year to $3,300, while the Hope and Lifetime learning tax credits also reduced the cost of
education for American fumilies. Fees and interest rates on student loans have been reduced,
while the restructuring of the Federal student loan program has saved billions in taxpayer

dollars.!*

Innovation and Access in Health Care

Another major aspect of any individual’s well being 1s his/her health status. The quality
of medical care available in the United States is the best in the world.'" This excellent ability to
treat medical conditions has been enhanced by recent medical innovations. In addition to the
primary benefit of a better and longer life, improved healih can also increase the number of
healthy days for employees and improve productivity, which in turn contributes to economic

growth.
While new treatments can provide better care, they are often very expensive, and thus

drive medical spending higher. This high medical spending has prompted the health care system

to evolve processes designed to encourage utilization of the most cost-effective treatments.
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creating an increasing rate of medical innovation independent of health care system. Therefore,
without cost constraints, cost-increasing innovations for better health will dominate cost-saving

innovations.

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

116, 117
arowth =7 ",

Rising _heallh expenditures can create access harriers indirectly for cveryone, by
driving up health insurance prices. However, because innovations are beneficial, a system that
simply focuses on ‘containing cost’ would eliminate beneficial interventions. Thus, medical
innovations present two challenges: determining the situations where innovations are likely to

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

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

Delivery system innovation

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

determine the course of treatment for a medical condition, which is desirable given the
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complexity of medical needs and vanability of appropriate responses. However, because the
system reimburses on the basis of utilization, 1t also provides few direct incentives to use the
most cost-effective health care technologies _and practices.  Specifically, physicians have
incentives 10 overprescribe services and procedures, and patients have incentives (o
oversubscribe to those services. To address these problems, health insurers sought to change the
structure of the incentives in the health insurance system so that providers choose the services

efficiently.

Managed care employs two mechanisms to alter providers’ incentives: f{irst, it uses
prospective payment, which aims to pay providers a fixed payment for a pool of patients. Under
this fixed payment, providers have the greatest incentive 1o reduce treatment costs, as they retain
all savings above the costs. The sccond set of tools managed care plans use i1s non-financial
utilization management, such as command-and-control type regulation, gate-keeping, and
monitoring physicians’ perfofrnance to reduce low-valued services. In addition, managed care
can influence the expected profitability of new technology by reducing reimbursement and
restricting utilization. Hospitals and physicians would in turn slow down the rate of acquiring
and using new and expensive technologies because of lower expected profitability. By balancing
patients’ desire for better health and the cost-reduction incentives of providers, managed care can
encourage more cost-effective utilization of technology, and promote innovations that improve

health and reduce costs''®.

However, while addressing incentive problems in traditional health insurance practices,

managed care creates different problems. These include incentives for structuring insurance
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plans to select healthy patients and the under-provision of services''’. Fully px‘ospective payment
provides a strong incentive to select healthy patients whose health care costs will be low, rather
than actually improving efficiency. Furthermore, providers have an incentive 1o restrict even
services that are cost effective because they receive no additional revenue from providing that
service. When patients lack information about the effectiveness of alternative treatments, and are
thus unable 1o press for better treatment, this probiem can be severe. Therefore, the optimal
incentive likely lies between fully retrospective (FI'S) and fully prospective payment, and
involves partial cost-sharing by providers and patients via copayment and coinsurance.
Unfortunately the ideal incentive design is still unknown. As managed care plans evolve to
allow patients more choices, the ability to influence utilization is undermined. Consolidation
among physicians and hospitals in the 1990s created organizations that pay providers by salary
or by FFS, so that fewer physicians and hospitals actually operate on a fixed payment basis.
Consequently, current managed care plans are quite different from the original plans, because
both sets of tools managed care uses to influence cost-effectiveness have been significantly

relaxed.

Empirical evidence suggests that managed care slowed the growth in total health

expenditures in the last two decades. These reductions were achieved by reducing utilization of

120

more expensive procedures, and by paying lower physician and hospital fees.”” However,

further reductions in utilization may not be feasible, and managed care’s ability to restrict fees in

122

the future is not certain'*" Thus, there is uncerntainty whether the observed effect on
y

expenditures will continue.
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If technological progress remains the key force driving expenditures, managed care’s
effect on the rate of health expenditure growth will depend on its ability to influence the types of
innovation. If managed care can increase cost-saving innovations, then the rate of growth may
be slowed. However, if patients continue to value health highly and are willing to pay for any
innovations, managed care may be unwilling or unuable to 1impose cost-saving innovations. The
evidence of managed care’s impact on the types and rate of technology adoption is mixed. Some
researchers found that increased managed care enrollment not only lowers the adoption of cost-

- . . S . 123 124
increasing technologies, but also reduces utilization of the new technologies )

One study
found evidence of more cost-cffective diffusion of expensive technology in areas with a high

concentration of managed care, while a different study found no effect.  Thus, managed care’s

longer-term impact on health expenditures is uncertain.

Pharmaceutical Innovation and Costs
[still considering which, if either of these boxes to use. We will polish after decision based

on fit and main content. Suggestions welcome.]

While medical advances open the doors for new and .:_ijroved_ trgatmén;s_, thc_:y_alsQ
contribute s-igni'ﬂcantl'y'_ to the :;inérc;ases in h..el'alth care cééts. | ?héfrﬂacehticdl : -i-linn'ovatidh's
illustrate this pﬁenomenoﬁ. The rate of pharmaéeutical innovations has been high: thé number of .
new drugs irﬁroduced per year peaked at 53 in 1_996, and continued at a fast pace, with 30_or
more new drugs each year since 1996. These new drugs improve existing drug therapies or
prO\./ide enlifely new oplions for treating conditions. A few ¢xamp]es of the benefits of drug

advances are new immunosuppressive agents that increase graft survival, and cholesterol
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reducing drugs that reduce the risk of heart attack. However, the accelerating innovation rates
have been accompanied by an accelerating cost of drugs: spending on prescription drugs
increased at an annual rate of 12 percent between 1993 and 1998, far faster than the S percent

increase in overall health expendilures.125

This growth in .spending is due to a number of factors. One of thesc is that these new
drugs are replacing cheaper older drugs. New drugs uré priced two to four times higher than old
drugs within the same disease subcategory. This higher cost of new drugs accounts for about 40
percent of the increase in drug costs. A second factor is that new drugs have very high
utilization rates, and thus even without a price increase, they push medical spending higher. This
accounts for about 40 percent of increased drug spending. Higher prices for existing drugs

accounts for about 20 percent of the increase in the drug spending.

Because drugs provide improved health benefits while at the same time escalating costs,
an important issue 1s how to evaluate whether those extra costs are better spent on drugs or other
alternatives. Medical researchers atlempt to estimate the cost effectiveness of a drug by
meé.sun‘ng the benefits in tén;s of quality adjusted life years (QALY), which capture tﬁe. gains
from both longer life and quality of life. By comparing the cost per QALY of alternative
treatments, the treatments can be ranked by their cost effectiveness. One study reviewed 228
cost-utility analyses and found that median cost per QALY was $11,000. While there is no
standard threshold for cost effectiveness, $50,000 i_o $100,000 has often been used as a

benchmark in the U.S.'?°
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However, cost-effectiveness does not mean cost saving. It appears that pharmaceutic;
innovations have concentrated on new and more expensive remedies, whether or not even if they
are cost-effective. This continues to put pressure on health care costs, and thus on health
insurance, pushing access to the benefits not only of pharmaceuticals, out of the reach of some.

Thus, the health care system must develop a greater understanding of how to create incentives

Online Medical Information

Iﬁformalion asymmeltry has been a long-recognized problem in medical care. Patients
often do not know as well as the physicians and therefore cannot participate actively in medical
decision making. Instead, patients have to rely heavily on physicians for information and
treatment decisions. The other related problem is the lack of quality information. Because
quality of care is hard to measure and iﬁformation is costly, patients often do not make conscious
choices of health plans and providers based on cost-quality comparisons. Internet can play an
important role on bridging the information gap, as it has become increasingly powerful in
processing and disseminating information. Such reduction in information cost can significantly

change the relationship between patients and providers.

What's available
There are more than 2 million websites available providing medical-related information'. The
high capacity of internet has made available a wide coverage of diseases and conditions, both

common or rare ones even to physicians. It also provides a very broad scope of services from

' Haven't found an overall estimate yet. Informally, a search of ‘health information’ returns 2+ million related sites.
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diseases/diagnosis/treatments, prevention/public health/health behavior, altemative therapies, to
discussion forum and support groups. Information on providers’ quality is also growing. Quality
measures are available within seconds such as physicians’ training, experience, litigation history,
and hospital and health plans’ performance on selected diseases/conditions and patient
satisfaction. Sponsors of the websites include government (AHQR), medical professional
organization (AMA, AHA), health plans, employer health coalitions, and other non-for-profit

. . . . ~ . . . 2
organizations. However, a majority of the owners are commercial, for-profit business”.

Utilization pattern

About 60 million” (or 22 million*) Americans (% of population age xx-xx?) searched for health
information on line in 1998 and the number is expected to increase in 2000. One survey
analyzed patients’ purposes for seeking medical advice online and found that they were mostly
for therapy, diagnosis, patient education, and prognosis information’. Analyzing the content of
inquiries made to a university hospital website, most of requests (40%) could have been
answered by a librarian (10 clarify when get the full article); 28% can be answered by a physician
via email; and 27% are cases that physician visits are necessary in order to make consultation. In

few (5 out of 2097) instances patients attempted to self-diagnose’.

2 “High Volume Medical Web Sites,” Delaware Medical Journal, 72(1): 21-9, Jan 2000.

3 “Use of the web for medical information by a Gasteroenterology Clinic Population,” JAMA, 284 (15): 1962-1904,
Oct 2000.

““High Volume Medical Web Sites,” Delaware Medical Journal, 72(1): 21-9, Jan 2000.

% “Requests for medical advice from patients and families to health care providers who publish on the WWW, *
Archives of Internal Medicine, 157(2): 209-12, Jan 1997

® Patients looking for information on the internet and secking teleadvice: motivation, expectations, and
misconceptions as expressed in emails sent to physician,” Archives of Internal Medicine, 135 (2): 152-6, Feb 1999.
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Potential impacts

The critical role of online medical information is whether it is supplementing physician’s role or
substituting physicians. One advantage of making medical information easily available is that it
can it encourages better utilization of physician visits. As shown earlier, much of patient
education can be achieved by information online or email answers by physicians or trained
professionals. Improved patient knowledge can encourage shared decision making, which
enhances patient preferences and reduces human errors. In addition, better medical knowledge
can reduce patients seeking care in the wrong department (such as ER), and increase patient’s

health awareness and healthy behavior.

There are also many pofcntiul barriers. Internet can reduce information cost but can not
enable people to comprehend complicated medical knowledge. To the extend that patients use
these information to self-diagnose and self-treat, although limited studies suggest the incidence is
small, more detailed information can be harmful. The quality of information provided varies a
lot, and many search engines are not very effective. There are also potential commercial
interests to influence the content. of websites. It is questionable whether patients have the ability
to distinguish the quality of information and health vs. commercial interests. (induced demand
on' treatments, drugs?) In addition, readability is a concern. One study showed the average
medical information on selected websites was written at a 10" grade level, which is not
comprehensible to the majority of patients’. Moreover, patients from different socio-economic

background may not have equitable access to information, and privacy protection is still a

" Graber MA, et al, “Readabilitiy levels of patient education matreial on the World Wide Web, Journal of Family
Practice, 48(1): 58-61, Jan 1999.
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serious problem. Although online information can potentially redirect a better patient-physician

relation, there remains a lot to be done.

Improving health insurance coverage

As noted, the health care system in the United States 1s 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, health insurance is an important means of ensuring people can get
health care. However, about 43* million Americans were without coverage in 1999. In this
section we will discuss the current state of the health insurance system, and some approaches that

have been considered for extending health insurance to more people.

The health insurance system

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

their health care expenses with pre-tax dollars. Because equivalent subsidies do not exist for

¥ Census on uninsured, p2.
? Census on uninsured, pl.
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employees who obtain insurance on their own, this system disadvantages people who do not

have employer-sponsored insurance.

There are several valuable aspects of this system. One benefit is that it encourages
substantive risk pooling among a firm’s employecs, enhancing insurance affordability and
availability for all risk categories. In addition, firms can hire benefits administrators who can
evaluate different health insurance policies and act on behalf of the employees to ensure quality
plans are offered. Insurance companies are able to provide lower premiums to large employers,

in part because of the lower administrative cost resulting from economy of scale.

Unfortunately, the tax code’s treatment of employer-sponsored insurance also possesses
some inherent weuaknesses. One problem is that the tax-preferred treatment of health insurance
provides less of a benefit to low-income people who have a lower marginal tax rate and are most
in need of affordable insurance (See chart). In addition, those who do not obtain health
insurance through their employer must pay for insurance with after-tax dollaré. This includes not
only the unemployed and the self-employed, but also people who work for employers that do not
offer health insurance, and people who have access to employer-sponsored health insurance but

are unable to enroll because their share of the premium is unaffordable.

<insert chart on tax benefit by income here>

People without employer-sponsored health insurance and who do not qualify for publicly

funded programs must enter the individual insurance market if they want coverage. This market

19 Census on uninsured, pl4.
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can present problems that limit affordable access. Some insurers may chose not to cover people
with pre-existing health problems, or sell policies that omit coverage for those conditions.
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 can be unaffordable. In

addition, the cost of administering individual policies leads to higher administrative costs.

Publicly provided health insurance programs-—Medicare, Medicaid, and the State
Children’s Health Insurance Program (SCHIP)—provide an important source of coverage for
many people. Created in 1965, Medicare and Medicaid provide health insurance for elderly and
Jow-income Americans. Over 36'' million individuals received medical insurance through
Medicare in 1999.""" Medicaid offers Federal assistance to States that provide medical care to
low-income Americans. Historically, cligibility 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.l28 The 1996 Personal
Responsibility and Work Opportunity Reconciliation Act, particularly, delinked eligibility for
Medicaid from that for cash assistance, and has broadened Medicaid coverage to include more
low-income families. Medicaid served over 28'' million people in 1999. In 1997, the Federal
government created SCHIP l.o 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.
Through SCHIP states can provide health insurance to eligible children through Medicaid, a

separate state non-Medicaid program, or a combination of both.

'" Census on uninsured, pl4, Table A-1.
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<insert chart on health insurance coverage by income here>

A significant number--42.6 million people—remain uninsured (See chart) Not
surpnisingly, health insurance coverage is significantly related to income and employment status.
In famihes with income below the poverty line, 39'% percent of adults did not have health
insurance. In contrast, in households with income greater than 300 percent of poverty, only 9"
percent of adults are uninsured. Fifty-three percent of uninsured non-elderly people are in
families with incomes below 200 percent of poverty. ‘The source of coverage also varies with
income. More than 80 percent of individuals in households with incomes over 30() percent of
poverty receive health care coverage through an employer. Medicaid is the source of co.veruge
for about 40% of people below the poverty line. Employees of small businesses (less than 100
employees) are also less likely to have insurance: one-fourth” of small business employees are
uninsured, compared to "_é'nve'—éigfi‘th'_ of the employees in firms v-vilh 100 or more workers. This
may be because small businesses are unable to take advantage of risk pooling as effectively as
larger businesses, leading to higher premiums. Part-time employees are much less likely to have
coverage—22'* percent of people in households with only part-time workers are covered. This is
due in part to firms’ restricting eligibility to exclude many part-time and temporary workers from

- 129
health insurance coverage.

"> Urban Institute, p.3.
' Excel,
' Census on uninsured, pS.
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There are also significant differences in health insurance coverage across different racial
and ethnic groups. Approximately 11" percent of non-Hispanic whites, 21 percent of blacks, 33

percent of Hispanics, and 21 percent of Asians and Pacific Islanders were uninsured in 1999.*%
Options and issues in health insurance reform

Three approaches 'lo subsidizing health 1nsurance to extend coverage are often
considered. One of these is providing an “above-the-line” deduction of premiums for insurance
purchased in the non-group market, which enables people to deduct the full amount of their
premiums from their taxable income, and thus 1s comparable 1o the subsidies offered to
employer-provided insurance. A second approach is to provide tax credits, which directly reduce
tax payments, for health insurance premiums. A third approach 1s to extend government-
provided insurance to more people, like SCHIP, which funds state insurance programs for
children in low-income houscholds. All of these proposals seeking to expand health insurance
coverage must address the possibilities of crowding out current health Iinsurzmce and

exacerbating adverse selection while effectively reaching the uninsured.

Tax and direct subsidies for expanding health care coverage can crowd out existing
health insurance by leading people to drop their current coverage in favor of a morc heavily
subsidized alternative. Crowding out can also occur involuntarily; a new subsidy may prompt an
employer to stop offering coverage and thus encourage its employees to use the new publicly-
financed insurance or tax subsidy. When crowding out occurs, government expenditures go not

just to the newly insured; some fraction of the money goes to people who had coverage and are

' Census on uninsured, p2, Table A.
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now switching to a newly subsidized plan. If crowding out is severe, the cost to the government
of each net newly insured person increases. Moreover, some employees may lose coverage and
be unable to find replacement coverage, reducing the net increase in coverage, or possibly

leading to a net decrease.

The mid-range of studies of the Medicaid child eligibility expansions of the late 1980s
and first half of the 1990s found that about 10 to 20 percent of the increase in Medicaid coverage
was due (o a reduction in private insurance coverage. Most of these studies examined Medicaid
expansions that did not contain anti-crowd-out provisions. Because Medicaid covers mostly
low-income people who are less likely to have private insurance, crowding out might be
expectéd to be modest. However, if eligibility for the subsidy is extended up the income scale to
reach additional uninsured, more crowding out might occur since the eligible population is more
likely to include people with coverage. Crowd out might be limited by excluding those who
already have insurance from eligibility for the new subsidy. However, this penalizes people who

already purchased health insurance.

Tax credits and tax deduction plans that subsidize non-group health insurance may
produce adverse selection in the individual’s choice of health insurance. Unlike crowding out,
where the decision to change insurance does not depend on health status, adverse selection
occurs when relatively healthy, low-risk individuals believe the cost of insurance is greater than
the benefit, and therefore Jeave the risk pool. As these healthier people with lower health care
costs leave the original pool, the average cost per person remaining in the pool will increase.

When the medical costs of the remaining participants rise, resulting in higher premiums, still
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more people will leave that risk pool. The result is a spiral of rising premiums for those
remaining and declining enrollment. People who still desire to purchase health care insurance

may experience prohibitively high premiums.

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 of the less favorable tax treatment for non-group purchased insurance. If
a tax credit or above-the-line deduction for non-group insurance is available, non-group
insurance may be more attractive, thus leading to adverse selection in the group insurance risk
pool. Proposals to reduce the rating varability in the individual market must also be careful to

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

Studies of insurance choices by cmployees offered multiple health insurance pluns have
shown that adverse selection occurs in the group market. One study of government emplovees
found that premiums for plans with more generous benefits increased much faster than premiums
for plans with less generous benefits. The study attributed the variability in premiums to the
poorer health status of the people selecting the plans with generous benefits; healthy people
opted out of the expensive plan. A second study, where employees were offered a choice of
several plans, found that healthy 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 1t.
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Finally, the tax policies’ and direct subsidy programs’ design details will elicit different
usage rates. For example, a tax credit that 1s available only after premiums are paid may not help
individuals who do not have the funds to pay up front costs. A subsidy that directs people to an
insurance policy with a small co-payment may be desirable to prevent over-utilization by the
isured.  However, for individuals at low-income levels, even such modest costs may
dramatically decrease enrollment and utilization. This may especially affect families without
health problems, who may choose to forgo health insurance to pay for items such as food and
housing. In addition, a complex application process designed to determine eligibility for
government-provided health imsurance may have the unintended side effect of inhibiting
participation by otherwise qualified individuals. Tax deductions, because they provide only
limited benefits to those with low income, are not likely to lead to a significant expansion of

health insurance coverage.

Meeting the challenge of covering more people

The Administration has taken steps to extend coverage to more people. Particularly
noteworthy suc'cesses have been the expanded eligibility 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 health continuation rules enacted under COBRA
(Consolidated Omnibus Budgel Reconciliation Act of 1986) enable workers to purchase

continued coverage for a limited time when they change jobs or lose eligibility for health
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insurance. The Administration’s Family Care proposal would extend publicly provided insurance

to the parents of children covered by SCHIP, covering more low and moderate income families.

Although much has been done to ensure access to health care for millions of individuals,
a number of challenges lie ahcad. 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 continue 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 livability of our existing and 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 increase is striking, relative to rates of growth during the 1980s: 15 percent in the

cities and only 13 percent in the suburbs. However, the new economy has witnessed a change 1n
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the pattern of job location as well. While central cities still face the challenges of growth, they
are no longer the source of the majority of job growth. Rather, new jobs and new industries are
also 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.

These suburbs have the potential to offer the best of both worlds to American families:
the amentties and quality of life peopie seek beyond the central cities, und the availability of jobs
formerly associated with the central cily"32 However, there are also dr_awbucks to this trend, and
communities must invest now in developing plans to channel this growth to ensure that rapid
growth does not spoil the attractive aspects of the arca.'™ With new growth comes the need to

grow in a manner consistent with social well being and environmental quality.

Economic Forces Driving Suburbanization

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

and productivity. 134

In the past, many gains from agglomeration were due to access to natural
resources and means of transportation. In contrast, the agglomeration economies of today are
often based on the clustering'> of firms in the same industry which gain fr_om sharing 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 electronics cluster in Silicon

Valley. Often freer from traditional ties to specific locations, new economy firms are able to

choose from a wider array of potential business sites.”*® 1t is important to recognize that rapid
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growth does have to be unplanned growth; rather, smart growth principles can accompany and

inform this economic development strategy.

With current development occurring on the outskirts of cities, rather than in the central
citics themselves, development i1s now consuming land at a rate twice that of population growth.
An average of 2.3 million acres of land 1s being consumed annually, and a significant share of
this is residential development on lots of one acre or more in {ringe suburbs or smaller cities.

13

Such growth 1s commonly known as “sprawl.

Given the outward expansion of these new suburbs, 1t is not surprising that rural areas
just beyond the edge of urban settlement have seen high growth. In metropolitan counties that
were primarily rural in 1990, population rose by 20 percent from 1990-99--a much higher rate
than that in any other type of county. Such arcas are becoming low-density urban areas as
farmland 1s converted to other uses. This process is not new, but contributes greatly to the
average annual loss of 4.4 million acres of farmland since 1990, much of it in highly productive

areas such as California's Central Valley or the Florida Peninsula.

Several economic explanations exist for this form of suburbanization. First, for many of
these young, growing firms, urban arcas may exhibit diseconomies that offset any benefits
associated with the central city. The building stock in most central cities 1s old, and it may be
c.ostly to upgrade existing facilities to current technological standards. Although efforts are
underway to deal with these problems, such as the President’s Partnership to Advance

Technology in Housing (PATH) which works with the building industry to develop provisions
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that make building codes more receptive to rehabilitation, rents in revitalized or redeveloped
urban areas may still be too expensive for new firms to afford to locate there. Similarly, the
unintended consequences of environmental cleanup laws may also have discouraged reusing
urban properties due to fear of cleanup liability."*’ Despite the more than $2.3 billion in
leveraged economic development occuring at brownfields through the national Brownficlds
Initiative,® designed to support the cleanup and reuse of sites where expansion or

redevelopment is complicated by real or perceived environmental contamination.

For these reasons it may be more cost-effective to “start from scratch” in outlying areas.
For example, firms in new “edge cities” may be more attractive to workers seeking to live near
work and avoid the congestion and pollution of an urban area. Also, by locating near similar
firms, firms can generate new externalities and benefit from shared resources. In the most well-
known examples, firms in Silicon Valley, California; Cambridge, Massachusetts; and the

Research Triangle of North Carolina benefit from access to pools of specialized high-tech labor.

Sprawl, defined as dispersed development beyond metro centers, often stretches along
established highways and throughout rural areas. Identified by low-density residential and
commercial settlements, " sprawl often requires reliance on automobiles for transportation,
including long—distan.ce commutes. Jurisdiction over (ransportation routes and systems are often
fragmented among different local and state governments, resulting in little coordinated influence
on land use decisions. Facing such problems may require regional commissions concerned with
the spillover effects that community decisions have on neighboring municipalities. Often,

: . - : . . . 139
sprawling communities are divided by great fiscal disparities and distinctly zoned land uses.
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Planners with an interest in regional growth may be better able to work with communities to

accommodate new growth collaboratively.

Challenges of new growth.

The rapid economic growth of technology centers in edge cities and suburban arcas
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, this

. S 140
growth can also bring significant costs.

Many suburban communities are becoming
increasingly congested and are in danger of losing the very attributes that make them attractive
places to live and work. Increasing population strains public resources like schools and parks.
Affordable housing is moving farther away from jobs, increasing average commuting distances.
However, commuting is only one’factor in increasing congestion. Four out of five household
trips are now for non-commuting purposes, and distances between home, shopping, schools,
recreation, etc. are increasing'*'. The resulting traffic problems, worsened by limited public
transportation, often make driving difficult and time-consuming and increase the demand for

new road construction; however, transit-oriented development can help.

Unplanned growth affects environmental qualily,]42 as evidenced by water QUality, air
quality, and land use patterns.143 Increases in paved surfaces, including roads, buildings, and
parking lots, can contribute to deterioration of water quality ando an overall loss of greenspace.
This loss of greenspace leads to less effective natural drainage, poorer water quality, and a

dramatic increase in the potential for flooding in some areas. For example, residents along
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California’s Russian River experienced four major floods in 3 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.'**  Impervious
surfaces can be defined as any impenetrable material that prevents infiltration of water into the
soil. Increased traffic not only affects commuting and quality of life, but also ambient air
quality, as emissions can lead to elevated levels of ozone and particulate matter. While national
air quabity trends have improved over the last 10 years, as of September 1999, 121 metropolitan
areas still did not meet the national standards for air poliutants. This pollution affects the health
of residents, especially those in sensitive segments of the population. For example, incidence of
pediatric asthma, aggravated by particulate matter, sulfur dioxide, and ozone, has increased 55

percent between 1982 and 1996.

Economic Dimensions and Solutions

One of the difficulties with ensuring appropriate development is that the costs and
benefits of development are typically borne by different entities; decisions benefiting private
individuals may have adverse public effects, but private decision makers are unlikely to weigh
these social costs. 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 installation of public utilities. If a large number of individuals chose to live in such
homes, the negative externalities that the decision generates — increased traffic, air pollution, and

impervious surfaces, and increased local property-taxes — can outweigh the benefits individuald
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receive. The 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 the Atlanta area’s population grew almost 68 percent,
with almost all of this growth occurring beyond the city limits. According to some studies, the
Atlanta metropolitan area loses 500 acres of greenspace, forest, and farmland cach week. This
means that greenspace is disappearing to development faster than in any metropolitan area in
history, and the city is suffering its consequences: waler quality of the Chattahoochee River and
Lake Allatoona is deteriorating, and air quality is in violaton of clean air standards. Traffic
congestion costs from lost time and wasted fuel are estimated at an overwhelming $1.5 billion a
year. With an average work commute by car of 37 minutes (which is estimated to stretch to 45
minutes in 20 years, given continued growth), Atlanta rcsident.s may enjoy new cconomy
benefits, but are clearly suffering the resulting costs of seemingly boundless sprawl. Motorists in
Atlanta lead the nation in miles driven per person per day, lota]ing over 100 million miles logged

daily by its drivers.

The Atlanta Regional Commission (ARC) is attempting to limit and coordinate this expansive
growth. To help this coalition of regional governments, the Georgia Regional Transportation
Authority (GRTA) was created by the state government in 1999, with broad powers to manage

transportation and air quality projects and land use in air pollution non-attainment areas, and
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particularly Atlanta. Atlanta metro governments are opposing a perimeter highway proposal for
the reason that it threatens urban investment and encourages further sprawl. The ARC,
supported by ihc state government, is trying hard to provide and encourage alternatives to single-
motorist car transportation. The ARC and GRTA ;xre also seeking to encourage development
that incorporates elements of smart growth by revitalizing older community and emerging
activity centers to promote greuater livability, introducing modal choices, and advocating
increased mixtures of land uses and housing types'*.

However, the momentum of sprawl continues and Atlanta faces a serious challenge to channel

. . . . . I 146
future growth toward building sustainable, attractive communities.’

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

included in development decisions.

.. L . .. . 147 .
Communities are beginning to use other kinds of economic incentives ™ o achieve

outcomes more consistent with smart growth. For example, some communities, such as South
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Bend, Washington, have imposed fees on impervious surface area to encourage development
with less detrimental effects on water quality and flooding potential. Other communities are
using road pricing to improve traffic patterns. San Diego charges solo drivers in the express
lanes of I-15 higher prices during congested times than 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 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 30-point Livable Communities Initiative'*® is
encouraging “smart growth.” It sets forth several principles to align Federal policy efforts with
smart growth priorities, and to encourage greater planning and coordination over larger regions
to resolve existing negative externalities. The Livable Communities Initiative seeks to sustain
prosperity, expand economic opportunity, enhance the quality of life, and 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 L0 preserve green spaces, ease
traffic congestion, restore senses of community, promote collaboration among neighboring
municipalities through regional govermnance, and enhance economic competitiveness. In
addition, such smart growth efforts attempt to counter various socially undesirable effects of
sprawl: racial segregation, concentrated poverty, decreased personal interaction, and a less
active civil society. Initiatives on the state and local levels are beginning to have real impacts on
communities. Examples of such progress are found in the State of Maryland'* and the City of

Chattanooga, Tennessee.'*°
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Examples of Smart Growth

Many governments are making significant efforts to encourage smart growth. For
example, Maryland has established the following goals in its smart growth program: to preserve
its most valuable remaining natural resources, 1o support existing communities and
neighborhoods by targeting state resources to development in areas where the infrastructure is
already in place, and to save taxpayer dollars by avoiding the unnecessary cost of building the
infrastructure required to support sprawl. The program also ensures that the State will regularly
evaluate the program’s effectiveness. Earning Federal grant money, reprioritizing within the
state budget, and designing financial incentives for businesses, local governments, and
homeowners, the State has been able to leverage funds necessary to emerge as a leader in the

smart growth community, while preserving local decision-making authority.

Similarly, the smart growth success of Chattanooga, Tennessee, affirms the conviction
that Americans can enjoy both economic prospen'ty and a high quality of life. Chattanooga’s
economy had.hislon'cally been based on iron foundries, textile mills, and chemical plants, which
were not providing the growth and employment the city required. However, through thoughtful
economic development efforts, Chattanooga has become a model for other cities seeking
environmentally sound urban renewal. Through extensive grants from private foundations, along
with Federal and local public funds, Chattanooga has relied upon successful public—brivate

partnerships throughout their visionary redevelopment process. The city now prides itself as a
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“laboratory” for sustainable development projects involving rezoning, reclamation,
revitalization, and redevelopment. Illustrating how older cities can thrive in the new economy,
Chattanooga boasts a 22-mile “Riverwalk™ with picnic areas, the world’s largest freshwater
aquarium, a sculpture garden, waterfront housing developments, an electric-bus public transit

system, footbridges, and an arts district.

Many of the areas of new and rapid growth are characterized by the combination of an
educated workforce that places emphasis on the quality of life, and favorable economic
conditions. Therefore, they have both the constituency to demand change, and the resources
necessary to implement it. There is evidence that business and community leaders are already
recognizing the costs and impacts of sprawl and acting to mitigate the negauive cffects. In areas
such as the Washington, DC Beltway, Boston, San Francisco, and Seattle, leaders are acting 1o
improve land use and transportation decisions and enhance environmental quality. The success
of these endeavors will depend on the ability of these communities to make hard choices and find

creative solutions to the challenges of urban sprawl.
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Chart 5-x Unemployment Rate by Race, 1975-2000
Everyone is finding jobs now. The Black unemployment rate is the lowest it has ever been.
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Chart 5-x Poverty Rates by Race, 1993-1999
Fewer people are poor now. Poverty reductions have been most dramatic for Blacks.
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Chart 5-x The Minimum Wage over time, combined with the EITC

The Minimum Wage is nearly as high as it has ever been, when combined with the maximum

EITC subsidy (for people with 2 or more qualifying children). -
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Chart 5-x AFDC and TANF Recipients, 1993-1999
The number of total families and people receiving AFDC/TANF has been dropping rapidly.
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Chart 5-x Maximum EITC Benefit by Current-Year Earnings, Selected Years

The EITC has expanded over time, especially in this administration.
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Chart 5-x Maximum EITC Benefits and the Labor-Force Participation of Single Mothers
The leap in the labor force participation of single women with children closely followed the
increase in the Maximum EITC benefit.
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Chart 5-x Poverty Rates, by Type of Area, 1993 and 1999
The decline in poverty rates has been especially dramatic in Central City areas.
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Chart 5-x Revenues per pupil by school district poverty quartile, 1994-1995
Rich school districts get money from local governments. Poor school districts rely more on state
and federal govenerment money.
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Chart 5-x Number of New Computers Received by Elementary Schools in 1997-98
High-poverty elementary schools get fewer computers from private sources. They get more
computers from the federal government.
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Chart 5-x Internet Access in US Public Schools, 1994-1999
Access to the internet has been growing in schools.
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Chart 5-x Internet Access in US Public Schools, 1994-1999
Access to the internet has been growing in schools.
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Chart X. Average Federal Tax Benefit from Health Insurance Exemption, 2000
Wealthier people benefit more from health provisions in the Federal Tax Code.
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Chart 5-x Health Insurance Coverage of Non-elderly People by Family Income, 1999
Rich people get Health Insurance through their jobs. Poor people get Health Insurance from the

government, or not at all.
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