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LIVING IN THE NEW ECONOMY 

THE CLINTON ADMINISTRATION FIRST came to office on a platform of "Putting 

People First." And indeed that pledge has been met. While the phrase "the new economy" 

typically brings to mind technological innovation and globalization, arguably one of the most 

impo11ant outcomes has been the change in the well being of the American people. By virtually 

any measure, Americans are better off today than they were eight years ago. Furth\nnore, as we 

highlight in the chapter, many of these improvements have benefited those who have been 

among the hardest to reach. Yet despite the dramatic gains, there is still more to do. Through a 

combination of public policy and continued economjc growth the country can build upon its 

recent successes and tackJe the remaining problems. 

Good News from the American Economy 

The record setting gains in the stock market and growth in the net worth of the wealthiest 

individuals have received much attention in the popular press. What is noteworthy about this 

econorruc expansion, however, is the breadth of its reach. The last few years in particular have 

brought tremendous gains to the poorest segments of our society . 

• The gains in employment have been astounding. Since 1993, 22 rrullion new jobs have 

been created and more Americans are employed than ever before. The unemployment rate has 
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fallen to 3.9 percent, the lowest level smce 1969 and black unemployment has reached 7 .0 

percent, the lowest level ever recorded. 
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At the same time, earnings increased substantially for African Americans. The earnings of full-

time year-round black workers increased by $2,379 or 8.6 percent in just this past year, 

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

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

Median household income reached a new high of $40,800 in 1999, up 2.7 percent over the 

previous year, and 14.9 percent from 1993. Importantly, many of the most disadvantaged 

subgroups experienced the largest improvements. Median income for African American 

households increased by 7 .7 percent in the past year and by 24 percent since 1993. The poverty 

rate for African Americans is now the lowest ever recorded. Female-headed households are 

another group that has often been left behind. This year, however, median income for female 

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

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

of central cities experienced an above average increase in median income and the largest declines 

in poverty of any geographic area. 
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The strong economy coupled with Administration policies have lead to a long list of 

improvements in the quality of life for Americans. Low interest rates and a strong economy have 

helped more Americans than ever before afford a home. In the second quarter of 2000, 67 .2 

percent of American famjlies owned a home up from 63.9 percent in the same quarter of 1993. 

Improvements in job opportunities, additional police officers, and tighter controls on guns have 

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

1993. 

After years of decline, our public schools are improving. More young people are 

graduating from high school than ever before, and more are attending college. SAT math scores 

have reached their highest level in 30 years and verbal SAT scores have held steady despite an 

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

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

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

first time in nearly a decade. The fraction of high school students who said they had smoked a 

cigarette in the preceding 30 days fell from 36.4 percent in 1997 to 34.8 percent in 1999. There is 

good news for both the youngest and oldest Americans. Infant mortality is down from 8.4 per 
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thousand in 1993 to 7.2 in 1998. Deaths from heart disease, cancer, strokes and HIV are all 

down, and life expectancy is up. A child born in 1998 can expect to live nearly 76.7 years, up 

from 74.9 years just 10 years earlier. 

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

to be done. Despite the tremendous recent gains, the incomes of mino1ities remain significant 

below those of whites and poverty is significantly higher. Infant mortality and life expectancy 

also differ substantially by race and ethnicity, as does access to a quality education. As the 

country moves into the new millennium, we must tackle these issues. 

Helping Families Help Themselves 

The new economy has been characterized by new technologies, new methods of 

communication, and new avenues of trade. However, it has also brought with it new ways of 

providing for the least well off Americans. With a strong economy and a policy of making work 

pay, more Americans than ever before are participating in the labor market, and the number on 

welfare has fallen dramatically. Low income families are receiving assistance in making the 

transition to independence through a network of social programs designed to help families bridge 

the gap from welfare to work. By placing the emphasis on helping working families, the 

administration has changed the tenor of social welfare policy. 
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One of the most impressive achievements of the past eight years has been the reduction in 

the number of individuals receiving welfare. The administration began working towards welfare 

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

their welfare programs on an experimental basis. As of August 1996, 43 states had implemented 

waiver programs and case loads had begun to fall. 

These state level changes were followed by passage of the Personal Responsibility and 

Work Opportunity Act (PRWORA) in 1996. This Act dramatically changed the welfare system 

on a national level. It replaced the Aid to Families with Dependent Children (AFDC) program 

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

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

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

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

insurance. 

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

program states set benefit levels, and received matching grants from the federal government to 

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

they use to finance benefits and support other related programs. Under TANF states have much 

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

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

years, although states can exempt a small fraction of recipients from this requirement. 

Alternatively, states may set even shorter time limits. In 1999 38 states used the 60 month time 

limit. With respect to work requirements, TANF recipients must work in some capacity after two 

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

and particularly in strengthening requirements. In 1999 28 states had welfare policies that 

imposed immediate work requirements in lieu of the two year limit. Finally, a third dimension in 

which TANF and AFDC differ significantly is the ability of states to design the parameters of the 

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

allows them to establish their own income disregards, income limits and asset tests. The majority 

of states have used this freedom to decrease the implicit tax on earnings. The AFDC program 

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

individual had been enrolled in AFDC for one or more years. This "tax" creates a strong 

disincentive to work, as in many cases the AFDC participant could receive no increase in income 

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

reduction rate to encourage greater workforce participation. 

Following these changes, case loads have fallen dramatically. Since August of 1996 a 

total of 6 million individuals have left welfare. This represents a reduction of 49 percent 
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Looking back to 1993 to include the reductions that took place during the period of state 

waivers, the welfare caseloads fell by 7.8 million or 56 percent. Declines in some states have 

been even more dramatic. In Wisconsin, for example, the number of welfare cases fell by 70 

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

estimated 2000 numbers before our deadline?] 

The 1996 reforms have undeniably been a success in reducing the number of individuals 

receiving welfare. However, reductions in case loads are not the only measure by which to judge 

the accomplishments of the policy. An important outcome is the well being of individuals once 

they leave the rolls. Because welfare reform was so recently implemented, little information 

exists about the outcomes of those who have left welfare. Much of what we know comes from 

studies conducted by a small set of individual states and counties, often including data from the 

state waiver experiments undertaken prior to PRWORA. This Report supplements this state-

level information with new results from the 1996 panel of the Survey of Income and Program 

Participation (SIPP), providing some of the first evidence of the effect of welfare refonn for a 
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nationally representative sample. The majority of our results from SIPP are based on a sample of 

individuals who leave welfare and are observed for at least 12 months following the exit. 

Individuals are first observed in mos. of 1996 and survey data cuJTently exists through the spring 

of 1998. We are therefore examining the experience of some of the early leavers after welfare 

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

When conside1ing the outcomes of the 7.8 million individuals who left welfare, one of 

the first issues that comes to mind is the incidence of recidivism-the number of individuals 

cycling on and off the rolls. Here again, the results are encouraging. Data from SIPP show that 

only 25 percent of the leavers in the sample return to welfare during the firsts 12 months after 

exit. The majority of those who do return do so quickly; 18 percent of those who exit return 

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

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

length of time off welfare. 

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

employed. Efforts to help individuals obtain jobs have tended to use one of two strategies. The 

first aims to get people employed as quickly as possible, assuming the work itself will teach the 

skills needed to remain in the labor force and eventually move to a better job. In this approach 

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

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

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

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

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

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

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

states show that approximately 55 percent of those leaving welfare were employed in any 

particular quarter in the year subsequent to leaving welfare. Of those who took a job, 40 percent 

remained employed for a year and 70 percent worked during at least one quarter in the first year 

off welfare. On a national level, the outcomes are equally encouraging. Data from SIPP show 

that of those observed for 12 months after leaving welfare, 66 percent were employed at some 

point and 62 percent of this group (41 percent of the total) had earnings in all four quarters of the 

year. A large fraction of workers not only have earnings in all four quarters, but were in effect, 

continuously employed, and many of these were employed full-time. Thirty-two percent of 

welfare-leavers worked 50 weeks or more during the year, and 40 percent of this group worked 

35 or more hours in every week. 

Importantly, the rates of employment increased even among those who remained on 

welfare. In 1999, 33 percent of welfare recipients were working, compared to just 7 percent in 

1992. The development of an attachment to the labor market for those currently on welfare bodes 

well for future exits for these individuals. In both groups of workers, the importance of the new 

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. 
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There is a concern that welfare recipients who get jobs are likely to lose them soon after. 

In the sample of SIPP leavers who were working at some point during the 12 months following 

exit, 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 

respondents. 

In addition to employment status, success after welfare can be gauged by the amount of 

earnings, and the potential for earnings growth. For the sample of SIPP leavers, median monthly 

household income plus food stamps for the year following exit was $1,401, compared to a 

statistically equivalent $1,468 in the two months preceding exit. For 44 percent of leavers, the 

total household income plus food stamp in the post-exit year was more than $50 higher than in 

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

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

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

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

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

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

month falls to 29 percent. It is important to recognize that credits from the Earned Income Tax 

program (discussed in detail below) are not included in these calculations. While benefits from 

the EITC are not recorded in the SIPP data, the program provides a substantial subsidy to the 

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

considerably. 
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More important to assessing the potential success of the employment relationship is the 

extent to which earnings grow over time. Comparing outcomes over just the first 12 months after 

exit, 39 percent of leavers had monthly earnings in the second 6 months that were $50 or more 

higher than in the first 6 months. Only 28 percent had a $50 or greater reduction in earnings over 

the two 6 month periods. Thus, a large fraction of former welfare recipients find jobs that 

provide earnings growth through increases in hours or wages or both. 

Making Work Pay 

The transition from welfare to work is facilitated by a network of government support 

programs available to working families. In the past, families that left welfare often lost not only 

their cash assistance, but also faced other implicit taxes on their incomes through the loss of in-

kind benefits, such as food stamps and Medicaid, and additional expenses incurred by working, 

such as the cost of child care and transportation. One study estimates that the implicit marginal 

tax rates-the decrease in the amount of government transfers for resulting from a one dollar 

increase in income--for AFDC recipients could range as high as 109 percent with the highest 

rates faced by those near the poverty line. In other words, earning one dollar more in the labor 

market would reduce benefits by $1.09 and total income by $0.09. PRWORA has attempted to 

reduce these "taxes" by expanding health insurance coverage to include many working fantilies, 

increasing child care tax credits, and increasing the rewards from work through ntinimum wage 

policies and increases in the Earned Income Tax Credit (EITC). These programs also benefit low 

income working families who were not on welfare. By reaching out to this often neglected 
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group and providing financial assistance, help with affordable child care and health insurance, 

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

EITC: The EITC is one of the most successful program's targeted at low wage workers 

and is cuITently the largest cash transfer program in the country. Operating through the income 

tax system, the EITC provides a wage subsidy to low income workers with the amount of the 

subsidy depending on earned income and number of children. By increasing the wage rate the 

EITC creates stronger incentives for individuals to participate in the labor force. For a families 

with two or more children, wages are subsidized by 40 cents for every dollar of earned income 

until earned income reaches $9,540 (in 1999) for a maximum credit of $3,816. This tax credit is 

refundable so that even families who pay little or no tax can benefit fully from the program. 

Rather than eliminating the credit when earnings surpass this level, the credit remains at $9,540 

for a period and then gradually reduced, phasing out completely at earned income of $30,565. 

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

The EITC over time (constant benefit dollars) 
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The EITC has been expanded greatly since 1993 with increases in both benefits and in 

the scope of coverage. The 1993 expansions increased benefits for all eligible families, and 

particularly for those with two or more children. The expansion also allowed workers without 
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children to claim a tax credit. As a result of these expansions, benefits paid through the EITC 

program increased from $18 billion in 1993 to nearly $32 billion in 1999, and the number of 

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

20 million. 

The wage subsidy has been effective in attracting more workers to the labor market. One 

study in particularestimated that the EITC alone was responsible for 34 percent of the increase 

in annual employment of single mothers over the period 1992 to 1996. 
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The EITC program also plays an important role in reducing the implicit marginal tax rate faced 

by those exiting welfare. 

In addition to increasing the probability of employment, the EITC 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 

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 
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needy. Estimates are that over 60 percent of EITC benefits accrue to families who have pre-EITC 

incomes below the poverty line. 

Minimum wage: Operating in tandem with the EITC is the minimum wage. Although the 

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

wage. The real value of the minimum wage fell in the early 1990s hitting just 61 percent of its 

1968 value in 1995. Subsequent Administration-backed effo1ts Jed to increases in the minimum 

wage in 1996 and 1997 [edit later: and additional increase of one dollar passed just this fall.] 

With this most recent increase, the minimum wage reaches 68 percent [edit later] of its 1968 

level. 
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However, when combined with a possible 40 percent EITC subsidy, the true minimum wage for 

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

1960s. 

Child care: For many parents, one of the most difficult aspects of employment is 

affording adequate child care. For low income families and new entrants to the labor market, the 

costs associated with child care sometimes make work impossible. In recognizing the cost of 

child care as barrier to work, PRWORA sought to increase the affordability of child care for low 
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income families and to provide for more families. In doing so it combined various child care 

assistance programs already in existence to create the Child Care and Development Fund 

(CCDF) and substantially increased the funding. The CCDF provides states with block grants to 

subsidize approved chi Id care arrangements. In 1999 states had access to a total of over $3 

billion to use to improve and quality and affordability of child care. Unfortunately, despite the 

generous funding, the majority of states have waiting lists for benefits and many who qualify for 

the subsidies do not receive benefits. Estimates are that only 10 percent of eligible children are 

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

now working as also receiving assistance with child care. [edit later: Proposal for $1 billion more 

in funding] However, despite the shortages, the number of children benefiting is large. In fiscal 

year 1998, an average of 1.5 million children received CCDF assistance in each month. 

Although common sense and economic theory suggest that these subsidies will increase 

the probability that parents participate in the labor force, little evidence of the labor force 

participation effects of the program is available. This difficulty exits because most experiments 

of the effect of child care subsidies have also included other support programs such as health 

insurance and assistance obtaining employment and the effects of the different programs cannot 

be disentangled. An important issue along these lines is the extent that the subsidies allow 

parents who could not otherwise obtain care afford to do so. It is possible that by subsidizing 

child care the CCDF program crowds-out, or replaces, unpaid care. A mother who may have 

used a grandparent as a caregiver might choose a paid provider when she is offered a subsidy. If 

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

small. 
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It is also unclear how the CCDF program affects the quality of care. If paid care replaces 

unpaid care, are children better off? Alternatively with a reduction in price, do parents demand 

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

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

might improve the overall quality of care if parents substitute away from unlicensed providers. 

Food stamp program: The food stamp program 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 majority of benefits, 90 percent in 1999, 

go to families with children or elderly individuals. In 1999, 32 percent of benefits went to 

working families. Over the past few years, enrollment in the food stamp program has fallen 

dramatically from a high of 27.5 million participants in 1994 to 18.2 million in 1999. This 

decline is notable even among families with children. Only 51 percent of childrei:i 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 line---only 58 

percent received food stamps in 1999, a decrease of 47 percent since 1993. 

This decline would be good news if families were becoming self-sufficient and did not 

need government assistance. However, there is a concern that many eligible families are not 

receiving benefits that they need. In particular, it is hard to imagine that those with incomes 

below 50 percent of the poverty line have sufficient resources that food stamps would not be a 

valued supplement. The decline in food stamps may connected to the decline in welfare 
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participation. When families leave the welfare rolls they may believe that they are no longer 

eligible for food stamps, or alternatively they may not be informed of their eligibility by state 

welfare agencies. Newly working families may also find it difficult to retain benefits if they must 

miss work to be re-certified or if they have difficulty filling out the forms required to report 

changes in income. While a good deal of anecdotal evidence exists about the importance of 

various explanations for the decline in participation, we know of no study that has quantitatively 

assessed the validity or importance of these explanations. However, based on the sample of 

leavers in the SIPP data there does appear to be a sudden drop in the use of food stamps. Sixty-

eight percent of those who exited welfare were receiving food stamp benefits while on the TANF 

rolls, compared to just 44 percent in the month immediately after exit. However, perhaps 

surprisingly, a similar decline is observed for those who leave welfare in the 1993 SIPP panel, 

well before the implementation of welfare reform. This comparison suggests that the drop in 

food stamp participation is not due to the institutional changes enacted by PROWRA. 

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

insecurity and hunger among Americans. Results from a recent survey found that the fraction of 

households in which someone went hungry fell to its lowest level ever recorded, 2.8 percent of 

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

cautionary note: food insecurity (defined as being uncertain of having adequate food) for those 

with incomes between 50 and 130 percent of the poverty line actually rose. Furthermore, 

approximately one-third of those households with incomes below 130 percent of the poverty 

line-the income limit for food stamp eligibility--experienced food insecurity at some point, and 

over 10 percent experienced hunger. The figures are even larger for households with children. 
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Health lmurance Expansions: In the past, welfare participants who were successful in 

obtaining a job and exiting welfare typically lost their Medicaid coverage. This loss is likely to 

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

PRWORA was the expansion of Medicaid coverage and the creation of the State Children's 

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

children in low income working families. Because of the importance of these programs, they are 

discussed later in the chapter. 

Reaching out to Underserved Communities 

Providing opportunity and independence for American families, often requires more than 

a strong national economy and responsible welfare policy. In some areas poverty is so 

entrenched and the local economy so weak that programs specifically targeting these regions are 

needed. Some of the most intractable poverty in the country has been found in central cities. In 

1967 when statistics for central cities were first recorded, the poverty rate for these areas was 

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

were nearly as well off as the rest of the country. In contrast, poverty in non-metropolitan areas 

in 1967 was over 20 percent. Since that time, there has been a substantial shift in the incidence 

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

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

21.5 percent, its highest level ever, while the poverty rate in non-metropolitan areas declined 

somewhat to 17 .2 percent. 
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Several factors are offered as explanations for the plight of central cities. The first is that 

central cities have social and demographic characte1istics that make their populations particularly 

susceptible to poverty: The population of central cities is more likely to be illiterate, have low 

job skills, Jive in female headed households, and have little education, than the population of 

non-central cities. Secondly, residents of central cities often lack the social connections to help 

them find the jobs necessary to escape from poverty. These factors are associated with high 

levels of poverty regardless of area of residence and current policies to make work pay, 

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

addressing these issues. 

What appears to distinguish the situation in central cities from that in other areas are the 

limited job opportunities. Recent research has shown that the majority of job creation is taking 

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

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

for four different cities. It found that the fraction of new job openings in the central cities and in 

the suburbs matched well with the fraction of people living in each area, but that once skill 

differences were taken into account, there was a spatial mismatch: the vast majority of new low-

skilled jobs were concentrated in the suburbs, while the majority of low-skilled workers were in 

the central cities. Estimates from one study based on a small sample of cities found nearly 3 

times as many new jobs per low-skilled worker in suburban areas than in central cities. For 

African Americans the situation is especially severe. Only 4 percent of low-skilled jobs were 

African American areas in central cities while 67 percent of low-skilled African Americans lived 
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in these areas as did 42 percent of impoverished female-headed households. Furthermore, a 

recent HUD study found that between 1992 and 1997 not only was job growth was slower in the 

cities than in the suburbs, but that the job mix in cities is shifting toward high-tech jobs that are 

unavailable to low-skilled workers. 

The difficulty central city residents face in finding employment is further heightened by 

transportation problems. Low-income workers, and welfare recipients in particular are unlikely 

to own cars. They must therefore rely on public transp01tation to commute to jobs. The suburbs 

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

jobs in the suburbs were not accessible by public transportation. Furthermore, a reverse-

commute, if possible at all, is extremely time consuming. While some cities and employers have 

chosen to provide transportation from the inner city to jobs in the suburbs, a more permanent 

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

The administration has taken on this challenge and has developed a package of programs 

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

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

Enterprise Communities (ECs), and the Community Development Financial Institutions Fund 

(CDFI fund). These programs provide an alternative means to helping American families. While 

TANF, food stamps, and other parts of the social safety net provide direct and often immediate 

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

term solutions to poverty and unemployment by assisting in the rebirth of distressed 

communities. The benefits from such programs, like the benefits from some employment based 
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programs, take time to be realized. Despite the long term nature of expected gains, preliminary 

evidence from some of the earliest programs finds is just starting to be assessed. This evidence 

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

Community Redevelopment Programs 

The 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 improving access to credit markets. At the foundation of this 
. . ; 

policy are empowerment zones and ent~rprise communities, typically referred to as EZs and 
. ' . . . . . . 

ECs. In 1994, ~hen these•'~r()g;~rh~·_began, 105 -:cifres were ,;designated as EZs or ECs. The EZ 
.... · .. 

and.EC prograins_give ~oll1111unifi~s .s~hs~antial.ire~i,bilify il1 de~dµping new ·initiatives undef the.· 
. . . , . . ··~: '~:'~_·:,..··.:=~ ,:· .. : .... _: __ ', .··.:•.·. ' .. ·_.;_·:,: ~ : .. ·· •. · · .. ;_. . .:·~- . . .. . 

belief :t~at probl.~ITIS·~~ir·~~st:~e ~?::~~~sed.:a~ct;':"so_I°q~d :~Il a' loca1·•·1~yei: Th~ fede~al govemlTI_erit 

··:.,;·,·--

. . ; The Cohup_~nity Dev~lopm~rif:f'.~nan«::ial'Ip_s~itutfons Funq (<;JDFI) is s~rnilarly-'de~igned·tp· · ,· \:; :r"': ·.· _···:~1;~(;<s~< , ~ft;·~??:;?\,:tr[:ff~£!';/}:5;r:;-'.· ... :-·'i~·N::,. __ · :.:;r ·;_ :~·· ~:.:%;;:.···; . .':,.-.. ·.· .. ·. · ·.· •· ·; :·:.·:;_ ':· .: ··· f ·· · ·· :> 
encourage the dev~ldpnient o(newprivafo markets)ri diSfre$~ed '¢orriffiun.it_i~s.The Cpfl does.~ci' 

. · .... · :' ; '·· ;«'.~'..'.··~·:·": . ·. ,, ... _·;_~·~:':.~·: .. ·;"'_.·:·:.: .. _~~f-_-:'--.: .. ·.·.·. . :·.·, 

by, expandingYthe ai:riount' of'-~~phaI .. available. <in .these',,ai6~s. ·cnFts foclride . community_ 

dCv~lopment ~~nk~. ~redi1>i,I~~ns, 
0

yeiiture capital funds and business loan funds: These 
·:-. ·. '.:::(. . • _.,., .= ··, ·:· 

_.· .>-":>· .·· 
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institutions provide credit and other banking serves to a diverse set of clients including home 

buyers and small business. 

Much of the New Markets Initiative is still before Congress [edit later]. However, an 

important component of the Initiative is the New Markets Tax Credit. This program offers a 25 

percent tax credit designed to stimulate investments in distressed communities. It is anticipated 

that a wide variety of businesses will benefit from the program including retail stores, shopping 

centers, and small technology firms. 

Through the combination of policies addressing both the long term and short term needs 

of the urban population, the quality of life for those living in central cities has improved 

dramatically. The unemployment rate in central cities has fallen from 8.2 percent in 1993 (July) 

to 4.8 percent in 1999 (July). This increase in employment has .brought with it a reduction in 

poverty and an increase in median income. The poverty rate in central cities declined from 21.5 

percent in 1993 to 16.4 percent in 1999, with the largest drop, a decline of 2.1 percentage points, 

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

was due to the reduction in central cities. 
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Metro and Non-Metro Poverty Rates 
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Median household income in central cities has also increased, rising 5 percent from 1998 

to 1999 compared to a 2.1 percent increase for median incomes in metropolitan areas as a whole_ 

For African Americans the gains were particularly striking. Median income for African 

American households in central cities increased by 13.9 percent in the one year period. Along 

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

loads in central cities have declined by 40.6 percent from 1994 to 1999. 

Despite these dramatic improvements, there is more to do. Poverty rates and 

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

1 L8 percent compared to 1.6.4 percent in central cities. Furthermore, although dramatic, the 40.6 

percent reduction in welfare was substantially smaller than the 51.5 percent decline nationwide. 

And there continues to be a mismatch between the skills of the urban work force and the 

demands of urban jobs. 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. As our new economy demands a more 

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

we must continue to support policies that make work pay. 

Education in the New Economy 

The rapidly expanding economy that has permitted these improvements in the well being of 

Ame1icans is based in large part on information and technology growth. Continued growth 

therefore depends critically on a well-trained work force. The 2000 Economic Report focused 

on the demand for educated workers and the increasing economic returns to education. This year 

we examine America's public schools, noting recent changes in the ways in we educate our 

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

A Role for Federal Education Policy 

In the United States, responsibility for elementary and secondary education has traditionally been 

left to the states and to local school districts. As a result, our public education system is 

extremely decentralized, and the federal role is limited. Given the structure, the federal 

government can best help local school districts by strate~ically targeting funds to where they will 
S 4crf ~ Ju I- fiJ(C.C.;kcu 

be most effective and by supporting and publicizing promisitlg initiatives developed at the local 

level. In particular, the federal government has sought to improve access to education for the 

nation's poorest children and to help states improve the overall quality of their public schools. 

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

cases federal funds can play an important role. 

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

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

programs and to schools and school districts serving poorer students and can therefore have a 

larger impact than their magnituc(§)vould suggest. While federal spending in the poorest schools 

does reduce the inequalities across districts it does not fully compensate for funding disparities 

related to local property tax bases and state funding for schools. 

Federal, State, and Local Revenues per Pupil, 
by District Poverty Quartile, 1994-95 

Poorest Lower-Middle Upper-Middle Weallhiest 
Quartile Quartile Ouarttte Ouartlle 

The largest single federal program for kindergarten through lih grade (K-12) education 

is Title I, which allocates funds based on child poverty rates. The targeting of Title I funding 

towards schools serving poorer children increased signifi~ith the passage of the 1994 

Elementary and Secondary Education Act. In the 1997-98 academic year, 96 percent of schools 

in the highest-poverty quartile received federal Title I funds, up from 79 percent in 1993-94. 

This quartile of schools contained 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 

25 



FIRST lNTERAGENCY DRAFT 10/19/2000 
CHAPTER 5 

PRELIMINARY & CLOSE HOLD 
OFFICIAL USE ONLY 

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

level. 

There are many components to a quality education. While certainly parents, family, and 

communities play a crucial role, the discussion here is limited to features of the educational 

system more directly under the control of federal, state and local governments. We highlight in 

class size on learning, 

teacher quality, the infrastructure of schools an equipment, an curriculum chan 

Reducing class size 

Over the past decade, mounting evidence has shown that reducing class size can improve 

academic achievement, especially for students from disadvantaged backgrounds. Teachers in 

smaller classes can spend more time on individual instruction and review, and spend less time on 

student discipline and routine administrative tasks. Teachers of small classes may know their 

students better, interact with them more frequently and individually, and provide more frequent 

and in-depth feedback. 

The effects of smaller class sizes appear to be significant and long lasting. A recent study 

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

classes in kindergarten through grade 3 did better than students who were not in smaller classes 
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even after retum·ng to larger-sized clas~ m later grades. These students also did better on 

' ....... --~--------their SAT and ACT exams, and were more likely to take such college-entrance exams than 

students who never had the benefit of a small class. The results were especially strong for 

minority students-being in a small class in elementary school nmrnwed the difference m 

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

While the majority of research has concluded that students do better in smaller classes, 

reducing class sizes is expensive. Fully funding reductions in class size nationwide to 18 students 

'( per class would cost more than 5 billion dollars per year. Yet given the relationship between test 

. 
·~ scores and future earnings, the economic benefits of reducing class sizes will exceed these costs 

I 0 _:'en if they lead to improvements of only 0.1 of a standard deviation in standardized test scores. 

Alternativ"9s $5 billion could be spent on other improvements such as raising teacher 

salaries, renovating schools, lengthening the school year or upgrading textbooks and materials. 

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

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

borne by schools serving poor students, since these schools currently 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 to 18 students per class. In its first year, the 

program spent a total of $1.2 billion. These funds enabled school districts to hire 29,000 new 
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teachers, reducing class sizes from an average of 23 students per class to an average of 18 

students per class for 1.7 million children. In its second year, the program spent $1.3 billion. 

~ (' ,,J/ (Ir-? 
/ f c,.\:Clv~u . 

The 11eedfor well-qualified teachers / 

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

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

next decade. Between July of 2000 and July of 2008, the population aged 5-17 will increase by 

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

teachers will leave the field of teaching for other occupations. Ignoring the effects of class size, 

the United States will need approximately 2 million new teachers over the next 8 years. 

C I . . h h . . . I . h h < !v urrent y most occupations are seemg muc s arp~r m~ases m starting sa anes tn~ ~ pS 
teaching profession, leading to an increase in the gap~tarting salaries for new teac~ {hJ;e ~ · 
for other occupations also requiring a college degree. This trend will make it difficult to find 

qualified applicants for the millions of new positions becoming available. ....~W ...- \ · 1 L , V .,\ (,.. v ,v--~ ... ~ . 
s-t~ 7 ;"\'170-

One would expect the learning experience of a child to depend substantially on the 

quality of the classroom teacher. With sudden increases in the demand for teachers due to 

reductions in class size, it is difficult to maintain a consistently high level of quality in all 

classrooms. In 1996 California began a massive class-size reduction program, spending $1.5 

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

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

were in classes of 20 students or fewer. However, in grades K-3, where the class size reduction 
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program was targeted, the percentage of teachers who were fully credentialed fell from 98 

percent in the 1995-96 school year to 87 percent in the 1998-99 school year. This fall in the 

credentials of teachers was even greater in schools with the largest proportions of low-income 

children. Success of nationwide reductions in class size thus depend on the ability to attract and 

retain qualified teachers. 

Box 5 Teacher Compe~sati()n 
···.·., .... ,.;/,. 

".> .. ;,''·.· 

·.:.·-:":.<'.:: : -~·: ..• 

:-: >:. ~;:.-~·:=--· .. .•.·· 

, .. 
pay; Wr~Ie th1sA~~~.,~1iin,fo~t~. pot~~~i~~;.di'~,p~-~es ::b~i~~d~ ~~n\i"~tra.tl?r) subj~µye ~~n~e~a, 

·• · · •••··· /: ··\ ~). :;:. > ,· ··~· r~;,~y;~*~B\D' ~·i:~N:?:t~<~;:;~~1i~0i%J~~):;;:~?'I.;~~~~· :'.!~1:'.}Y<~O ·C .ii'' : ~· · <' .. : ·" >' <i~"'.'\ · '·.~ · ~:. ;: · , . · . _ .... -
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it does not reward exceptional teachers-even with the same education af1d experience levels, 

different teachers are likely to have different results. In theory, ·providing C:ompensationtied to 

the performance of the teachers or their students will spur te~chers to higher performanc~~ and 
. . 

attract people who feel that they are likely to benefit from such a system to theleaching 

profession. Performance awards would also provide clearer guidance to teachers who have. been 

. .· . 

operating with unclear or multiple competing goals. Developing and implementing a school-

based incentive pay system may complement the standards ~ovem~nt-· .. since educatio~al 

objectives are being more clearly defined and progress tpwards themjs being 'more clearly 
._:_···,, ... 

assessed, linking pay performance is much more feasible than' itusedto be:. ·:· .. :, •' . 

., ':': 

' - ··.·· .. :_-' .. ·. .. . ·._,_ ..... 

Yet, .such perf orma~?P"based pay Systems for teiche~,~~t)';~f ,jf bW c~t";\lt~{s)~.~i 
Student learning in a school involves the cooperative effort of mat:i·Y people. Inceilti\ies my~t be 

desiglled .to create.coope[ative,,~'.Jico~petitive;·envi'.j,~~~~~~~~~+rii~~~~\~1~11 it\z~i 
.Educationa1·.achieveI1lent·is also based·oilJactors ove:r·:which\iteachers'nav,elittle~ofno;corittol'~'.'.::; 
: · . , · · . · · · : ... · ... " \~. ~· .. ~·:.' -~: ,:· ·~·Rs:>j:~~:~~:.)2E{:~~,.~~;.;"::~.:~ ·:J:~'.:~~~\>r 
su~h as family cir~~rii~ta~ces: B:nd .'previ~us· educat~~n._: ·.,Th.~·s;;;fii~¢Iiti'.~~~~!.-'st~:Jii~(~ti~t~~~~·~)i.i;a:': 

;,. :> -:-·~ ~-. 
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All students need safe, healthy, and modem places to learn. Communities across the 

country are struggling to address u en afety and facility needs. The average public school was 

-~ 
built or most recently renovated 40 ars ago, and schools with more minority or poor students 

are more likely to be housed in older buildings. Many such older buildings require extensive 

upgrades of their electrical systems in order to install computers, upgrades made even more 

expensive by the widespread presence of asbestos in their walls. 

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

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

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

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

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

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

to have temporary buildings. Their temporary buildings are also most likely to be in !.!le~ ......... ....._~ 

adequate condition. To help address these problems, the current federal bu et includes $25 

billion in school modernization bonds and $6.5 billion in loans and grants for urge t school 

renovation to modernize 6,000 schools and make emergency repairs to another 25,00 over the 

next five years. 
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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 learning and communicating, and connecting them to the resources of libraries, museums, 

and educational materials from around the world. 

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

the internet. The nu~blic schools with some connection to the internet nearly tripled 

between ! 994 and &99, 95 percent of public schools had some connection to the 

internet and 98 percent of public secondary schools were connected. The increases in internet 

connectivity were even sharper for classroom connections: increasing from 3 percent of public 

school classrooms in 1994 to 63 percent in 1999. 

Internet Access In US Public Schools, 1994·1999 
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For computers to improve the quality of instruction teachers must know how to use the machines 

and how to integrate their usage into classroom instruction. Approximately one-half of the 

public school teachers with computers or internet access in their schools report using these 

resources for classroom instruction. Teachers who have received more professional development 
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in using computers and the internet, younger teachers, and teachers in schools with fewer poor 

students were more likely to report using computers and the internet. Only one-third 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 only one-fifth felt very well prepared to integrate educational 

technology into the classroom. Clearly, more investment in teacher preparation is needed. 

The Federal government has helped local school districts make the transition to the 

digital age. Through itt~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. These 

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

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

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

gone to establishing within-building connections between computers. 

. .. ~ '.~. .·. ·= 

.. . . .::.·;,,> ....... ':> .... >··::·., 
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Pere1nt of Houaeholds with• computer •nd percent 
with lnlernet 1cce1·1, by household tncome, 2000 
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Adults with college degrees are nearly 6 times as likely to use the internet as adults who 

have not completed high school. There are 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 differenceis due to differences in inc~me and ed~cation, a recent s~udy finds 

that approximately one-half of the differ~nce in access is unexplained by these factors, As the 
I : • ""'" " h' • • ~ ' ' • • , • ' , ' 
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although the gap in internet usage between Hispanic and white children grew by,:9 percent. The 

gap between internet usage among children from households earning less than $35,000 per year 

and children from more wealthy households was unchanged. 

Other federal progra chools 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. These funds were used primarily for 

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

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

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

accounting for nearly 60 percent of funds for new computers in high-poverty elementary schools. 
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Large investments in education are taking place-in hiring new teachers, in educational 

technology, in connecting schools nationwide to the internet, and in professional develop1,11ent 

for teachers. Yet the changes in American public schools which have happened over the past 
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decade go far beyond increasing these investments. Dramatic changes are also taking place in the 

way that school resources are used. Organizational change has become a permanent part of the 

educational environment. The nature of change has moved from top-down mandates to site-

based innovation and system restructuring including new ideas like schools as learning 

communities, the importance of professional development for teachers, and the central role of 

meaningful parental involvement. In the last decade, four majo system·level trategies for 

delivering education have emerged: standards-based accountability, whole-school reform, market 

strategies, and shared decision-making. Each represents an attempt to address differing interests 

from a wide range of stake-holders including children, parents, teachers, school administrators, 

and legislators. 

The dominant state-level strategy today is standards-driven accountability. It 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. Despite the 

popular appeal of standards and the widespread efforts to implemene;:t:~y observers are 
fl.tit 

reserving judgment on )tS ability to generate widespread change. 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. 

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 oft@ 

implemented these standards after 1994. Forty-eight states have adopted state tests to assess 
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student performance against these standards in reading and math-seventeen also assess student 

performance against science and social studies standards. Thirty-six publish some form of report 

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

assessment tests. 

By implementing challenging tests with consequences that are enforced, schools can raise 

the expectations-and the motivation levels-of students, teachers, and parents. 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. Experts warn that parents may t ~l-

not realize when their own children are falling behind. Standards-based asse crn.a"'1"~ 

parents, teachers and other local decision-makers wi 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 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 · he standards 

movement by providing funds for developing voluntary national sta 

billion to help state and local education agencies in every state i. ent school reforms 

through the 1994 Goals 2000 Act. In addition, the Elementary and Secondary Education Act 

-r 
(ESEA) tied state standards implementation to continued receipt of Title~nds for poor 

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

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

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 performance across states with widely diffe1ing state tests. 

Along with implementing standards, schools and teachers have also made progress in 

developing and refining curricula. Over the past decade, educational researchers have formed a 

consensus on how best to teach reading to young children, ending the unproductive "reading 

wars". This consensus was summarized in the National Reading Panel's recent "Teaching 

Children to Read," and in the National Research Council's "Preventing Reading Difficulties in 

Young Children." These reports stress the importance of explicit instruction in the building 

blocks of written language (phonics), within the context of a broader educational program that 

interests children in reading for a variety of purposes and gives them ample opportunities to 

practice their reading skills. 

Giving Schools the freedom to innovate 

A persistent thread in the last decade of educational change has been the call for parental 

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

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

to improve. 

Many states have answered these critics by allowing parents, teachers, or other interested 

parties to establish independent schools chaitered by state or local education agencies. These 

charters give schools autonomy over their operations, and exempt them from certain state and 

local regulations (although not from standards-based assessment). Beginning with Minnesota in 

1991, the number of states allowing such charter schools swelled to 36 states and the District of ,;</ 

Columbia by the end of 1999. [Could the Dept of Ed or anyone help use get more current~lj.t> 
numbers on schools and enrollments?] By the beginning of the 1999-2000 school year, there 

were 1,605 charter schools in operation nationwide, and the number of such schools was growing 

by more than 40 percent per year. 

Although charter schools represented less than 1 percent of all US public schools in 

1999-2000, their rapid growth has made them the recipients of a great deal of attention, 

especially in areas where a significant percentage of students now attend these schools. Charter 

schools tend to be about a third the size of nearby public schools. Most enroll students of similar 

race and ethnic backgrounds as the students in their surrounding districts, although school 

districts with charter schools tend to have larger minority student populations than the national 

average. Most reported that they became charter schools to "realize an alternative vision of 

schooling." Nearly 90 percent reported that their students' achievement and their finances were 

monitored by their chartering agencies. 
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Charter schools have great potential as laboratories of educational innovation, allowing 

individual schools to experiment with a variety of different educational methods and student 

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

the broader public education community. 

Innovation and Access in Health Care 

Another important aspect of any individual's well being is his health status. The quality 

medical care available in the United States is the best in the world, and recent medical 

innovations have further enhanced the quality of care. In addition to the benefits of a longer and 

healthier life accruing to individuals, improved health can also feed back to help the economy by 

reducing the number of sick days for employees and improving productivity. In this section we 

will illustrate a few of the more recent medical innovations, and discuss issues relating to access 

to health care. 

Innovation 

The past decade has seen dramatic innovations in medical care and treatment of 

individual conditions, and on a broader scale, in the relationship between patients and the 

medical system as a whole. A number of biomedical, pharmaceutical, and information 

technology advances have led to significantchanges in the methods of treating people and in the 

health outcomes of individuals with those conditions. Health statistics reflect the impact of these 

advances. The treatment of heart attacks provides a powerful example of the role of irinovation in 
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improving health outcomes. Clinical trials of alternative acute heart attack management 

techniques have Jed to major changes in the treatment of heart attacks, and these changes directly 

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

1995. 

Not only are people living longer, but they are doing so with a lower incidence of disease 

and a higher quality of life. For example the rate of functional impairment has decreased. For the 

elderly there has been a significant decline is functional disability over the last xxx pe1iod and 

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

The health care industry has spawned dramatic technical changes in the last few decades. 

The number of new drugs that have been approved has increased rapidly: from 1995 to 1998, an 

average of 37.5 new drugs were approved each year, an increase of nearly 50 percent over the 

average rate of approval between 1989 and 1994, and a 65 percent increase over the period from 

1985 to 1989. New biomedical knowledge has led to treatments for conditions that medicine 

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

techniques. 

A few examples illustrate the benefits of these changes: More than four million 

Americans have Alzheimer's disease, the most common form of dementia. For centuries, people 

had to accept the progressive loss of intellectual and social abilities as an inevitable process for 

those afflicted. However, in 1976 a specific neurotransmitter was found to be associated with the 

incidence of Alzheimer's disease. Since that time there has made substantial progress in the 
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treatment of Alzheimer's disease with many of the gains coming in the last 5 years. New drugs 

such as donepezil, introduced in 1996, are now widely available, and act to temporarily enhance 

cognitive functioning and delay disease progression. This development has brought new hope to 

many Alzheimer's elderly and their families. The value of such treatment is great; and potential 

savings generated from reduced formal or informal care-giving services, and delayed or avoided 

institutionalization can be as large as $63,000 annually per patient. A potential cure for 

Alzheimer's disease may be within reach as scientists identify the genes associated with 

Alzheimer's disease. 

Cataract surgery provides another example. In the 1960s, cataract surgery required a large 

incision and, therefore, postoperative hospitalization for as long as a week. The invention of 

phacoemulsification, a process that breaks the cataract into tiny pieces that can be extracted by a 

small incision, has now made cataract treatment a ten-minute outpatient procedure. In addition, 

the change from eyeglasses, to contact lens, to inserted optic lenses (IOL) on operated eyes has 

greatly enhanced patients' post-operative vision. This advancement resulted in not only a better 

treatment, but the simplification of the process means that cataract surgery is performed by more 

physicians and is available to people who would previously have gone untreated. The increase in 

the number of cataract surgeries is substantial; among residents of one county studied in 

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

1980 to 1994. 

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

also significant improvements in the ability to diagnose disorders. The recent development of 
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Functional Magnetic Resonance Imaging (FMRI) provides an example of such a diagnostic 

advance. FMRI is an extension of MRI, which was developed in the late 1970s and widely 

diffused in the U.S during the 1990s. MRI, like CT-scans and X-rays, enables the observation of 

internal anatomical detail. However, FMRI improves significantly on these older diagnostic tools 

in that it does not use potentially harmful radiation and provides better resolution and greater 

contrast between normal and abnormal tissues. FMRI enables observation of entirely new 

internal processes. For example, physicians can obtain information about the functioning of the 

central nervous system, such as subtle increases of blood flow associated with activation of parts 

of the brain. The newer generation of MRI can detect chemical concentrations, and metabolic 

and water interaction; all of which can aid brain mapping and biochemical change mapping 

caused by different diseases. However, MRI, and FMRI are expensive improvements: MRI costs 

XX times as much as CT. 

These examples provide specific illustrations of the value of recent medical innovations. 

A number of other critical advances have been made. For example, doctors can now transfer 

organs including hearts, lungs, livers and kidneys, none of which were possible a few decades 

ago, and the use of inunonosuppresants has greatly increased the success of grafts. Modern 

telecommunication devices and speech recognition programs have been applied to compensate 

people with visual, hearing, and physical impairments, improving the quality of life of many 

people. 
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Pharmaceutical Innovation and Costs 

While medical advances open the doors for new and improved treatments, they also 

contribute significantly to the increases in health care costs. Pharmaceutical innovations 

illustrate this phenomenon. The rate of pharmaceutical innovations has been accelerating: the 

number of new drugs introduced per year increased from 23 in 1990 to 53 in 1996, and an 

estimated 100 new drugs in 1998. These new drugs improve existing drug therapies or provide 
. . ... 

enti~ely new options for treating condi~ions. A few examples of the benefits of drug advances 

are new immunosuppressive agents thatinc~~ase .graft.survival, and cholesterol re~u~ingdI°ugs 
that reduce the risk of heart . attack. 
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Becausedrugs provide improved health benefits while at the same time escalating costs, 

an important issue is how to evaluate whether those extra costs are better spent on drugs or other 

alternatives. Medical researchers attempt to estimate the cost effectiveness of a drug by 

measuring the benefits in terms of quality adjusted life years (QAL Y), which capture the 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 QAL Y was $11,000. While there is nq. 

standard threshold·· for cost effectiveness, $50,000 to. $100,000 has often.·. been used as a 

benchfuark inthe u~s. 

·, ,. 

Hc)\Jeve,r, cbst<~:~ffecti~en~ss :does not mean cost ~~iving. It appears that ph~~ace,u§cal . 
..... ·:::.· : .. ' 
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innovations have c()ricentrated on ne.wand more expensive remedies; whether or 11~t-~he)iare 
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The challenge of improving health insurance coverage 

As noted, the health care system in the United States is capable of providing the highest quality 

health care in the world. However, that health care can also be very expensive, particularly 

treatments for non-routine health care. Even routine health care costs are beyond the means of 

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

this high quality health care. 
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The American health insurance system relies primarily on employer-provided health 

insurance--about 63 percent of all Americans (74 percent of all insured people) are covered by an 

employer-based program. One reason for the dominance of employer-based group insurance is 

that the Federal tax code favors employer-based insurance. Insurance premiums paid by firms 

on behalf of employees are not included in the employees' taxable income, and employees' 

shares of health insurance premiums can be made with pre-tax dollars in firms with flexible 

spending plans. Because equivalent subsidies do not exist for employees who obtain insurance 

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

There are several valuable aspects of this system. One benefit is that it encourages 

substantive risk pooling among a firm's employees, making insurance affordable and available 

for employees of 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 to workers and that quality is periodically monitored. Firms can also take 

advantage of economies of scale to lower the insurance company's administrative costs, and 

thereby obtain lower prices. 

Unfortunately, this system also possesses some inherent weaknesses. One problem is that 

the tax-preferred treatment of health insurance provides little benefit to low-income people who 

are most in need of assistance in making health insurance affordable; households with incomes 
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low enough to have no tax liability receive no tax subsidy (See chart). In addition, those who do 

not obtain health insurance through their employer must find an alternative health insurance 

source. This includes not only the unemployed and the self-employed, but also people whose 

employers either cannot afford, or choose not to offer health insurance, and those who, even 

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

than they can afford. 

Average Federal Tax Benefit from Health Insurance Exemption, 
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People without employer-provided health insurance and who do not qualify for publicly-

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

can present problems that limit affordable access. Some insurers may chose not to cover people 

with existing health problems, or sell policies that omit those problems from coverage. Insurers 

may also charge different premiums based on an individual's perceived risk; for example, older 

people may have to pay significantly higher preqliums 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 SCHIP-

provide an important source of coverage for many people. Created in 1965, Medicare and 
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Medicaid provide health insurance for elderly and low-income Americans. Over 36 million 

individuals received medical insurance through Medicare in 1998. Medicaid offers federal 

assistance to States that provide medical care to low-income Americans. Historically, eligibility 

for Medicaid was linked to eligibility for cash welfare. Beginning in the late 1980s, Medicaid has 

shifted toward a more general health insurance program that includes low-income working 

people. The 1996 Personal Responsibility and Work Opportunity Reconciliation Act, 

particularly, allowed Medicaid coverage to low-income families. Medicaid served over 41 

million people in 1998. In 1997, the federal government created the State Children's Health 

Insurance Program (SCHIP) to target the growing number of uninsured children in families that 

have too much income to be eligible for Medicaid but too little to afford private insurance. 

SCHIP provides states with funding to provide health insurance through Medicaid, a non-

Medicaid program, or a combination of both. 

Chart • Health Insurance Coverage al Non-<!lderty People by Family Income. 
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This combination of employer-provided, individually purchased and publicly provided 

health insurance results in 42.6 million people without coverage. Not surprisingly, health 

insurance coverage is significantly related to income and employment characteristics. In families 

with income below the poverty line, 43 percent of adults did not have health insurance. In 

contrast, in families with income greater than 300 percent of poverty, only 9 percent of adults are 

uninsured. Fifty-six percent of uninsured non-elderly people are in families with incomes below 
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200 percent of poverty. The source of coverage also varies with income. More than 80 percent 

of families with incomes over 300 percent of poverty receive health care coverage through an 

employer. For families below the pove11y line, meanwhile, Medicaid is the source of coverage 

for about Xo/o of all families. 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 

one-eighth of the employees in firms with 100 or more workers. This may be because small 

businesses are unable to take advantage of risk pooling as effectively as larger businesses. Part-

time employees are much less likely to have coverage-32 percent of households with only part-

time workers are covered. This decline is due in part to firms' restricting eligibility to exclude 

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

There are also significant differences in health insurance coverage across different racial 

and ethnic groups. Approximately 12 percent of non-Hispanic whites, 22 percent of blacks, 35 

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

Issues in health insurance refomi 

The need for health insurance reform is apparent from the large number of uninsured 

people. However, any proposal for reforming the health insurance system must address some 

specific challenges, including the possibilities of crowding out current health insurance, 

exacerbating adverse selection and difficulties encouraging participation by the uninsured. 
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"Crowding out" occurs when a policy that is designed to extend coverage to those 

cmTently uninsured cause some people who currently have insurance to switch to some other 

form of insurance. Another form of crowding out is when a policy causes an employer to stop 

offering coverage (or reduce its contribution) and thus forcing its employees to take advantage of 

the new government insurance or tax subsidy. When crowding out occurs, government dollars 

go not just to newly insured; some fraction of the money goes to those who had coverage and are 

now switching to a newly subsidized plan. If the new subsidy provides a much higher benefit 

than the value of the tax exclusion, then crowding out can be severe and the cost to the 

government of each net newly insured person can be pushed up substantially. Moreover, some 

employees may Jose coverage and be unable to find replacement coverage, resulting in a smaller 

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

Studies of the Medicaid child eligibility expansions of the late 1980s and first half of the 

1990s found that about IO to 20 percent of the increase in Medicaid coverage was due to a 

reduction in private insurance coverage. Most of these studies examjned 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 expected to be 

modest. The amount of crowding out will likely increase as eligibility for subsidies is extended 

up the income scale. 

A second issue that any policy must consider is the risk of adverse selection. Adverse 

selection occurs when relatively low-risk individuals believe they do not benefit from the risk 

pooling provided by insurance, and therefore leave the risk pool. As these healthier people with 
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lower health care costs leave the original pool, the average cost per person remaining in the pool 

will increase. When the costs and therefore the premiums for insurance begin to climb, still 

more people will elect not to purchase health insurance and there can be a spiral of 1ising 

premiums and declining enrollments. This could lead to prohibitively high premiums for those 

still desiring to purchase health-care insurance. Adverse selection can affect both the group and 

the non-group markets. The existing tax subsidy for employment-based group health insurance 

encourages healthy workers to remain in the group pool, because the subsidy for individually 

purchased insurance is smaller. If an alternative policy makes individual insurance more 

attractive, healthy people may decline employer-based coverage for individual coverage priced 

to suit them, leading to adverse selection in the group pool. In response to restrictions on 

individual rating, healthy people may also leave the individual market and not carry any health 

insurance, leading to adverse selection in the individual market. Even if young, healthy 

individuals find low-premium policies that reflect their lower risk rather than choosing to drop 

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

market becomes segmented into different risk pools. 

Studies of insurance choices by employees offered multiple health insurance plans have 

shown that adverse selection occurs in the health insurance market. One study of government 

employees found that premiums for plans with more generous benefit levels increased much 

faster than premiums for plans with lower benefit levels, and found that this change was due to 

the worsening health status of the people selecting the generous benefit plan. A study of a 

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

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

A final consideration in designing any policy to extend health insurance is encouraging 

paiticipation by the targeted group. For example, a policy with a modest co-payment may be 

implemented to prevent over-utilization by the insured. However, for individuals at low-income 

levels, even such modest costs may dramatically decrease enrollment and utilization. This may 

especially affect families without health-insurance problems, who could risk remammg 

uninsured to pay for more pressing needs such as food and housing. In addition, a complex 

application process designed to detem1ine eligibility may have the unintended side effect of 

dramatically reducing coverage for otherwise qualified individuals. A subsidy that is received 

only after expenses have been paid may also deter individuals who do not have the funds to pay 

the insurance premiums up front. 

Meeting the challenge of covering more people 

The Administration has taken steps to extend coverage to more people. Particularly noteworthy 

successes have been the expanded eligibility for Medicaid, and the creation of the SCRIP. 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 Administration's Family Care proposal would enable more low and 

moderate income families to be covered by extending publicly provided insurance to the parents 

of children covered by SCHIP. 
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Although much has been done to ensure access to health care for millions of individuals, 

a number of challenges lie ahead. Prescription drugs have become a significant health care 

expenditure for many, particularly for the elderly. Helping individuals afford needed prescription 

medications is a priority. We must also 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 sustained livability of our developing communities. 

Throughout much of the 201
h 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 the rates of growth during the 1980s: 19 percent in the 

cities and only 6 percent in the suburbs. However, the new economy has witnessed a change in 

the pattern of job location as well. Inner cities are no longer the source of the majority of job 

growth. Rather, new jobs and new industries are springing up on the fringes of cities, often in 

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

located in suburbs, up from 55 percent in 1992. 
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These new "edge cities" have the potential to offer the best of both worlds to American 

families: the amenities and quality of life people seek from the suburbs, and the availability of 

jobs formerly associated with the central city. However, there are also drawbacks to this trend, 

and a satisfactory outcome requires that communities invest now in developing plans to channel 

this growth along avenues that ensure that the attractive aspects of the area are not spoiled by 

rapid growth. With this new growth comes the need to balance economic considerations with 

their social and environmental consequences. 

Eco110111ic Forces Driving Suburbanization 

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

and a region's productivity. In the past, many of the gains from agglomeration were due to 

access to natural resources and means of transportation. In contrast, the agglomeration 

economies of today are often based on a clustering of firms in the same industry that gain from 

the sharing of ideas, consumers, and specialized pools of skilled workers. Familiar examples 

include the mutual funds cluster in Boston, the oil and gas cluster in Houston, and the computer 

and related electronics cluster in Silicon Valley. [Add evidence.] Often freer from traditional 

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

business sites. 

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

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

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

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

cities. Such growth is commonly known as "urban sprawl." 

Sprawl, defined as dispersed development beyond metro centers, often stretches along 

established highways and throughout rural areas. Identified by low-density residential and 

commercial settlements, sprawl often requires reliance on automobiles for transportation, 

including long-distance commutes. Powers over land-use and transportation are often 

fragmented among different local and regional governments, resulting in little coordinated 

influence on land use decisions. Often sprawling communities are divided by great fiscal 

disparities and distinctly zoned land uses. 

Several economic explanations exist for this form of suburbanization. First, for many of 

these young, growing firms, urban areas may exhibit diseconomies that offset any benefits 

associated with the central city. The building stock in most central cities is old, and it may be 

costly to upgrade existing facilities to current technological standards. Rents in revitalized or 

redeveloped urban areas may be too expensive for new firms to afford to locate there. Similarly, 

existing building codes may make new construction prohibitively expensive, and in many cases 

it may be more cost effective to "start from scratch" in a new area. [Does HUD or anyone else 

have good data on this?] The drawbacks of urbanization may also accrue to potential 

employees. Firms in the new edge cities may be more attractive to workers seeking to live near 

work and yet avoid the congestion and pollution of an urban area. Finally, by locating near 

similar firms, firms can generate new externalities and benefit from shared resources. In the 
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most well-known examples, firms in Silicon Valley, California; Cambridge, Massachusetts; and 

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

labor. 

Challenges of new grow th. 

The rapid economic growth of technology centers in edge cities and suburban areas 

provides benefits to local communities in terms of jobs and tax revenues. For example, between 

1995 and 1999 sales tax revenues in the city of San Jose increased by 40 percent. However, if 

left unchecked this growth can also bring significant costs. Many suburban communities are 

becoming increasingly congested and in danger of losing the very attributes that made them 

attractive places to Jive and work. Increasing population strains existing public resources like 

schools and parks. Affordable housing is moving farther away from available jobs, increasing 

average commuting distances. The resulting traffic problems, worsened by limited public 

transportation, make commuting difficult and time-consuming and increase the demand for new 

road construction. Car ownership and the availability of public transportation can help; however, 

the problems of spatial mismatch persist. 

The effects of rapid growth affect the environmental quality of these reg10ns, as 

evidenced in their water quality, air quality, and land use patterns. Increases in paved surfaces, 

including roads, buildings, and parking lots, can contribute to a deterioration of water quality as 

well as to an overall loss of greenspace. This loss of greenspace leads to a less effective natural 

drainage, poorer water quality, and a dramatic increase in the potential for flooding in some 
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areas. For example, residents along California's Russian River have witnessed their fourth major 

flood in three consecutive years. Hydrologists attribute such events in part to urbanization's 

effects on stream flow: downstream runoff into streams and rivers increases as impervious 

surfaces from development increase. [EPA or others, can you share further specifics or 

statistics, perhaps on a national level?] Increased traffic not only affects commuting and 

quality of life, but also ambient air quality, as emissions can lead to elevated levels of ozone and 

particulate matter. While national air quality trends have improved over the last 10 years, as of 

September 1999, 121 metropolitan areas still did not meet the national standards for air 

pollutants. This pollution in tum affects the health of residents, especially those in sensitive 

segments of the population. For example, incidence of pediatric asthma, aggravated by 

pa11iculate matter, S02, and ozone, has increased 55 percent between 1982 and 1996. 

Economic Dimensions and Solutions 

One of the difficulties with ensunng appropriate development is that the costs and 

benefits of the development are typically borne by different entities; decisions benefiting private 

individuals may have adverse public effects, but these social costs are unlikely to be weighed by 

private decision makers. For example, individuals may prefer homes on large private lots, 

distant from both city centers and major highways. However, these homes require new roads, 

more driving, and the 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 - can outweigh the benefits each individual receives. The 
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results of such decisions are evident in many areas of the country, and are particularly vivid in 

Atlanta Georgia, despite planning efforts to remedy them. 

Atlanta, Georgia: Challenges to Smart Growth 

Ranked by some as the nation's most sprawl-threatened large city, Atlanta continues to expand at 

a phenomenal pace. From 1980 to 1998 Atlanta's population grew almost 68 percent, with 

almost all of this growth occurring beyond the city limits. According to some studies, the Atlanta 

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

greenspace is disappearing to development faster than in any metropolitan area in history, and 

the city is suffering its consequences: water quality of the Chattahoochee River and Lake 

AHatoona is deteriorating, and ~~ir quality:is)n\iiolatior of cieanair standards. Traffic· 

congestion costs from lost time and wast~d fuel are ~stimated at a~ 'overwhelming $ L5 billion a 
:··'·. ; . . , ·~ : . . . . ' . . . .:.. . ... ' : . . .. 

'·. :.-· ','' 

year. With an average work.corrimutebycar of37 minutes~v.rtµ~his estimated to stretch to45 
··:.~ .. ·: ; .. 

:, . .-·:.··. '·- . • ... · .. 

. . .. · ·~·: . ·· ... _; ,-_: .·.: 

'rli~s~gO,vem~~~!s~e Qp~,o~\h,~¥)~{15\e~ ~i~iQ!Y l'ro~1~f ~fr tlJe reason th~lit Oire~~~s , 
urban investmentarid encourages further sprawL.The A,RC; suppOrted by the state govem,went;·:· 

. . . .. ··~ ·. :-: . , . . . : ,; '.". · .... ' ,, ' ; ' . . . . ' . . . . . . ' . . . . . . , .~;. . ,·, . . . . 

"·· . -~ .. : : .''. ' . . . ~· .. ,': 

is trying hard to pro~ide and encourage altei11'atives t~ sillgle-moto~st car transportation. 
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However, the momentum of sprawl continues and Atlanta faces a serious challenge to channel 

future growth toward building sustainable, attractive communities. 

Economists would argue that the true cost of building a new home should include the 

costs of the associated externalities. However, quantifying these social and environmental 

burdens is considerably more difficult than merely identifying the private costs of development. 

There are, however, positive steps that can be taken in this direction. For instance, many studies 

have found that the additional tax revenue received from new development does not necessarily 

cover the installation of roads and utilities and the provision of public services 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 likely to have the characteristics of urban sprawl. 

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

subsidies. 

Communities are beginning to use other kinds of economic incentives to achieve 

outcomes more consistent with smart growth. For example, some communities, such as South 

Bend, Washington, have imposed fees on impervious surface area to encourage development that 

has a less detrimental effect on water quality and flooding potential. Other communities are 

using toll roads to improve traffic patterns. San Diego charges motorists on 1-15 higher prices 

during congested times than for driving during off-peak hours. The use of electronic transponder 

technology to identify motorists and collect tolls makes this system possible without the 

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

maintain open space and provide ecological benefits. 

The Clinton-Gore Administration's $9.3 billion Building Livable Communities program 

is encouraging "smart growth." lt has set forth several principles to help guide policy efforts on 

a local level and to encourage greater planning and coordination over larger regions to resolve 

existing negative externalities. The Livable Communities initiative seeks to sustain prosperity 

and expand economic opportunity, to enhance the quality of life, and to build a stronger sense of 

community. Dedicating funds for regional smart growth efforts including Better America Bonds 

for state, local, and tribal governments, the initiative aims to preserve green spaces, ease traffic 

congestion, restore a sense of community, promote collaboration among neighboring 

municipalities through regional governance, and enhance econorruc competitiveness. As 

demonstrated by what Vice President Gore termed "a wave of local innovation," initiatives on 

the state and local levels are beginning to have real impacts on communities. Examples of such 

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

. ,._· 
·'· ~; . 

, ,_.··--

example, Maryland has established the.following goal~.in its siHrut grpwth pro grain:·· fo pr~§erv~ 
·.'..;· 

'. . .·• .=. ·,. : ·-· :.' ... ·-.:; .· •.· :· .. •',' . :-·.· .. : . '. ·:·:; ·.· ::_.';). 

its most valuable remaining natural resources, fo support existing corrununities · atj_d. 
. . . . .. , ·. ' .· . ' · .. (: 

. ::: . ~ . . " 

neighborhoods by targeting state resources to development in_ areas ~here the infrastructlfre ~~-
. . • . . • . ·,: :·. ·.· : :~ •• • • . • ,~> • 
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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 prosperity and a high quality of life. Chattanooga: was 

once home to heavily polluting iron foundries, textile mills, and chemical plants. However, 

through thoughtful economic development efforts, Chattanooga has become a model for other 
. ~ .. 

. ·: 

cities seeking environmentally sound urban renewal. The city now prides itself as a "laboratory" 

for sustainable development projects involving rezoning, reclamation, revitalization, a~d 
. . ' . ·. . . . 

redevelopmem. Illustrating how older cities can thrive in the ne~ ~conomy, Chatt~oog~ boasts 
. ·.... . .:·: 

a 22:-mile "Riverwalk'' with picnic areas; a sculpture garden, W:~~er[ronthousingd~velopment~,; 

an electric-b~s p~blic transi ! s Yst~In, footbridgbs, and an ~~(~~~~~);: • •• ·.. . •.•••••... • . }' ... • ..•... • • ( •. 

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 negative effects. In areas 
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such as the Washington, DC Beltway, Boston, San Francisco, and Seattle, leaders are acting to 

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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• Replacement Text for Chapter 5: 

Introduction Insert #I (add after first paragraph, delete the rest of the original introduction) 

The private sector has demonstrated great entrepreneurial dynamism and technological sophistication in 

bring us the New economy. But we need to recognize that for all their vi11ues, even in a New economy. 

private markets alone will not guarantee that all our national goals will be met. Private markets can create 

wealth, but they will not ensure that all citizens, even those able to find jobs, will have adequate incomes. 

Nor will private markets ensure that all citizens have access to quality education and healthcare. 

Similarly, while private markets can generate growth, they will not ensure that growth will reach all 

communities. Nor will purely private markets necessarily deal with the negative side effects of growth on 

the environment and urban congestion. 

Many of our most difficult national challenges will require government intervention through policies that 

assist individuals and communities in danger of being left behind. In this chapter, therefore, we consider 

policy areas which have a major impact on the opportunities given to all Americans to create a better life 

for themselves and their children. In particular, we outline recent reforms in our welfare system, and 

policies designed to improve our educational system, expand health insurance coverage and ensure smart 

growth. In each case, we describe the considerable progress that has been made and present the tasks that 

remain to be accomplished. 

While the New Economy may not automatically meet these challenges, the faster growth it has generate 

does make meeting them considerably easier. In addition, the innovations that have occurred in 

information technologies, organizational redesign and policy provide better to9ls with which to meet 

them. Accordingly, in each section of the chapter, we pay particular attention to the contributions such 

innovations have and can play in improving the quality of life for all Americans. For example, in the 

welfare system, new policies that make work pay have dramatically reduced the number of families 

receiving cash assistance while increasing the number employed. In education, schools have worked to 

implement higher standards for students and teachers and have brought aspects of the New economy into 

the classroom through the increased use of computers. In health care, innovations in medical technology 

and managerial practices have increased the quality of care and helped rein in costs. Finally, across our 

communities some are taking advantage of new techniques to combat problems of congestion and 

pollution and ensure smart growth practices. In this chapter we elaborate on these and similar policies 



.. 
than have helped grow our workforce, sustain strong economic growth, and improve the quality of life for 

all Americans. 

Good News Insert #I 

Many Americans Jack health insurance coverage and access to adequate medical care. 

Innovative policies have helped us share many of the gains of the New economy, reduce the number of 

individuals on welfare, and improve employment opportunities for all. But new policies may be needed to 

contend with future changes in the economy. A slowing of economic growth may be felt most severely by 

those who have most recently begun to share in its virtues. Those most recently employed may lose their 

jobs and accompanying benefits such as health insurance. State, local and Federal governments may feel 

pressure to cut back on investments in education if revenues decline. And localities currently willing to 

invest in smart growth policies may neglect these policies in times of fiscal tightness. Thus, continued 

improvements in the well-being of the American people depend on both sustained economic growth and 

active public policy. As America moves into the new millenium we must confront these issues. 

Helping Families Insert #I 

The New Economy is popularly characterized by new technologies, new methods of communication, and 

new avenues of trade. But it also brings innovative ways of providing for the least well-off Americans. 

Substantial changes have taken place in the organization of our welfare system and in the incentives it 

provides. These innovations. and in particular policies designed to increase the benefits of work, such as 

child care subsidizes, and increases in the earnings welfare recipients can keep, have changed the tenor of 

American social welfare policy. Public policy now emphasizes employment and investment in the skills 

of those who are less well-off. In doing so the Administration has helped low-income families leave 

welfare and enter the labor market thereby ensuring a more equitable distribution of gains from the New 

Economy. 

Helping Families Insert #2 

Our success in helping families leave welfare is tempered by the realization that many families are still 

dependent on public assistance. As time limits for TANF being to bind, we must focus on how to best 

help those who have been unable to secure employment. Furthermore, that many of those who have left 

the welfare rolls are no better off financially than they were while receiving benefits. Investments in job 

skills, a continued strong economy, and policies that ensure an acceptable wage can all help these 
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individuals succeed in the labor force. Finally, when the economy does begin to slow, we must be 

prepared to help those who lose their jobs. If former welfare recipients are among the last hired, they may 

be among the first laid-off and run the risk of returning to public assistance. These challenges are not 

insurmountable but require the commitment of government and the help of the private sector to reach 

workable solutions. 

Education Insert# 1 

As we seek to train young people to join the new economy, we must look for innovations in the 

provision of education that will increase the quality of the education that all experience. These 

innovations include a committed effort to reduce class size, investments in teachers aimed at 

increasing their effectiveness in the classroom, new higher standards for schools, the widespread 

adoption of computer technologies in classrooms, and new charter schools that provide parents 

with a choice with respect to their children's educations but retain public accountability. 

Education Insert #2 

The leadership provided by the Federal government and the funding made available to schools 

work to improve schools in a number of ways. Among the priorities of both teachers and 

administrators are reducing class size, hiring new teachers, providing training for both new and 

veteran teachers, modernizing schools, equiping schools with new technology and developing 

new standards and accountability. 

Education Insert #3 

In addition to the E-rate program, in 2000 the Federal government spent $766 million on 

education technology programs through Title III of the Elementary and Secondary School Act 

(ESEA). $425 million of this amount was provided through the Technology Literacy Challenge 

Fund. Schools also used portions of their Title I funding to invest in technology. These funds 

were used .... 

.,,.,.,....& 
~ 

Education Insert #4 This decline indicates that thf for well trained teachers is outstripping the supply and 

that continued increases in this demand will likely make it more difficult for schools to find qualified 
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instructors. Ultimately the benefits of nationwide reductions in class size will depend on the ability of the 

profession to attract and retain greater numbers of talented teachers. 

Education Insert #5 There are many excellent schools in the United States, however the quality of schools 

is not uniformly excellent. Because what students learn in schools is crucial in determining the options 

available to them after leaving school, and more broadly, to the productivity of our nation, we must 

provide all children with excellent opportunities to learn. We have therefore invested in a high quality 

public education system. While much of the financing for public schools comes from State and local 

governments, the Federal government has worked for a more equitable distribution of resources across 

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

Traditionally, teacher salaries have been based on education levels, experience, and 

responsibilities. These systems leave little room to reward the most effective teachers. Recently 

some school districts and states have experimented with alternative performance based pay 

systems. These new methods of providing .compensation to teachers may help improve the 
.· . ·. .· . . .·: ... · · .. · ... 

quality .of instructio~ along several dimensions. First, by·· establishing specific criteria 

performance-based awards can help clarify and prioritize goals, •thus providing be:tt~rguidance 
. . : : .. . . : .~ : . . 

for teachers. These rewards can also provide teachers with additional motivation tC> work t.o 

achieve these goals. And importantly, tying teach'er compensation to performance may help 
.. ..·· . . 

attract and retain talented people to the teaching profession,· if they know that their hard work 

and skills will be rewarded. 
. .. ': 

However, to be effective· performance-based pay systems must 'be carefuJlydesigned. 
·,··,,. :_ •. :.< . 

· ... ·;.::: 

Because stl}dent ~chiev~ment depends ori. n1any [actors that i~achef~ cann.~t';control, ~~~h <.as, 

'.:~~L:Jz;~;a::JsgJ!spr:v~;if 7;~1::~&~~,e~~~~J£;ti~~IJ~~;:t~i;jj/.~~~f~ 
~chievement. .Furthermore, because'sttident learning involves.c6qperative effort, inceritiyes··must·· 

be de~igri~d to ~~ate cQoperaiiYe, and n~t conlpel!tive, enVi~o~iii~n\s ~~ng \f l6~;~ i~r 
ex ample, ··t~~tf ;Piii tedll~ss illigtii .• be en1ian~,d.~Y •~a~i~~···~ .. jl~~i?~ ~(th~ .;f arils, ~n .~~~~?c1;05~e\ 
achievem~11~.: rathef than.the ~~~ieveme~t.·C>r indiyidua1• ciasses.'.Fin~ii~~Lt?est~rici~~t~·~e~<ta··· 

. :; ·,.: ·.: . . ::- . .; ·:..-, . ·., 

assess performance ~ust be caref~ll y constructed. :Mea:sures s~ch as gains in student lest :•scofes,· 
.. ·:··. ... . . .. . ·''· . ·. ·.· .. · · .. ··. ·· .... · . .-: .·· ·:· ..... .-::··· .. 

incre~ses· in aitind~~ce, and increa~es in graduation·r~tes ha.~e alLbeen employ~d.i ii.·· ... 



The design of these schooJ..:based performance awards systems varies widely across sites: 

In some cases awards are given directly to teachers, in other cases the rewards benefit entire 

schools. To provide a sense of the types of incentives used by districts we highlight two 

programs. In Charlotte-Mecklenburg, North Carolina awards were based on a broad array of 

student outcomes including subject mastery, drop-out rates, and absenteeism. Schools received 

points for meeting annual improvement goals and teachers in these schools benefited directly. 1n 

the highest performing schools (classified as "exemplary") certified staff members each received 

$1000. Certified staff in schools with slightly lower gains ("outstanding" schools) received $750. 

In c~ntr~st to the eq~al division of awards within schools in Charlotte-Mecklenburg program, 

th~ program irnplemented at the Vaughn charter school in Los Angeles results in awardsthat 

vary substantially ac~oss teachers. At Vaughn teachers are provided with the opportunity to 

receive cash bonuses in each semester for effective performance in a number of areasincluding 

the teaching of specific academic subjects and more general skills like classroom management. 
.. . . . . 

:- .. : . . . . . . 
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a~d less?n planning. PerformanG~ is assessed through self-evaluati?ns, peer review andreviews 
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by aclrnini~tratms. Fora veteran teach.er, performance related .awards can total up to$13,100 per 
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~ne study of·~ perfonnance-b~sed ,award progra111 in Dalla5, Texas a~es shoW positiy~ effecq;' .on 

siU~e~( ~2w~B:~b~;. i ~t~g(~l ;~f the eff~~ .0" .. • ,bt~ers . follnd iliat · .. fllan y •• ;~~JoI-baSict. 
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progr~rns :~ari6tiin '.their ~ffecti~eness ·in, increasing 'teacher m()ti~ation, Teach~rs iri mm1y 

programs also ;e-ported that they felt increased 'pressure at work and worked longer hours. Th~ 



system at Vaughn has helped attract new recruits and many current teachers were pleased with 

the program. However, there are also some problems. One teacher complained that the peer 

review process with differing amounts paid to teachers, "pits,, teacher against teac_her." These 
. . . . : 

difficulties indicate that additional research and experimentation might be useful in attempting to 

develop optimal compensation strategies. 
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.. ·Ensuring Gains are Maintained 

Effective teachers, adequate facilities, and well-constructed standards, can help students 

learn more, however, these i~vestments are of little value unless students retain what they have 
. .. 

learned. Numerous studies have demonstrated tha.t knowledge and. skills deteriorate while 

children are awiy from s.chool, ··specifically during summer vacations. Dra~ing theii co~clusions 
from. an analysisofmany previOus. studies, one group of reseatche~s found that children l~st an 

'average of one month;s worth of learni~g over summer break .. ·. 

M~ch of thef~d~ralg~~ernment's role in educational policy hasbeen aimed at helping. 

children in low-income Jaillilies receive a quality education, th~s mitigating theeffect of family 

inco~e' oK:s~ho~li~g 'out~om~s. Absent the effects of' public schools; it ~ppears ihat family 
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These differences suggest that public· schools can do even m.ore to help chfrclreti'from 
. . · .. ·,.: ' .···; ··.. ·.··: :<.·· :. '<... . ,,, •. ··'' . . . ' ... ; ,._. . . 

·,. 

low-inco~e far1Ufres suc~eed. d~e ~ossibility is to kngthe~ the school year. If students were to 
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attend school year-round, there would be less opportunity for skills to depreciate: Alternatively 

.. ·. ·.··· . . 
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summer enrichment programs targeting low-income communities can. help poor children 

overcome some of the disadvantages they face at home and in thei; neighhrirhood~. In addition to 
. : . . . . 

changes in the school calendar, communities can offer after school enrichmentprC>gr~ms. . . 

Both after school and summer learning programs can also be a boon for working parents, 

palticularly for lower-income parents ',¥ho may have difficulty arranging alternative· care for their 
. " 

~hildren. Not only can such programs give parent~ p~ac~·Ofrrllridth~ttheirchiidren are in a safo, ' 
• ' ••• •• • •• •• • ·'. • • c 

enriching environment, but they can· also allow. w~rking parents to. inve~t in their jobs ~ncl gain 
: .. · .···: 

important labor market skills that c'an further benefit their chilclr~:n thiough increases in.f~milial · 
. . .. . . . . . . . . . . . . . 
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income and exits from welfare. 
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The Administration has worked to assist local comrnu~ities develop after school aftivities 

through its 21 51 
Century Com111unity Leaming C::en.ters Progra,m. hegd1\in 2QQO. :.TNs · pr~gr~~: 
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; School-Based Performance Award Programs: Design and Administration Issues Synthesized from Eight Programs. 
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Note to MT: Please do NOT change "Vice President Gore" to "The Vice President." 
"VP Gore" is correct and desired style, requested by POTUS speechwriters 
and approved by Staff Secretary. Also, HOPE is correctly all CAPS. It 
should NOT be changed to Hope Scholarships. 

ECONOMIC REPORT OF THE PRESIDENT 

To the Congress of the United States: 

I am pleased to report that the American economy today is strong. We are enjoying the longest 
economic expansion in U.S. history, with more than 22 million new jobs since 1993, the lowest 
unemployment rate in 30 years, the lowest female unemployment rate in 40 years, the lowest 
Hispanic and African American unemployment rates ever recorded, and the highest home 
ownership rate in history. 

This economic expansion has been not only unusually long, but also broad and deep. For the 
first time in decades, wages are rising at all income levels. We have the lowest child poverty in 
20 years and the lowest poverty rate for single mothers ever recorded. Since 1993, the average 
family's income has gone up more than $6,000 and, for African American families, even more. 
The number of families who own stock has grown by 40 percent. 

Our current economic strength is the result not of chance, but of a choice the American people 
made eight years ago. At that time, ten million of our fellow citizens were out of work. Interest 
rates were high. The deficit was $290 billion and rising. And the federal debt had quadrupled 
in the previous 12 years, imposing a crushing burden on our economy and on our children. 

The American people chose to change direction, and empowered by that choice, Vice President 
Gore and I put in place a new economic strategy: fiscal discipline, greater investment our people, 
and expanded trade. The result of that three-part strategy has been eight years of prosperity and 
progress. Continuing with this proven strategy is the best way to keep our prosperity and 
progress gomg. 

THE ADMINISTRATION'S ECONOMIC AGENDA 

Our strategy has been based, first and foremost, on a commitment to fiscal discipline. By first 
cutting and then eliminating the deficit, we have created a virtuous cycle of lower interest rates, 
greater investment, more jobs, higher productivity, and higher wages. In the process, we have 
gone from the largest deficits in history to the largest surpluses in history. We have extended the 
Medicare Trust Fund-which, when I was elected President, was scheduled to go bankrupt in 
1999-to 2025. And we've paid off $362.5 billion in debt. 

Second, our strategy has focused on investing more in education, health care, science and 
technology, to strengthen our people's capacity to make the most of the new opportunities of the 
21st Century. We have doubled funding for Head Start, provided after-school and mentoring to 
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more than a million young people, and begun putting 100,000 new, well-trained teachers in the 
early grades to lower class size. Thanks to these investments, and a new stress on higher 
standards and accountability, reading, math and SAT scores are up. And with the largest 
expansion of college aid since the GI Bill, more students than ever are going on to college. 

We've also invested in our people with targeted tax relief~ to help Americans meet the challenges 
of work and child rearing. Last year alone, our HOPE Scholarship and Lifelong Leaming tax 
credits helped 10 million families pay for college. Our Earned Income Tax Credit helped 15 
million families work their way into the middle class. And 25 million families will get $500 
child tax credit. The typical American family today is paying a lower share of its income in 
federal income taxes than at any time during the past 35 years. 

Every year since 1993, we have increased funding for long-term research and development­
investments that lead to more economic growth, more high-wage jobs, more cures for diseases, 
and a cleaner environment. Funding for the National Institute of Health, for instance, has nearly 
doubled over the past seven years. 

Meanwhile, we have continued to make important investments in our nation's communities. Our 
Empowennent Zone tax credits are bringing new business and new jobs to our hardest pressed 
communities -- from the inner cities to Appalachia to the Mississippi Delta to our Native 
American reservations. With the help of l 00,000 new community police officers and common­
sense measures like the Brady Law and the assault weapons ban that keep guns out of the wrong 
hands, crime has fallen to a 25 year low. Under the Children's Health Insurance Program, 2 
million previously uninsured children now have health coverage. 

Third, our economic strategy has focused on opening markets around the world. Today, with 
more than 300 new trade agreements, including the North America Free Trade Agreement and 
the Uruguay Round agreements, American workers and fim1s are competing in more markets 
than ever before, and our economy is stronger for it. 

CONTINUING OUR ECONOMIC STRATEGY 

Last year, we took important new actions to secure our economic future, guided by the same 
three-part strategy. We normalized trade with China, a move that will open China's markets to 
American products from wheat to cars to consulting services, and ensure that our companies will 
be more able to sell goods without moving factories or investments there. Congress also passed, 
and I signed, a 2001 budget that maintains our commitment to fiscal discipline. Under this new 
budget, we will continue to pay down more debt. And if we stay on this path, we can make 
America debt-free by 2012 for the first time since Andrew Jackson was President in 1835, 
thereby keeping interest rates low and prosperity going. 

The 200 I budget also continues our strategy of investing in our people. It includes the largest­
ever increase in funding for the National Science Foundation and major increases in funding for 
education. With over $1.2 billion dedicated to school renovation, thousands of local school 
districts will finally be able to give our children the classrooms they deserve. We've increased 
by 25 percent funding to meet our goal of hiring 100,000 new, highly-qualified teachers to 
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reduce class size. We've nearly doubled funding for after-school programs to help more than 1.3 
million students, while increasing support for teacher training, and for turning around failing 
schools. And to open the doors of college even wider - so that more of our young people can 
walk through them - we have increased the maximum Pell Grant to an all-time high of $3, 750 -
up nearly $1,500 since 1993. 

The new budget also includes our historic New Markets and Renewal Communities Initiative, 
the most significant effort ever to help hard-pressed communities lift themselves up through 
entrepreneurship and access to new capital. With our New Markets tax credit, 40 strengthened 
Empowern1ent Zones, and 40 renewal communities, this initiative will spur billions in private 
investment in communities that have not yet shared in our great economic revival. 

This is a unique moment in U.S. history, a time of unrivaled prosperity and progress, with few 
internal crises or external threats. We have the responsibility to use our good fortune wisely. If 
we maintain our current economic strategy, we can sustain our prosperity, expand the circle of 
opportunity, meet the long-tern1 challenges of this new century, and provide our children the 
chance to live their dreams. 

THE WHITE HOUSE 
JANUARY 12, 2001 
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CONCLUSION: ACHIEVEMENTS AND CHALLENGES IN THE NEW ECONOMY 

The past 8 years have been a period of extraordinary achievement for the U.S. economy. 
Suppo11ed by sound policies and strategic investments in the future, the U.S. has experienced an 
economic expansion unprecedented for its length, breadth and depth. This expansion is not only 
the longest ever recorded - it has also been astounding in sharing the benefits \Videly, raising 
Americans' average incomes to record highs, and creating opportunities for groups that have 
traditionally been left behind. 

This expansion has not just meant that the economy growing in sheer size. It has also 
entailed the economy becoming dramatically more information-intensive, more productive and 
more innovative. Today's economy utilizes new, more efficient business practices; and has 
redefined many relationships between suppliers, manufacturers, financiers, and customers. The 
cumulative result of these trends and their interactions has been a "New Economy" that is 
currently providing Americans the benefits of high growth, low inflation, high productivity, 
rising incomes, and low unemployment. 

A policy strategy centered on fiscal discipline, investment in education and technology, 
and opening new markets has been the key to ensuring that the government supported and 
fostered the flourishing of innovation and entrepreneurship in our economy. The combination of 
private sector innovation, of Americans' hard work, and of sound policies and investments in the 
future has created a vibrant economy. Over the last 8 years, the economy has grown at the robust 
rate of 4.0 per year on average. Inflation has remained near its lowest rate since the 1960s. 
Meanwhile, productivity grO\vth has increased rather than decreased over the course of the 
expansion: it grew 3. 7 percent over the past 2 years and a stunning 5 percent in just the last 4 
quarters. 

Importantly, this prosperity has been remarkably equitably shared in this expansion 
compared to other previous long expansions. There have been solid, across-the-board income 
gains, with some of the strongest gains realized at the bottom of the income distribution. The 
bottom 20 percent of the income distribution saw the largest income growth of any group - 16.3 
percent since 1993. In all, over the past eight years, the economy has created more than 22 
million jobs. More than 80 percent of those jobs have been high-quality jobs paying above­
median wages. Median family income has increased by $6,338 since 1993 rising to $48,950 in 
1999. Since 1993, seven million Americans have moved out of poverty. Homeownership reached 
67.7 percent - the highest on record. Unemployment is at its lowest level in more than 30 years. 
Unemployment rates for African Americans and Hispanics are at their lowest rates on record. 

This Economic Report of the President attempts to describe the phenomena that are 
collectively known as the "New Economy." It examines the driving forces of innovation, 
organizational change and sound policy that have created the New Economy. The report further 
analyses the effects those forces have had on macroeconomic performance, on business 
practices, and on our ability as a nation to address various challenges such as poverty, education, 
and the long term welfare of all our citizens. In addition, the Report examines those areas where 
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economic growth on its own may not meet all the challenges and where targeted government 
policies can play a useful role to ensure that the circle of opportunity is expanded to include as 
many as possible. 

The U.S. today stands at a unique juncture in history. It enjoys unprecedented prosperity 
and as such faces a unique set of opportunities as well as challenges. Used wisely and 
cautiously, our prosperity can be harnessed to continue to strengthen research and development 
to drive long-term innovation and further productivity increases; to improve the education and 
training of the workforce; and to improve our ability to provide for the long-term needs of our 
increasingly aging population by shoring up Social Security and Medicare for the future. The 
right path is to continue the polices of the last 8 years which has created a virtuous circle in 
which fiscal prudence helps keep interest rates attractive for investment, and strong productive 
investment generates a healthy and growing economy with ever larger budget surpluses. 

However, it must be acknowledged that today's strong economy is far from invulnerable. 
The virtuous circle can be easily broken if fiscal discipline is abandoned and priorities are placed 
on large tax cuts rather than long term investments for the country. A large tax cut could 
overstimulate demand and make it much harder to avoid overheating and an eventual recession. 
This would be particularly detrimental at a time when the country faces such a significant 
demographic challenge: Over the next 40 years, the population aged 65 and over will rise from 
its current share of about 12.5 percent of total population to nearly 21 percent. Retirement and 
health programs for the elderly will take up an increasing share of Federal outlays. Per-capita 
costs of Social Security and Medicare are expected to rise in the future, implying an even more 
dramatic increase in spending on the elderly. Spending on Social Security and Medicare as a 
share of GDP will more than double over the next 40 years from around 6 percent of GDP in 
2000 to nearly 13 percent in 2040. 

Today's New Economy provides a precious oppo11unity to continue to build for the 
future, secure the well-being of our older generation, and make the right investments to continue 
fueling the engine of innovation, enterprise, and productivity in our economy. Defining and 
pursuing the right priorities for continuing the expansion will be critical to the Nation's long­
term welfare. 

Technology's Role in the New Economy 

At the heart of the new economy is a bubbling cauldron of innovation. In particular, 
advances in computing, inforn1ation storage and communications technology have proliferated in 
recent years - yielding whole arrays of new products, services and industries. What has been 
special about this most recent period, however, is that in addition to these separate paths of 
i1movation, there has been a great convergence of technologies - telecommunications, 
information technology, and the Internet - that have enabled a whole new range of capabilities 
not previously imagined. 

As a result of these powerful innovations interacting with one another, the economy has 
become "lighter" in recent years, shifting toward products embodying more knowledge capital 
and less physical capital. Spending on information teclmology (IT) has played a leading role in 

2 
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the acceleration of economic grO\vth. Although it accounts for just 8.3 percent of GDP, it 
accounted for almost a third of output growth between 1995 and 1999. Investment in 
information processing equipment and software as a share of all private non residential fixed 
investment increased from 13 .8 percent in 1993 to 41.5 percent in the third quarter of 2000. 
Between 1990 and 1997, the number of IT firms more than doubled, a 140 percent increase. 

Technological innovation has been particularly important for two reasons. First, the IT­
producing sector is highly productive, and the growth of this sector has led to increased 
performance in the U.S. economy as a whole. Second, the adoption of IT has led to performance 
gains in other sectors of the economy, making other inputs more productive by changing the way 
firms do business. Manufacturing plants are increasingly automated, while workers are given 
more flexible job assignments and stronger incentive pay. Supplier relationships are becoming 
more closely integrated through use of computer systems that coordinate the various aspects of 
production and warehousing, allowing firms to reduce inventories dramatically. Firm boundaries 
arc also shifting rapidly, as firms outsource non-core businesses and move toward flexible, 
collaborative relationships like strategic alliances with suppliers, customers, and even rivals. 

But technology alone is not the answer. It is only when it is used wisely by firms that it 
becomes a transforming agent. Performance improvements are most likely to be realized when 
firms use IT to bring about changes in basic business practices, job-design, organizational 
structure, interactions with customers and suppliers and human resource practices such as 
incentives and decision making authority. 

One example of technology's ability to enable changed business practices is how the 
Internet is now being used to reduce costs for procurement. Online business to business 
exchanges now offer a range of transaction tools such as buyer and seller auctions, billing, 
insurance, information and other custom services that allow firms to achieve greater efficiency in 
procurement. One on-line exchange claims to have saved customers $2 billion during its five 
years of operations. These kinds of improvements, in turn, can help make the economy more 
resilient: the more efficient procurement and inventory management enabled by technology has 
led to a greatly reduced tendency toward inventory overhang - thus reducing the tendency 
towards recession in periods of declining growth. 

The Role of Policy in Supporting the New Economy 

While innovation and entrepreneurship are at the heart of the New Economy, they have 
been fostered in the U.S. by the right government policies. Firstly, government policy has played 
a critical role in providing the fuel needed to run the New Economy. The budget deficit had 
ballooned to $290 billion in 1992, the largest ever, and was projected to grow to more than $455 
billion by fiscal year 2000. This budget deficit placed a huge drain on investment capital and 
productivity rates in the economy were anemic. However, with the program of fiscal discipline 
led by President Clinton and Vice President Gore, there have been eight consecutive years of 
fiscal improvement. The surplus in fiscal 2000 was $237 billion - the largest surplus since 1948. 

These sizable surpluses mean that the government, rather than draining away resources 
from private investment, is freeing them up. And indeed, there has been a dramatic increase in 
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investment. From the first quarter of 1993 to the third quarter of 2000, investment grew at 13 
percent a year. This long investment boom has been a key to the increasing productivity growth 
over the course of the expansion, which in turn has enabled the economy to continue on a path of 
strong yet non-inflationary growth. 

The explosion of the New Economy was also helped in the U.S. by strong, pro­
competitive policies that allowed innovations to flourish. The Telecommunications Act of 1996, 
for example, opened up competition between local telephone companies and long distance 
providers and cable companies - unleashing a flood of innovation in the information and 
communications technology sectors that has been a key driver of the New Economy. The Act 
also provided guidelines that would ensure that the benefits of increased competition \VOuld also 
be harnessed to increase the circle of opportunity: Through the E-rate, which was established by 
the Act, schools and libraries gained access to discounted telecommunications and Internet 
connections. This, paired with a massive increase in Federal funding for education technology -
soaring to $769 million in fiscal year 2000 from just $23 million in fiscal 1994 - lays a long term 
investment in the technologically-skilled work force needed to sustain this economy. 

Globalization and the New Economy 

Globalization has also played a crucial role in promoting the technological innovation 
and facilitating the organizational restructuring that has yielded a New Economy. By forcing 
more competition and specialization, globalization induces innovation, higher productivity and 
stronger growth. Producers gain by specializing in what they do best. With open markets, they 
are able to use the best and most cost-effective inputs from global sources to 10\ver their costs 
and improve productivity 

Meanwhile, improvements in communications and information technology have spurred 
deeper integration between the United States and the World Economy. Indeed, it is no 
coincidence that the New Economy has emerged in the United States at the same time as U.S. 
participation in the global economy has reached new heights, as globalization and recent 
advances in information teclmology are integrally linked. 

Over the past 8 years, fostering globalization and its benefits has been a high priority. 
Over 300 trade agreements have been signed, including passage of the North America Free 
Trade Agreement (NAFTA), the Uruguay Round multilateral trade agreements, permanent 
normal trade relations with China, agreements in telecommunications, information technology 
equipment, and financial services, and a moratorium on tariffs on e-commerce. At the same time, 
a focus of U.S. trade policy has been to ensure that agreements safeguard global natural 
resources and respect our values, including our commitment to core labor standards. 

The effects of globalization and improved communications and technology are evident in 
U.S. international transactions. Trade in capital goods has soared since 1996, with particularly 
strong growth in trade in items central to the New Economy, such as computers, semiconductors, 
and telecommunications equipment. There has also been strong export growth in services that 
reflect the value of U.S. innovation, such as professional, business and technical services, and 
financial services. 

4 
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The power of the New Economy clearly has the ability to deliver many benefits for 
Americans. However, it is not necessarily true that it will spontaneously provide benefits to all 
people. That is where policy makers have played a critical role in harnessing the dynamism of 
the New Economy to benefit groups that traditionally have been lefl behind. 

A robust economy that creates 22 million new jobs ClTtainly provides broad reaching 
benefits. Unemployment rates for African-Americans and Hispanics have hit record lows during 
this expansion. But in addition to these pure market effects of a high-pressure economy, there arc 
additional means that can be impo11ant to empower and assist struggling families. These have 
included raising the minimum wage twice, expanding the Earned Income Tax Credit, additional 
child care subsidies, and extensions of health insurance coverage provide assistance to low 
income working families. Together with the effects of the strong economy, these measures have 
helped 7. 7 million people move out of poverty since 1993. As more people move off of welfare, 
and out of poverty, and into the job market, this in turn has a positive feedback effect on the 
economy as a whole - lessening the burdens on the public and increasing the productive force in 
the economy. 

In addition, innovations in technology can help improve the delivery of many social 
services including health care and education. Innovations made possible by ne\V technologies are 
yielding new treatment methods that can directly improve the quality of life for many. In 
education, new programs bring computers and Internet usage to the classrooms, help improve 
teacher effectiveness, reduce class size, and narrow the digital divide. 

Despite the vast improvements in the quality of life experienced by many Americans 
several challenges remain. Welfare rolls dropped by 7 .8 million between January 1993 and 
December 1999, and the number of individuals receiving welfare benefits is down by 56 percent 
from January of 1993. But there are still substantial disparities in economic well-being across 
regions, with minorities and residents of central cities and rural areas suffering 
disproportionately high rates of poverty and unemployment. 

Our health care system also presents numerous challenges. We need to continue to 
control health expenditures to ensure that care is affordable to all. Issues related to managed care 
and the appropriate way to align incentives so that health care is not overly restricted or overly 
prescribed. Even with these issues under control, many Americans may continue to lack health 
insurance coverage and will therefore be unable to take advantage of the quality of care available 
to the majority of individuals. Finally, the new economy has allowed certain geographical 
regions to experience enormous groW1h in jobs and population. This groW1h, when left 
unchecked, has led to sprawl and serious environmental consequences. 

Even at a moment of great prosperity, there continue to be great challenges ahead. There 
is a unique opportunity now to harness the power of the high-tech, high-productivity, high­
groW1h New Economy to continue the prosperity and to use it to improve the lives of all 
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Americans. The challenges of the future - whether they be saving Social Security, improving 
education, expanding health care coverage, or paying down the national debt - are significant 
and will require concerted effort. The tools and capabilities of the New Economy, combined 
with the right, targeted policies, can provide a powerful solution toward addressing these 
challenges as a Nation. 

6 
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This Administration came to office on a platform of "putting people first." The Administration 

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

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

to the new has been an improvement in the well-being of the American people. By virtually any 

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

Keplo.ce w1+-h ''Inh-oluchoVJ 1r\se_rt * \ ,, DV\ 

its own the New Economy, for all its entrepreneurial dynamism and technolo ·cal o\-k.,.._c...he
1
d 

.. 5~-e_T 
tication {I wanted here to sharpen the focus between private marke and public 

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

government · tervention, through policies that assist individuals and 

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

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

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

extend the benefits of the b ological change to those Americans 

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

particular, many of these policies h 

the hardest to reach. 

invest in the education of o 

populations that historically have been among 

ent has made investments in America that focus 

ter and remain in the labor force, and that 

quire the skills they need to be 

, productive labor force it needs to 

continue growing. I estments in smart krrowth in rapidly dev oping regions will help sustain 

economic develo ment and the quality of life Americans enjoy. 

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

ex;ifuples.J The Administration's policies reflect both the technological and the 
/ 
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innova ions of the New Economy. Our system of providing for the poores . ericans has been 

changed. No longer are families punished financiall 

number of people employed. [Sentence 

learning. ln the health care sect , innovations in · om1ation technology and managerial {and 

financing?} practices h 

communities are , ing advantage of new techniques to comba 

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

e,rro,Y/ our work force, sustain strong economic growth, and improve the quaJ{t}·of life for all 

Americans. 

Good News from the American Economy 

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

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

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

gains to all segments of our society. 

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

new jobs were created. 1 In 1999 the unemployment rate reached 4.2 percent-the lowest level •ft (Yl()nl-h· 
'Jv..s+ a..s 'f'Y'li:t>•tc,.,+, H- ~":::> sf-ayed low, re/'Y'"'01n1ny hetvlA.;·5 pere-ent /-o ~; . 

since 1969. {just tts imperhtnt, it has stay cd low b.1cking tip the "-duration" peint just o.+- .\-~-€.. :hlY"I-< 

~A h . h. - . Af d 1· . d'l f 1986 o~+h,~ l~,;r1h 
auvn. 1 t t e same time wages ave been mcreasmg. ter ec mmg stea 1 y rom to 

- .~ +.o , 
1994, real hourly wages for pnvate sector workers rose by~percent between 1994 and 1999.~ 

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

The median household income reached a new high of $40,800 in 1999, an increase of 2. 7 percent 

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

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

1993 rate of 15.1 percent. 
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.-.~ 

Unhke ]\(prev10us expaus1ons, mese gains were shared by Americans at all income levels. 
lye.=.,) 

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

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

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

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

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

- ~eatest imp~o~e~1e1~ts i-n fi~an-cial w~ll-bei~i~~p1160~ent for African Americans and 

Hispanics fell to the lowest levels on record bet"'een 1993 and 1999. African Americans saw 

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

thei~;1*~1 ~it';<l;~~ t~~~ercen\.?~a~i~~~\~a~1~ ~;·~~ \ncreased, particularly for African 

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

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

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

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

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

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

(•n some (it is up 23.9 percent since 1993 ), climbing to $27,910. The median for Hispanics rose to 
~~~h . 7 
!>.\v..r-+- nev../ $30, 735, an increase of 6.1 percent between 1998 and 1999 (and 16.5 percent since 1993 ). 
fi> w/Vne"'l')o,1 m~ .. + 

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

In 1998 99 the poverty rate for African Americans reached an all-time low of 23 .6 percent;the d..e c I 1n-e_ 1, 

po~.-hy belvv~-en JQC!i ord 1mq WCD ++.-(... 
largest one-year decline everL. Hispanics also experienced a record drop in poverty. At 22.8 

· ~ r -e CC> r<l_-e._ d 
percent, the poverty rate for this group is now at its lowest since 1979. 8 

\ 1rV1 ·,~ 1 n'lf)O.ct (_ Sc>v,,-Cls le·.::. st,-o,·iq) 

In the past, economic gains have often bad little effeet on households headed by women. During 

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

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

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

and 65.2 percent in March 1999. 9 This increase in employment corresponded to an increase in 

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

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

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

to 33.1 percent in 1998 and 30.4 percent in 1999. 

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

single mothers and their children. (Low income is defined here: as an income below 200 p<:;rcent 
A ••o.. lys; 5 of. a; ....-"€..Cent-/\/ CQ)m p 1-ek..d '::>urve'f onc!A c oJ.e :> +-1-0J 

of the poverty line.) Accordiftg to a reeeMtl) reld:sed sttNC)', between 1997 and 1999 the nttf!'tMr 
who lA.1€.re. e.m p lo'/ec . ~ .(, ;- .. · · 1 . 

of working low-income single mothers"increased from 59. 7 percent to 65.2 percent.' Children as 

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

children fell by 2 percentage points, to 16. 9 percent, the lowest level since 1979 and the largest 

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

even more in absolute tenm, falling by 3.6 percentage points to 33. 1 percent. Since 1993 the 
a.t l 

0"9'efttll poverty rate for~hildren has fallen by 5.8 percentage points. 

\Jert"-en f-
:1 ·, .,:,·:) 

(_ +.hc.-c. C•f(" ·,I r-c\:; ii, "'·· .. , · .• .. ·• i-,:.·c. 
•)o' · c 'e ·,. oi : (': ; ,: .. , .-. , ·:cf! r· : .1 .: ·.' , , .• ~, 

Our oldest Americans have also benefited from economic growth and snpportive poli~i@s. In Soc.,~ " ::_·,..c ;'. 

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

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

likely participate in the labor force in greater numbers, further improving their financial status. 
e:..enh--o-\ 

For years, residents of our iH:H-8f cities {Emily and I are unsure whether it should be "inner" US 

or "central" here and later; "inner" is more familiar but may not fact-check (or be the{, 
1 
CB'~~!~ I 

. . . . . . . +hrouc:,r .~x...-J 
same thmg)} have seen little change m their poverty levels, yet here, too, the s1tuat1on is · 

c~.n t-n:;., I 
improving. [Dates? Figures?] ~-city residents experienced an above-average increase in 

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

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

gains but include a long list of improvements in the quality of life. Low interest rates and a 

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

4 
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~'3.l-
quarter of 2000, 6 7. 7 percent of American families owned a home, up from ~percent in the 

hr . .5 
~quarter of 1993 and surpassing the Administration's goal, set in 1995, of lo 1-percent~ 
figure'?J. 1314 Improvements in job opportunities, in combination with Administration initiatives 

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

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

falling to its lowest level in 26 years. 15 

Our public schools today are also showing improvements on several fronts. SiHce 1992, reading 

~ 
r, cc·(, r cl a.Rd mathematics scores on tfie National Assessment of Educational Progress (NARP-) 

S~r.•c;·,·,;.,·,.,. .. I . . .1 i. ~-.-1 1c:i. ,..I • I ,..1· ,,_tb . . . - ... ._ e_~mat10n1a ' , ith-r,-unu twe rttt grauers, me uum5..,.~Gem:s-m 
. . - -· ' \ 

-- · · . - · s · ¥Ut.y-i:aws-fis--t-h-is-wh11t-'.t~-igh·-poverty-school'-Lis-'?}. 16 More 

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

fY-~oJ·h S.CO•--e,:, on t-he... 
i:. . , .. ·,., Average Scholastic Aptitude {i.rn't th'1 A for "Ad1ievemeRt" RO~'fldu,·s?} Test (SAT) rnat+1 

' •• _, '. c_ \ ... 

~\1: ''. 1J ,:_. 
J, '·1··\.. " ! '•. '·" 

-:i..1 

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

teady [maybe this is not a good thing to say? Be more speci-fk-] even though the number of 

on-native English speakers taking the exam has increased. 18 Minorities have also made notable 
v.."ed '~ --J.L.j 

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

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

olso 
.:Cm proven')€',.,4=:, i-·c.w~ bee_r. mode ; n +he pt.A.bl 1 c h~lfh ore no.. 
The health of Americans has also been improving. The birth rate among teenagers declined 17 

20 ~ c3-ehvee.,"\ I qq7 o."' ICJQCf 
percent between 1993 and 1999 {is this a "health" issue?}. ,'Smoking among teenagers 

1\-)1"' WOO i-he ~-:rs~ -+trr;...~- - - - - - - - - 21 f-'"101.l-
declined.for tl=te first time in nearly a decade from 1997 to 1999. The proportion of high school 

1 d-e..xl •n~d 
students who said they had smoked a cigarette in the preceding 30 day~ feltti,isr that 13eriod from 

(
'>i- rY'IL)V~ brc-cl:::ef-e,_d kx: I- tu ~ 

36.4 percent to 34.8 percent. Infant ~rtality is down from 8.4 deaths per thousand in 1993 to 
:-1 [°' 5 

~ per thousand in 1998_J Death\ from heart disease, cancer, stroke, and AIDS are all down, and 

life expectancy has improved. A child born in 1998 can expect to live nearly 76.7 years, up from 
1-'5 · 1-J In I q 9 () 
74.9 )'CC!l'.1:5jt1:5t 10 ycais cadie1. 22 

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

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

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

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

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

experience unemployment rates of more than 10 percent and distressingly high { tR ere will 

always be "abcn'e aventge" fHt'l'ert)' somewhere} levels of poverty. 

th@ n@\I.' millennium, '"1'C must eonfron:t these issues. 
A~ d ,, G-uod ~.s I Vl :JBri iJ I /! 

A A . · 
n:S nffiCfleB: 1110\CS 111to 

Helping Families Help Themselves 
11 

R..e__p\oce_ w1~ "l-kJ pine\ ·~~YY\ 1l 1-es insert -t-b I on oi+oc..1'1-e.d 
=:,h-e_e+ 

The 1 w Economy is popularly characterized by new technologies, new me.1~1ods of 

and new avenues of trade. But it also brings inno 

assistance through a net\vork · crease the benefits of work. By placing 

nent and investing in the skills of thos 

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

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

Welfare Reform 

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

number of Americans receiving welfare, along with an increase in employrnsRt aFFJoRg rnrrent 

and f01me1 welfme recipients {"the number of Americans wh&=h~ve moved from welfare to 
~ LVc•rl:e:! h:;v--d ~ ..... I.AR 1f2ore r--efo:-rV\ 

work"\ The Administration began workiHg toward welfare reform in 1993. Ons of its first 
Ln wing so 1+ o;llulAle..d o. Y-€C0..-d f\vVY"ll:fe.....- q.f s-b..4-..:s. tu .1 \1,,-,, ''·, 

step£ W'1S to allow State~ to [re waivsrs: is "recerd RYmber" cern~ct? T~~-1:1.Q-s-u-eh( '~u"<' , .. <" . , , 
• • • ' ". '~:) f I ·~);- ~ ~ ) t ;.~ .'.-: 

warf'ers e> e1 been g1 anted bcfo1 e]1mplement changes 111 thelf welfare programs on an ~ r -
C\rC co~! DC.A.C5 b-eqoYI ~ r-e...11 . 

experimental basis, through waivers from Federal welfare regulations'." As of August 1996, 43 

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

responsibility. Gaseloads soon bega:!'l to fal!. 23 
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These changes at the State level were followed by changes at the national level, in particular the 

bipartisan Personal Responsib_ility and Work Opportunity Reconciliation Act signed by the 

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

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

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

assistance to helping families leave welfare and enter the labor market. 24 Policies that offer tax 

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

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

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

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

O\< funds f.-2.l Under the AFDC program, States set eligibility and benefit levels and received 

matching funds from the Federal Government to help with the cost of the program. The new 

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

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

have used this flexibility to meet the particular demands of their constituencies. [examples'!] bh:i~\~;:h.: 
States are also eligible for perfom1ance bonuses for moving individuals into jobs, increasing cdd 't-iurul 

\:ur£"l:> 1-o c.h I /, 

participation in the food stamp, Medicaid, and children's health insurance programs, providing c c~.r-e.-
s L--b~ 1d I e..5 

child care, anrl [what does this phrase mean? It could_ be misinterpreted] increasing f~ by oilo_w ,f)C 

#)€ r e,c~_"l .. ·ot (__~ 1 ld.~n In p-\@.rr 1€_~ CJ:)1..-,:>le ~I I 1-e 5. l;Je 1\.-C..r-e.. 
fonnation and stabilit)·. States can also receive bonus awards for reducing out-of-wedlock births. r·ec .. 1 1:>1--e""' 

iv beep c.- q_re.o.. 4: 
h-c£1-io'\ ~· +-he I 

Second, the new system imposes time limits and work requirements on welfare recipie~l; ;...,95 

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

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

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

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

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

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

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

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

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

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

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

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

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

used this freedom to decrease the implicit tax on earnings. The AFDC program reduced benefits 
of- <-vo·-1::: 

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

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

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

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

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

succeed on the job. 

Tlze Effects of Welfare-to-Work Programs 

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

national caseload has declined by 6 million, a reduction of~-~ercent .27 l11cluding reductions 

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

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

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

fallen by 82 percent since 1993. 

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

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

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

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

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

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

welfare reform have implications for current programs. 28 

8 



eDITOR DR.1\H I I '!0/2000 9 
\ERP 200 I \chapter 5 Living edned untracked 12/04/00 

PRELIMINAR\' & CLOSE HOLD 
OFFICIAL USE ONLY 

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

represent nationwide averages. This Report therefore supplements this infomrntion with new 
\). S . [) vr-eo.c~ c•t' +ho C e1"/S u -o. • !> 

results from the {whe esHc:IHets this sm \ ey'?} Survey oflncome and Program Participation 

(SIPP),29 providing some of the first evidence on the effects of welfare reform for a nationally 
~fY"l SL"PP 

representative sample. The rnB.jorit)· of these results are based on a sample of people who were 

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

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

November 1998 or February 1999, depending on the month of the initial interview. The new 

data cover the experiences of some of the earliest beneficiaries of welfare refom1 and may not 

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

If> One of the most important issues in evaluating welfare reform is the incidence of recidivism-­
& 1nd.1v1thAnl;:, 

that is, U1e mu:nber of inaivic:h:1als cycling "on and off the rolls. Both SIPP data and a synthesis of 

State studies show that approximately 25 percent of those who le.ave welfare returnwithin 12 
do no+ ca11_;rif-- +ro.n:s1h 0 1s cf le_:::.:s +-1-,cv-i 

months. (Most studies of recidivism, including those cited here, €Xch~ae those who stay off the n.,._,c mun+-~ 
0 s f-r ue.. ~: ..... ie_I ~ 

rolls for less thafl a ffionth.) The majority of those who do return do so quickly: the SIPP data fv>< 1h o·-
€ ,, h-c\nC -es 

shov-,1 that 18 percent of those who exit return within the first 6 months of leaving and only 7 

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

declines with time. In Maryland 25 percent of former recipients returned to welfare within 12 
I 

months, but only I 0 percent returned in the next 12 months, and just ~percent in the third 12-

h . d 30 mont peno . 

Helping Welfare Leavers Find and Keep Jobs 

A key component to success after welfare is the ability to obtain a job and remain employed. 
Cl 1-o~\ ()~ 

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

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

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

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

9 
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The Workforce Investment Act of 1998 was the result of a bipartisan effort by the Congress and.· 

the Aciministraticin,. The law requ.ir~s that basic job ffi.1dCareer infoiniation: and assistance be. 

availablet; al,l;\rnericans and ~reates ·a systern-·deveioped ~;;~11~ct·6~1e-stop car~~~ centers:,i~ -~ .. /· 
. . . ... .. .. .. . .· . ,, 

o;der to lcnit together multiple pro grain; at the Jo:c~l le.~eL The Ja~·alsoprovides {of irttensi~~·:~·: 
. . . . " :· . ' . ' , ~ .. . . . . : - . . ... ' : .: . , : ' . . :.".. . . . . . . . . . . : :: .... :: ; :. :. . . ~ .. : .. : : : i ' . 

. a'ssessment, counseEng,job search .assistance,_ andtraining fc)r low-mc_01ne i!i9ividuals and <<'> 
. dislocated workers on a p~~rityba~is: . . .· . . . ·~· . : '' . ·~: . / ,.~ .~ · ·· .''>: <: _'":.:: ._.::_: ''.;i·'.·:_·· 

' .. ·. _,., ... :. ,.; ..... ··. ~·· :.·.-<-:·<~-:-:·_..·'' 
.. '': .· .· . . ... ~:<·'.<;.: :~::: ::.·:>· .. '..: -:··-' .. 

The law initiates three refom1s that ar~ designed to m.a.Xi~izt: trai~ihg:choites: indi·J}~~ai"/< . ·. 

training.acc~unts, ·systems for id·e~tifyingeligibl~t;aini~g pfo~~ders a~~tlH~.i~prbffe~~;, arid, :· _·._ 

!~:;:;:;~5t"~:~~::: J~:::ir:,;~~~,~~t~:(t2f~e;,::~~~~6t:;;~r~J~:~t 
: ··~·::. •: .· : .. ~ ·,. :· ·.' .... ·.· ~- !•. .. ·: .. , . 

the purchasing power tq enter the training progran;·oftheir choice rather than be th~1melechnto. .... ·· .. 
. · .. ·.. . ·., .. ·:-..: -~·:: .,_... :.><: .=.:: ... ::. ;· ··: .... -: . ..-<:~:._:<:·::::=. :: _ _.,_· ... :·::: ... ··:· ... ·.-._.:;.~ .. -L:·.::.:=~~-~:.· · .... ·:·.-- .:·.--,-:: · .. _;::\:;::.,,-··.<.::.::::~(~·: ... · .. :·.·.· 

one of a handful. oflo.cally.contrncted programs. ·111e reforIT1s prov'lde1 lughfevel of rella~ie ·_ .•. '.' . 
. , .:·. ·,: . . ·'.' . ~ . . 

information that will empower trainees, allo\\lingthen1 to n:la.ke informed choices~ 

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

jobs. The "work first'" approach aims to get people employed as quickly as possible. It assumes 
~IV<. A (.h llfhOf\ Cop I h:-..1 ) 

that work itself will t-etteft inexperienced workers the skills they need to remain in the labor force, 
(,n ci 11'\C.-CC•,j • nc,f 'I 

afte1 vvhich they can move to"better jobs. This approach focuses on maintaining an attachment to 

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

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

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

better jobs than they could otherwise. 

Tl k fi 
. d sd¥. .'~ I o P . ...i . ...i • I 1e wor ·- irst approach 1s by far the more commonly employe , an m1tia ev1weRCi! IRld!Catss ovrc om-£-5 

. •nc!1c.u-led 
that it~°t1'1e more successful: employment levels and eamings~igher in areas that have used 

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

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

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

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

the General Education Diploma (GED). 34 

Employment levels among forn1er welfare recipients have increased substantially since the 1996 

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

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

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

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

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

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

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

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

labor force participation has increased significantly among forn1er welfare recipients, there is 

still considerable room for further gains. 

importantly, employment rates increased even among those who remained on welfare. In 1999, 

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

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

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

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

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

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

historically low unemployment rates have given curren.t and former welfare recipients the chance 
w UV Id be. ~.)!pee le<:!. 1-o 

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

expansion continues, the better prepared they wi 11 be. +-o we_c, H-ie.~ +he ca>'"I ~-e r~nc-e.. .'.:> 

Earnings 

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

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

11 
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leaving the welfare rolls. Evidence from State studies indicates that, at least initially, few leavers 

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

from $2,000 to $3,000, or approximately $700-$1,000 per month. In Wisconsin the majority of 
fi?od ~:itvrv1 r 

leavers had lower incomes (earnings plus benefits) after exiting welfare than they had while 
we.th:.re... 

receiving\>enefits. For the sample of SIPP leavers, the median monthly household income plus 

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

preceding exit. For 44 percent of leavers, total household income plus food stamps in the year 
l)e r l'Yl OYl t-h 

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

$50 lower. 

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

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

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

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

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

or more over the two 6-month periods immediately following exit. Thus, over one-third of 

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

wages, or both. 

(cLrsc.vssed ,n clefu.1 I be.low.) 
Income gains from the Earned Income Tax Credit'-are not included in these calculations. 

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

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

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

Census Bureau estimates that in 1999 the fraction of households with after-tax incomes of less . 
11.(ETTC) 

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

factored in.40 A+ 0 YYDX 1 muYYI o ~ 1:J 3~ ~ S--0 £,- o. low- in corr*- worbe.r L\....· ,f-~ 
ko cJ,, Id.re.A, +-h~ ETT c_ CCJLA l d o.d d Llf:> h> '!) 3 ;).3 ))..er YY"1on+-h to 
O ~m1I\} 1 -s l nc._mYY'I-€.. . 

Making Work Pay 

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

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

12 
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as food stamps and Medicaid. At the same time they incurred explicit payroll taxes and 

additional expenses associated with work, such as child care and transportation costs. One study 

.c d l h . l. . . 1 1 ~~d.cir) ,l ll · · 1oun t 1at t e imp 1c1t margma tax rate-t 1e net amount 1.rom a one 1c:10 ar mcrsass m 
Fr<'..JY) a_ 0 11e-c!JL>llc;..-- 1nc..r€n'.j€_ in IY)LJ2),.,,..-e__ 

income~ taxes, forgone benefits, and expenses:_ for AFDC recipients could easilyexceed 50 

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

income by less than 50 cents. 

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

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

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

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

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

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

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

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

The Earned Income T<L~ Credit. Operating through the income tax system, this credit provides a 

wage subsidy for low-income workers. The amount of the subsidy depends on how much the 
n',(Y' ':,:,, \ . '-'vhe.ther fheroe:_ c;.....--e_ ~.-o, <Yl"lt Or lu....<'.'.l or rYID•--e.. c_I-., /d_,.....,,,., 
d c i,. '..'>", ·. family earns and on ths numbsr of clependents~ By effectively increasing the wage rate, the 

C.c.~'', ,' ,c,: ·~' 'Earned Income Tax Credit offers those eligible an added incentive to participate in the labor 
a. \Cl'.°'-i' ,,.. 

1:.-c, .e' · r· force. In 2000, families with two or more children received a subsidy of 40 cents for every 
·~> '.. ~.~ 1 >t•<'· • !-<: ~~,f-00 l> ~,~<o() 
oH,,,- ; ;, , . ~ dollar of earned income up to $9,H-O, for a maximum credit of ™-8.8.. This tax credit is 

'11-e Id no 
1nc.-·eo.~ 

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

;.rovision. Rather than falling to zero when earnings surpass this level, the credit remains at 
~, 'd ~O 'It I 'J, 1-<::D 

$-T,8"%8 until earnings reach $.12,690 and then gradually declines. lt is phased out completely 

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

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

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

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

million families, in large part by raising the subsidy for families with two or more children. 44 The 

13 
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1993 { l 9~j ;:FFeet?} expansion also, for the first time, allowed workers without children to 

claim a tax credit.45 As a result of both the 1990 and 1993 expansions, credits paid thro1l~gh this 
lC'X \j-€..O..• 

provision increased from $15.5 billion (in 1999 dollars) in 1993 to nearly $32 billion inl\1999. 46 

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

third, from 15 milli~~io0~:l~ 20 million. 47 The program now pays out more than the 

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

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

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

for 34 percent of the increase in !what is annual emplayment as 0pp0sed ta just 
Cm n LAO. I 

empffiy-men~ employment among unmarried mothers.so l::>e.h.AJ€.,-0'1 IC.-tC1i) Glnd lqqlii 
I 1Jce6 h..:J ~Y;:;.. \ r·· '· · 1 i _,_,,--,. .:i·-' ·~/, cii 1 (_J >I , , ~c 
l I I .. \ I"" j ·. i ., / r . 1 i«J) •.,,ii.·.:_. __ -::;/ .) . - . . .r.. . . ; ·. I j I ~-~ ! , __ .' ~- ~ l .· • ' .-:-·\ -·. . .• _), · .. -: . ·". :1 . ' . ', .. . • ' . -~ 

0~-e.......,),lo'lrn~"t +ur (.::'oc~,.'"\ ./- hE'l(i jo\'.J ·:,-· -

In addition to increasing the probability thttt low-income people will fing jobs and lceep-tftem.; the 

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

advantage of it. Many former welfare recipients have trouble securing jobs that pay enough to 
t-\J-e Ir In ~l"Y)e.5 • 

raise-~ above the poverty level. But when the credit is taken into account, the earnings of 

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

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

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

families with incomes below the poverty line.st 

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

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

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

t>Q~I::: va v~ '"' 
1992 to 1995, falling to just 71 percent of its 1968 ¥&!-t:te:s2 Subsequent Administration-backed 

efforts led to increases in the minimum wage in 1996 and 1997. Even with these most recent 
I q CJ q wCl ~ ~~u.I lo le-ss rho,., '210 

increases, however, the minimum wage in 2000 'Nas equal te enly 77 percent of its 1968 level 

(after controlling for inflation). 

However, when the minimum wage is c;.ombined with a possible 40 percent subsidy from the 

Earned Income Tax Credit, the true minimum wage for workers with two or more children and 

14 
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earnings of less than $9,540 is $7.21 an hour (Chart 5-6). This hourly rate is nearly as high in 

real terrns as the peak minimum wage rates of the 1960s. Even so, an individual working full­
'!) IL/, I '"i3 

time at the minimum wage would have a yearly income of just $14,119.-(including the credit), 

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

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

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

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

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

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

income families and to provide assistance with child care expenses to a greater number of 
1r1creo.~ed b'/ )()( p._,rc-enf-S1nUL 1'1XX 

families. As a result, funding for child care has mor@ than cfo1:1blB<l [dates?], and the various 

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

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

~are arrangements. In fiscal year 100.1... UJ:lder the Admini!>ltrntion' g proposed budget, States "v'l+i+l 
~ 0~ 
h..u:.e access to more than $3.5 billion through this program. These funds~ used not only to 

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

I. 7-5 b-e.ne~k..c 
Estimates sugRest that~ million children will benefit from the Child Care and Development 

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

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

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

self-supporting are receiving assistance with child care. 

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

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

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

percent in dollar terms) went to elderly individuals and families with children. 54 In 1999, B ;;;7 
po:..-hc;pc.\-i.,q h()u~J,olc!.s hod -QL",;rne.d '"c.bhe. 

percent of benefits \VCftt te werkiMg families. Since 1994 enrollment in the food stamp program 

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

percent in September 1994 to 62 percent in September 1997.55 This decline is particularly 

marked for families with children. [The re~t of the paragraph was phrased to su.gg~-t-hat IYc+ re",-(' 

childrcn..i:c.cchLe..io.o~tam.ps....A..i:c...th.c....changcs tg "families with children" corrcct.'l-}-In 1999 ~t 1? c, 
. . . . . in ~m I \. ,e. s w ·i +I., . :,1.._1-( I..'./[,· ,-

only 51 percent of fam1hes that mcluded ch1ldre~ incomes below the povert~ !me y-c<- . ,., ··, .) 
\ ') J-:c,}'Y"l 1 \ 1-e. '.) 

received food stamps. Even among the very poorest families with childrenf\.v-t.ftese\.vith incomes 

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

from 76 percent in 1993.56 

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

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

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

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

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

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

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

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

are often a factor here. ~ States require that wage-earning food stamp recipients have their 
h, p • c.a-....tly r.'nd e,ven e'?'\~l"'e 

incomes recertified at regular intervals, 69Rl@tim@s as often as every three months.' For low-wage 'h-e.'tJ'-f>n 1 

· l I · ff · · l b · ] 111 ~IY\Q.. earners wit 1out muc 1 time o , this requirement cou dwell ea substant1a detenent to ~ 1v-le~ 
CA lo.r0ie.. pq• ho." o~ 

pa11icipation. A recent study underscored this concern, attributingl\·ionparticipation largely to the 

costs to recipients of regular recertification. 57 ( /CArT~~ly lrf\ 1)l1e·. 

l'.'r- r iu.--) 
J) ! .... _.JC.·, ·th(' ,.~,:-.<) i 1;: ,_;,)i' )::::,_,·,l-

In response to these recent trends, the Administration has implemented a series of change~ in the 

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

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

process. States can also receive bonus awards under the T ANF program for lrai~iug?] h 1 Cf h 
participation rates for low-income working households and for overall increases in participation. 

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

rovided funding for educational and 01Jtreach campaigns aimed at enhancing [CaR this term be 

:..n.......1;r. ,J L "' • • • • IL.....£ L :LJ .ll!U . . I . ~8 
Sunyntteu, perttaps to 1mprovrng nutrit1o~et.'11l·11J 1"ftt'-e1111uttn . 1-i~·ttt·rttrnna-sect1nt-y: 

1rnprov1("\ C"1 YltAtr 1hl>'I fu, /ov-.; - 1 n(.Q)~ 4r.m, ) 1-t'_ S o.""'d -~ .Q.. I d.ser ~ 
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Child support programs. Child support payments from noncustodial parents are an important 

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

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

Women who leave welfare and do not receive child support have more than a 30 percent chance 
ex-{'¥") :.imo.11 Cm Uv-.n h 0 ·~ I 0 

of recidivism after six months. For those receiving child suppo1\ that figure drops to"Q..percent. 60 

Lo -'llOO per mo•• 1-h) 

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

that single and divorced parents receive the child support payments they are entitled to under the 
h,;>Co.J 11eo.1:5 

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

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

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

million to 6.1 million. 

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

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

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

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

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

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

this type of policy, with some success. Results show that noncustodial parents an;, more willing 
be..ne h I- rhe, r chi Id, 

to pay child support when they know that at least some of the money will go to t!:is sastodial 

ptt1 ent. Utlimately this policy should increase collections of child support payments. 
/\ 

more.. 1....v1de.-~py--e0-<! u '.::if_ cJ' 

As an added incentiv@ for cooptiration with Jai.1/6 go11eming child 11uppor(fl1e Administration has also 

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

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

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

supportbut also reconnect with their children. 

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

lost their Medicaid coverage as they did so. Durin~ the 1980s a series of Medicaid expansions 
A5:J c5+v.nc.~ 

and the introduction of Transitional Medicaid Goverage began providing health insurance 

benefits to former welfare recipients and low-income families, easing the transition to work. 
l'e.:(F ired +-hc:.J- =:,h::J·.:.~ cov-e..--- Gil 1)recinc.nt- W(::n·re./\ 

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

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

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

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

setting higher income thresholds and covering children of all ages. Adults could obtain 
A::.s1:<.>'l-c-f"\c-<.., 

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

State programs for the medically needy. The 1996 legislation expanded Medicaid coverage to 
.')1n9 1~ po.~n~ ~ Rrouid-e.d f-.he,,-_,nLQrn~:J 
unmarrieotmothe1 !!'?],some two-parent families, and families leaving welfare. In 1997 th State L~ 

pro" 1 ~ h'2v--11-h '"""'"''-c.n<..L (.{_>.- Sul{-ic 1 -<:'nH-y 
Children' s Health Insurance Program (SCHlP) was created to rn.1 get all children in low-incom loL.<....-

families. These 13rngra:ms are discussed in detail later in the chapter. 

~~ SC..1-l.LP \Jrv~r<Am I~ 
f\d~ "We\ p )flq FoiMt l )~ s 'Ln5er I- 1t;;). '' 

Reaching out to Underserved Comm unities 

( Cho.Y\:,j e- In ne< c ' 't-y ~o U'.1 1 h :." I c , ' '· / ) 
Providing opportunity and independence for American families sometimes requires more than a 

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

entrenched and the local economy is weak may need additional assistance. Some of the most 
C£Ylhv..\ 

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

home to large numbers of Americans-in 1999, [e~t~ year?] 30 percent of the country's 
c_~M--vJ 

population lived in the i-HfTer cities and 20 percent in rural areas61 -this situation.is cause for 

great concern. 

ln 1967, when statistics for these areas were first recorded separately, the poverty rate for inner 

cities was 15.0 percent, compared with a nationwide rate of 14.2 percent. In contrast, poverty in 
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rural areas was over 20 percent. By this measurethe inner cities were nearly as well off as the rest 

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

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

poverty rate in rural areas had declined slightly to 17.2 percent- well above the national poverty 
01<. 

rate of 15. l percent111 botl1 cases. Since 1993, however, the situation has improved dramatically. 
ce"'l-rvl 

1n 1999, the poverty rate for...ffi.A..€r cities was 16.4 percent and that in rural areas stood at 14.3 
0 S:. 11 · 2 p~.rc_en+-

percent. Yet these rates remain well above the national average [gi"l'C HstioHal a•t'erage here?]. 

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

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

relief, le~peeG(f, in inne1 citics'!j. But given the persistently high poverty rates in these areas, 

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

has enacted a series of programs that directly target communities. 

C-enhv.J ~~r~· 1 r · l · k h l · 1~ cllies: · r'cilies are o ten more attractive to ow-mcome wor ·erst an out ymg 

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

governments often provide n~o:~~~e~EtLs~Sf PPfi~~eacel1 ~~f~)~~~~~e7~s 1~~0.~~~er}l~;f1~~;
2

_,:>, --A.r.il· D ... 

But cities often have one key limitation: fe.wet:. job opportunities. Recent research shows that nd ( f,c:... 
f-i-t pe. nc e dt. 

most job creation today is taking place in the suburbs. One study by the Department of Housing 
~rn 10,Q;;l Jo I qq 7 

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

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

industries, which works against low-skilled workers. 63 

C.Qnf-.r-ul 
The difficulty1Tmer-city residents face in finding employment is further heightened by problems 

d i ~Cli fh In o. Ir Vt"'\ c,.,r.:!. h--c:.ns ()()•- h:,_ 1-, oir. 
with trnnspertation CffiQ 'By di3erimination. Low-income workers, and welfare recipients in 

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

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

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

still face discrimination in housing and~mployment markets. A recent study found that 

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

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

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

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

difficult-is to rebuild the economies of our ~~~i!ies. The second involves seeking ways to 
C-eV' \-..c...I 

overcome the transportation hurdles that i.ru:ier-city commuters face. The third approach is to help 

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

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

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

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

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

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

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

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

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

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

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

subsidies, and improved access to credit markets. 

To help solve commuting problems, the Administration's Transportation .Equity Act for the 2 J st 

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

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

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

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

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

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

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

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

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

income families. The Moving to Opportunity demonstration program combines intensive 

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

projects to private housing in low-poverty areas. The Welfare-to-Work voucher program 

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

adults in the family obtain and keep jobs. 68 Limited preliminary evidence from Moving to 
v.bu hdp~ c..h1 !d.-e..n o~ ho.::> 

Opportunity programs in Baltimore and Boston suggests that the program is st1ceessfol ift 
been ::>vcc-ess\:ul 1

" c9 improving educational outcomes for ehild1 rn.' . 

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

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

First, they tend to have smaller, less diversified economies than do the ~ne7t/ties and thus can 

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

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

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

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

urban areas. Although recent advances in telecommunications promise to reduce some of tffi& t-he.s·('._ 

disadvantage1)rural communities also lag behind urban communities in access to this 

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

investments in public services economical. 74 

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

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

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

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

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

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

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

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

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

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

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

and urban) develop modem communications infrastructure. 76 

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

of rnral development, includmg a Task Force on the Economic Development of the Southwest 

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

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

high poverty rates and limited employment opportunities. 

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

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

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

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

percent to 3.7 percent. 77 increased employment has meant reductions jn poverty and increases io . d.. 
1'.i~ nvkd o.tvv-e.. ~ j)ove.-h..1 roJe.'.;, 1r1 bdh c._.e,1h-c.I cih<.'J an 

median incomes (Chart 5-7).'ihe poveny rate in the im cit!es fell from 21.5-peFC-eR-t--in-t-993-to ru.ro.I r 
1n ce.rrtrc:\1c1/,~5 Jn c-e,.,h-c,I er+./ ro-4.;, Or-ew +t 

l 6.4 percent iri ~9, with the largest drop~2.1 percentage points, occurring in the last year. S;c,nihc£M 1--1'-/ 
lh1::> chGJIC)~ c~":> so lor-ci~ (.).Y\d o..~c.l.e.d So fY'G.n';J pe .. c• 1:JI€ -1-txd" 1 1- b:'.h.ve-en 1c,q_ 
T-he~e f1gtires ha~·e a signifieaftee-th.at goes fa:~0t1.e--t·h~·ffeet-ecl neighborhoods: inner cities a>') d 1 qq q 

accounted for 80 percent of the total reduction in poverty from 1998 to 1999. 78 P-o-verty in rur..al 

an:ae also fsll substaritiall;·, frem 17.2 percent i11 1993 to 14.3 pe1ce11t i11 1999. 

<.. -e Y) h---o. I 
The median household income in the inner cities has also increased, rising 5 percent in real tem1s 

from 1998 to 1999-more than double the 2.1. percent increa~e in t!ie median incom~in 1 
0~ WCA:::. the_ ~ .51h.Jo.irl)"I ~r H-e_ qo.111.::i Ii:;...- /-he. nan()Tl a~ 

metropolitan areas as a whole. 79.AFer Afiican Americans ths gams were particularly striking. CA \Jook, Hi 
L) IT) Ce.-·1h--o.l C1h~s q01n:'.> In l()CD/l 

After adjusting for inflation, the median income for African American households in inner cities h:ir 
b?fvvee..--, lqCl1? ~ I C\C4 °I 

increased by 13.9 percent in 1998 99: These economic gains have been accompanied by a 

decline in the number of people on welfare. Caseloads in the largest~~\y areas declined by 
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40.6 percent betv-1een 1994 and J 999. 80 Increases in the median household income in rural areas 
be h.A;·e·~»--- lei Ci~ c~"'c 1 q q1 

were less dramatic than those in the cities, rising just 0.9 percent in real terms-H1 1998 99-. 

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

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

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

but reaching out co these communities demonstrates a willingness to seek creative solucio11s to some of 

the Nation's most pressing problems. 

Education in the New Economy 

&~c €.atho GdiACAh.on \rise_rf tJ:=_s-
Investments in human capital play an important role in the New Economy. By investing in our 

young people, we support continued growth of the economy. The l'!rost direct way to invesri-R 

h11m:rn capital is thro11gh ed11cation and training {what other ways are ther..e.22-}. Last year's 

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

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

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

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

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

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

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

the more productive work force needed for future economic growth. 

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

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

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

Federal, State, and local governments, and highlights th~ effects of class size, teacher quality, 
S \.r-e'"'q -1--J..ie.n 11""1 ~ 

and school infrastmcture and equ.ipment. lm:f'rovin~ the etl1ahty ef these inputs to the education 

process is key to improving educational outcomes. 

A Role for Federal Education Policy 
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The Federal Government has long sought to improve access to education for the 1':J ation' s poorest 

children and to help States ensure that their public schools are of high quality. Federal funds 
pr-1~·1'.'J 

..t.a.i:gst--priJmrily Jgcal commttnities, 'Nfiern they help implement needed reforms, expand new 

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

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

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

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

would suggest. 
/ (J<..>v';.Jz,..-- \ ~, S \--. ')~);..:. ~-\ •l:!> J-1,..2 

l<"''··~·-'o· •-·1 •. l r.· , ..... ,1.-<J / c·l~tl"'it"""' ..ti v""..._..",,...,-, ....... j'- ( 

In the United States, primary responsibility for elementary an~/s'econdary education rests with (.z.<lX ·,,.I 

the States and with local school districts. Excluding school-b,ased health 85 and nutrition dp\l ,_.-,, < ... ~ 

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

kindergarten, elementary, and high school educatio~. 86 Federal spending in the poorest schools 

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

of funding disparitiescreated by differences in lo,e<al property tax bases and State funding levels 
A stud\/ of tc:iei '-{ - I qq 5 dc;/-1A +c...,LJ:...d H--QJ +he_ 

(Chart 5-8). [Gi·,·e date! The Federal Government spent more than four times as much per 
l-hc;;t 

k..:.-v..?. -=>~ 

~ vl- .0-'¥ is. ' 

student in the poorest qua11ile of school districts as in the wealthiest quartile, bur'\he wealthiest 

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

The largest single Federal education program for kindergarten through 12th grade (K-12) is Title 
88 1)ruv 1 d.--e..:s 

I, which allocates additiem11l funds [uhat a1 e the~e fonds in additi6n ta?] to schools based on 
(no+- (\e( e ,;:=:x::-~ .- 1 l\-1 f'n,·DI k d ) 

9 the number of [co.n:{lct'l] poor children Cfirolled and the chiltl poverty rate in the local area. 8 

[Correct?] Under the 1965 Elementary and Secondary Education Ac~ Title I funds are to be 
lo Th-€_-k,:..-9ehng o{2. tvrds ru poor scJ--ocls ll'"Yij'.)rvve. 

targeted ~chools serving the poorest children. B'l1 the m.ilnd:tte expanded significantly with the 

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

the 1997-98 academic year, 96 percent of the schools with the highest poverty levels received 
h 1 qh.e 5 ~ - poverl--; 

Title I funds, up from 79 percent in 1993-94.90 In addition, in 1997-98 the poornst quartile M 

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

Title I funds-amounts that ref1ect theshare of the Nation's poor children in these districts (49 

percent). At the same time·tb~~sl school districts received Jess than a quarter of all State and 
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local funds. Clearly, Federal funds in general and Title I funds in particular are a critical resource 

[" . . l" . d . 91 9° 9 3 ior improving equa 1ty m e ucat1on. • 

l:Z .e_ DI o c e Lv 'd- h · 1 £du eo-h o V) I n se,,-k d -J} ;)_ , ' 
ceded here. Would something like "How do sc ls and school districts use 

ernizing schools, accessing new technology, tl--developing 

stan · sand accountability. School choice"?] 

Reducing Class Size 

VG.r1ovs 
For decades the merits of broad based educational spending programs, including those aimed at 

reducing class size, have been the subject of much debate. Are they in fact effective in improving 
IS shL"JV...J•"9 

student achievement? Mounting evidenceJ1ai; bsgun to show that smaller classes are beneficial, 

especially for disadvantaged students and those in the early grades. 

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

Ratio) experiment in Tennessee. To detem1ine to what extent smaller classes improve academic 
re>~n-,1'1 

outcomes, Tennessee authorized and financed an experiment thatfl:dssigned students and teachers 1;, q nA d­
.K - 3 

randomly to classes with a standard number of students (22-25) or to smaller classes (13-17). 94 

~ ../Le.-- p-e ~ y-yy"\ 0.1) (" ~ 
The results showed significant impre • ement for children in the smal !er c.lasses: fi:em 

k..indergartei:i throYgh grade 3 these children did better on standardized tests of reading and math 

than students in larger classes. 

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

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

al110 11cored higher on their standard collsg@ entrance examinations while in high school aftti were o.IJo 
c.011-e Oi~ -~_rrtvL>.nve.., -f?/)(c;.mS l (\ h 10,h sc:hoo l 

more likely to take thsss exams. The results were especially strong for minority students. For 

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

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

students who were placed in small classes in elementary school, this difference naJTowed by 54 
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percent. 95 Some 46 percent of white students and 40 percent of African Arne1ican studentswho 

had been in small classes took a college entrance exam; the conesponding figures for students in 
'> b-.do.r d. -\:)--( ~ I, Cl I "'I I._/ 5 I "'C:e.. <l_ 

traditioaal classes were 45 and 32 percent. 

yhe ~xpenme-nbl cl-esluf\ O.YIC thf' O..:~~Yle~ 1~ Cj'(?r.ero.k.C . 
The quality of {~ear resYlts frem?] this experiment persuaded many scholars that reductions in 

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

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

administrative tasks, than teachers in larger classes.91' Teachers of small classes arealso more 

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

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

(~11ch a'l the $A GE program in \A/isconsin) that reinforce the conclusions of the Tennessee study. 

' - ----.:>'*-

i,..,~~< .. ;1.- .• 
rncv<. r· · 

'...) ,_ "- LI. .. , 

kx:J -

Reducing class size is expensive, however. Onestudy estimatc:s that reducing class size in grades 
. ~ ' 

l-2 . to an average ot-18 students, would cost an esHmated $5 billion per year.98 

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

make the investment worthwhi!e.'J9 
[ ln 199~ the Administration proposed a 7-year Class Size 

. . . ' . \"?) b ' ...c ~ . mo. '(1 qo bl"'f't"\ lhe ~. 1"€1 I~ <;jC.70 I I~ ~r c"'" 
Reduction Irnt1at1ve to reduce class sizes m grades 1-3.to a m1t1on11l l1< e1 age of 18 students per ff'IS> )\ ·m~ 

noJ16nw1tle, ,_ ./ ,..,. ~ · Joct<""\ 
clas~ ln its first 2 years the progran:~s enabled school districts to hir~'\29,000 new teachers, '-'..,v.:.,,r~._ 

reducing class size for I. 7 million children.] o.n esh n-i01kd 

The Importance of Teachers 

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

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

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

These studies find that differences in teachef charaeteristies have significant effects. 10° Further, 

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

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

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

teaching, these gains to seniority do not continue beyond three to five years. {~at 
l"h-e ::,e_ r ~~VI.. I~ s vc10 t's\- +ho+ 'r'YlvCh o~ .\-h-e c:Ld:Q,r~nc.-" chsrsete1 istics du matte1 ?} fl '-
iii +Ni ~ Q::e cJ, v-e-ne..'.:l) ot- k.o,c h-€r 5 skrn~ h-on cl.A~ CKs 
1 n h o..-d k> TY'l~S vr<... ai+r 1 ~ks s u c), 0-5 -1-~J-e n .J-- a.., cl. 
Mv~• vo. hq,n J 1 nd-1 c..Ah n°I t-hv..+ ~ r-ed- ob".>-e-rvoJ--, v~ 
mo.'I ~ ++7.£ b~:s+- VJO.'-/ lu o.sse.ss k.o..c.h1nq °'bi { i"J 
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Many schools are finding it difficult to attract and retain highly effective teachers. Some of this 

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

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

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

relative to other opportunities. In 1940 fewer than 40 percent of women with a college degree 
~o..l.e,01 

earned more than the average'°"teacher. By 1990 this fraction had risen to 60 percent. This trend 

continued throughout the 1990:_; Bimf'ly· bee:rn~e starting salaries in most occupations increased 
1 00e -::,fvdy ki1.,""d +ho~ 

at a much sharper rate than did starting salaries in the teaching profession. °?-'Krom 1994 to 1998 

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

percent in real tenns, while the real increase in the average salary for teachers was less than 1 

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

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

schools' ability to attract and retain teachers. 

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

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

the need for teachers nationwide. Yet in this same period, about 7 50,000 teachers are expected to 
mo.n'I 

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

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

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

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

estimated 100,000 additional classrooms. 107 

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

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

becoming clear. ln 1996 California began a massive prot,rram designed to reduce class size in the 

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

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

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

percent of California's students in the targeted grades were in classes of 20 or fewer students. 108 

27 



EDITOR DR.AH l l/:0.12000 28 
\ERP 200 I \chapter 5 Living edited untracked 12104100 

PRELIMrNARY & CLOSE HOLD 
OFFICIAL USE ONLY 

But the percentage of fully credentialed teachers instructing these classes fell from 98 percent in 

the 1995-96 school year to 87 percent in 1998-99. ~!though e study of the California se-e. 
experience f d little impact of teacher.certification student outcomes, other analyses have tdKo...hov 

Q. re...o. T-1\/ Ins u+±i-L 
~- Regardress e importance of certification, however, ::ti:~ t' . 

he availability of talented instructors. 109 The c 1 ched 

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

other support tot e just entering the professioaj LB O'X' 5 -? ] 

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

requires that teachers hired with Federal funds available under the prot,rram be fully certified. 
o\bcc~led ~nds 

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

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

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

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

quality. !Correct'!]The Teacher Quality Enhancement Grant program is aimed at reforming State 
h-e I p s ~-ti:;,k:, \Yv'\ p ruv-e... 14-\.Q.. C/,iv o. l 1 t-'I o t ko. 0.. ·~ 
licemi:t:Jg systerns a:o.d es;tablis;hi:t:Jg ~upport systems for new teaclw-FS-. To date it has helped 

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

thousands more in coming years. Funding for this program-tlie l:iuHes;t fegeral pref"essiel''!UI 

develo13ment 13ropaffi in the budget 

fiscal year 200-1. 110 111 ~()()O. 

increased from $275 million in 1993 to $-66-hnillion in 
'3'°?l5 

[Please ieelieate where ie the text this bex sheHlel be refereneed] 

·.these goals; pr()y_idingh(!tt~r guidarice'fbi teachers/T:Yirig teacheicompensafacir1 . .:P.erfqnnarice . 
. : ... -~:.· ~ :·~· . . . -~,~ '. ;';.: ..... '··. · :~·:;:,:~~''.'· .• : =.·:_·: .. :!: ::··~::~~:::.~ ·._ .. ~~-:~ (· ~; ~- .;;; ~ ~~~:::t .:: .. ~ , ~. '. .. >:·~='. ·, .· ·:.· ;:,=.~~~.l:,~;~-J ./:;~·:::': \ .. />'.~.L;::~'.t.';.:~·: :~ ~~-~\·i;:· :·.~:: : ... r::·::::.,~~.: .: .. ::·:':~ .... :.;: =~'.:{: ~~~:- .:.~~·=:='. -~·- ~ · . 
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may also help attract talented people to the teaching profession; such individuals may be more · 

willing to become teachers if they know thei~ hard work andskills w~l_lbe i~~arde~'. 
........ _,. .. :::;-,:,.:. 

·. . : :: : :~:_: ~ . -.~:· .: . ' 

Perforrria~ce-based pay systems must be 6ar~folly designed. I3e~~us~ st~de~t acfue~Jernent :: ·· .... 
. ' . . . ·: ·. . : .. ·•. . ··: ..... ··> ' ; . ''. . '.. . .. ·. . ···=.,:, ,: ::~~ .... :•. . . . •..... , .. 

. '· .. . .. . . .. 
:· '. ;';:. :f: .. ·' -~ 

d~pends on many fa~tors thatte~chers carinorco~trol, s~c11 a~famil)' circuiri~taI1ces and previ~us .. 
• • • • • • • " • • • • ' • ' ' • A• • :,; ' ' " : • I • . · · . :0- ." .. . ~ • ; · ,, . '. ".' ; ;· .. · . I ." • ." •• •: ' • , , •• '· • • • , • , • • • : .; • • • • : • 

··education, t'eacJ1ers should be rewarded for gaiilsin student~thievemeri(rather than1brabso1ute' · 
.; .. }"·<~-> . . .·.. .. ·. ··: ; ··.· : .. ::. ·: ... :-:=:." · .. ,-·. ··,···:· :··.·· .:· .-:-: -"·::. ··· . ........ ·: ··: .. :. : . ,;::.:: .. ~-· ·.·-::-: ··:-- .· .. ·::.'·,:·.1:. _ _._:_., ~.-·.:·. :. . . ·.· . 

levels of achieverne~t. Furtherri1o~e, because)eain.iJlg in~olve~ cobperative effort, i~c~ntives · 
.. . .. . • :o,: • ... . ' . ' . !! . .. . . .. .. 

must be designed to create a cooperativ~ rather than a cb111petiti~e envi~o~e~t for teachers, One 
. . . . .. : . . .· .. · ..... ,· '· ··· .. -·., .. , -·; .-·: ... '· . ... '. ·;·· .. . .. . .. 

_wayto foster s_uch teamspirit,is to ba·seaw<i~ds ()1: theac~ie~e11wnl5 of'an entire;sthool rather . 
• : ' : ·' ' • • • • ' ; • • • ~~ ·, -:· • • : : ••• ,'.~ :- : ; _r •••••• ."' -:·: ,. • ' •••• 

than 011 the success of individual class~~;Perfo~ance~standards shoufd pofbe based solely oil·a· 

;J~!~S0~~:"tJ:l:~~t:'.iroe1~~::~:::~ :~sh:~JZe1:1 ~:~:~~:1::i:1fra::w11h· < 

otl~er 1rr1p;I1ant g()als.1,1.2 ,· ·· ; ·. ,:/ ... · ' 
·.-··.-·:,· ••• ••• ••• • ••• • .. • ••• : • .- .. ¥• ·:· •• 

. ·: .. >.·.· .. · .... =:··· .·· ~;·: ·~;.::::<~:-::.::: ... 
. ."-(~ ;'• '< . . ':,·.· 

. . "~::.-.. . ., :. ' .. 

School~based perfomrnnce awards wereintrodL;~~'cti~ Ke~tllcky·~rid North Carolina·i~-1991 and·. 

in Maryland in 1996. St~dies have found that the success of these programs vari~s adc~rding to 
. . . : . . ... .. . ,· . . .. . ... ·: . .. 

how wellthey are designed and. implemented. Well~designed pf~grams·werc sut~es.dul in 

focu?ing attention on' goals·, c!ia~eh11g org~nizatiol1aties6urce~ to meeting thbse<goals; and: · . 
.. .;· ;·. . . . . :- .' . ,·· . . . . ~ .. ;· .. ' ... :>· . ·.··;:·.<".;; : ... '· . 

m.cifivating teache.rs:'iven. the.bes(ofthese'programs·i~cr~ai~d~ti~'epressuief elt by .te•acJ)ers,• 
h~~~VeL •. . .. . . , .... · .. . ',. :/':: .. · .. , ··. /,-'~'; ~ .. :<>~·>'\/; ·~·, <' > : • y' .;:::-·:: .> .. 

:· := •• ·.· 
. .. : ~ --·~r.:·. . . ; : ·•. >. . ~-

.. .. ·., . , .,· : .. .-·.·, . ..:- .. 

The Need for Afodern Schools 

Besides class size and teacher effectiveness, the physical condition of clas$rooms and . 1-
rno. 'I Vv"e 11 10 The_ fYV'S +- ,s.e ve re_ c_p.~ "J 1 co 

educational matenals affect\ the quality of the educational experienc1. Communities across th~ o. ffi? c+- ~ 
SC\~ J..i o~ 

country are struggling to address the problems of aging schools. In 1999 the average public S!iA:!..e.,,f-s 

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

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

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

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

putting additional pressure on aging facilities. 

The National Center for Education Statistics estimates that getting America's schools into ~ud 
physical condition will require an investment of $127 billion. 115 Some 39 percent of our public 

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

condition. Schools with a relatively high proportion of poor and minority students 116 th~ "ery 

schools where st1Jde1:iH wc:iuld bemifit most from smaller clt1gges are more likely than other 

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

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

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

\ ·11· . J 1 d . . b d 1 5 i 17 i 1s 11 ion m sc 100 mo ermzalion on s over t 1e next years. · 

New Educatio11al Tech11ology and internet Access 

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

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

addition, l.ntemet access is becoming an impo1iant classroom resource, helping students learn by 

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

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

Federal programs, especially the E-rate program, have played a large role. The.. tE- r v..f..e Pn:.>Cfrc;..rYI 

1)ruv1~-e,.:.) v 1J +o~CS.-d..5 b1ili0t" peryeo.,.- In oW-Se+ -1-tv,_ CO'JJ.-. of' kle@-r.rnun1~J, 0,.,.., 
Jexvl(.'{'.'.>, 1nfu..-ne"t- OCCQ:P, (knd. 1nk,,...-nc..I (..e>V1nec.1-io15 \-u :>c..hools end l1brz;..r1:e5 

Between 1994 and 1999, tremendous strides were made in connecting public schools to the 
L,J1t-h l+i-e hd 1J of'~ program +-h"L · 

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

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

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

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

<insert Chart 5. 9: Internet access chart here> 

30 



EDITOR DR,i\n 11 130.QOOO 31 
\ERP 200 I \chapter 5 Living edited untracked 12/04/00 

PRELIMINARY & CLOSE HOLD 
OFFICIAL USE ONLY 

The Federal Government has helped local school districts make the transition to the digital age, 

committing $5. 7 billion over the last three years through its E-rate program to connect school 

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

122 These funds have 

targeted schools with a high proportion of low-income students. Schools where 7 5 percent or 

more of students are eligible for free school lunches receive approximately 10 times as much 

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

Box5~~ Reducing the Di_git~I Divide> .·.·• .. · · _:·.·-,,. _.:.: 
·-: ·.: .. :;::' ,. ·,:· 

Sinte.1993,-computer usein Alnericah'as'~own at an enom1ous r~t~, revolutionizing· the·way, 
. . . - . : : . . ·: ' ·: ' . . ' : . .. . . ' ' ' . ,. '· . . ; , . . . : . . ' ;. . ' '. . . . . ' ., . - ~ : : . . . . ' - . .. :''' . 

~eri~~ns c~n:rn~!licat~-,~mk,-an~ (i{~ .. bµ~in~sLActe;s~ to a co~p~1t~r_:_an·d kno~ing.hbw t; 
use 1t7are i'ri~reasin;gly)IT1portant for success in today's s·o61etY: Currently more than h·alfofali .. 

. ' . . • . . . . . '. . . . ' . . . . . ; '. r . . ., . . . . . . - ' . : - ~'. . .- '.. . ' . . \.. . . . . . ' ,. . . . . .. : . . .,, 

. ·' .. ; .• .-:- . . .. _. ·. .. • ., .:, ... : ·. • .· - - ·, • . . '. ·. , : . ~!· :". - : : · .•..... , ... · .. ~- . ~- :· . ·.• ) , . . . . , - . ' .... - '. 

, iJ.S: liouseholds have cori.puters,. and mqre thari ~a-fifths ·have internet acce'ss at hqme. But, 

.• :cb.nipl1tet:~k·e .. varieskre.~tl.y ~{th:i~come;and'ed,uc~~ion. Pec)p}eih·ho_useholds-eamin~:-l!lc;r~th~ri'_'. 
, . . :. ' . ~ . . : . ~ . - .. ' . . . ; ·:, : -~ ~ - . 

$75,000 per year are almost four times as'Jikelyto Js'eth.e Iriterne{as· those in househ'~ldse'arning 
~ .. .. . . - ~ .. '.. . . . - .. . . . .. .· . .. ' : ... ·. . .. .<. ' . . . 

less thhn: $15,000 per year.· Adults with coU~ge degrees· are more than'. eight tin~es<as J°ikelyto use 
• • •• • •• ·, : • •: •:• •• •• • I '• • ' 

th~ Internet as ad~1lts who have not, completed high school .. 'Race is also 'a factor.. African: 
; . ,_.. . . .. ' '' . .. . . . . . : .-· -~· . : . . . . . .. . . . ' 

··American§ ~nd Hispanics are subst'!-ntially le'ss:likely than wl~_iie.andAsia~·Americaris to use .the·. 

futrrpet;;,~r~c e~tsi~ct~ ~?~' th'.~tjrt;om e. aiff ict,u~ at1~3 f ~gl~~ ~~1/a.ro und ha1 f ~'fihisJ :,[. 
,differerice.:Individuals ;from' disadvantaged groups .that already _face obstacles in the workplace:> . 

. afe eom1eetirig.to the Internet at.faster fates thari whites;- Asian Americans; or wealthier ,,>>• '•· • ·· · 

'.~~f ~~~~~~~l~~gi~;~t~~g'~e~~i0i~1t:t~~~~1tf ;/\-'~1f f ;!;1\~;;:JI~:'a~d 
· demo'gr(i.PhWgroups;JI1~¢rrlet us~g(among~'c_hil~lren ·aged. 9~]7'i~)1i'gher thari the national,::< • :· .· 
~ '. :. ~:.~ ::·,:~;'<::":'.: ;·>::~ }?~·:~~}.• ~:.: ··~:-:· .. ~-.:·;·~~)_::.~. ::~::(> .. -~· ~ty:::: :~ ~~: :.\~ ":~~-~~~ --~-~ >~::~~·~~~}J:~i:· :->:: ~:.·~ ;;1::: ::!:- ::;;/.~ ~- :/ '.=i·.~~ :<;(~,::?).~~~(:.·· .:\" . ' . :" ·: .. ; ... ~· . · ... : . ·,.: .:::: ·.:<.; ... : .~ ' .. : .. : : . -~·:.:. :. '.·· 

averageiAnd over the··1as{.few )'ears Iritemet usage, has 'grown· f~ster among.African American ; . , 
.· = . .:.-.. · :_ .·: ,': :.~. - ··:~. -~ :.:- •.. ~;_:··~·~::.: ...... ~:-··,..;-~,- :: ::~::: _· .. ~.~:r.\.·<~·:·>~.~-·-·. _ .. '.,~,: .. '.~.:~.'·······:·;~,_·-~:,:;._: .-:> ...... _.-=;:·.·.> .... :: ....... ·;_.-:·.·_~_. .. =:.· _.=.· :{ ·. ~ .. :· 

and Hispanic children than among white ch"ddren, and 1aster:~1rtong diildrei1 in households.·.··. · 
. ~-: ·' . . . , . . . ' . :. ,. . . . ' - . . . - . 

. . . .• ··.·: .. ' .· ... ·· . ·,._.' ' ' ... ·,.' .:··. · .. •.: .: .:.- · .. ,; .. ·'J •. '·: .. •' .·. ····.' : . ' ·. : ·124 '··. 
earning less than $35,000 per year thanbamong children from wealthier households., 
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Other Federal programs have also helped schools purchase new educational technology. ln-the -, ;(~ f lo.c ~ 

1997 9g i;chool year {corrnct?), ths most recent for 'Nhie'h data arc available, Federal education w 1 h 
''E~ucoJ 

prngrams spent $6SS rnillio:t:J. (ii:i additio:t:J. 10 the E rate program funds) on increased access-to 1nser+ b 

technology in schools. Much of the fonding (£425 million in the Technology Literacy Chall0H-ge 0
;1 oH-ocf / s"'1..C'.,+ 

F1md) 125 wei:it to help States i1uplerneu1s1otewide1echnology programs. These funds were used 

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

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

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

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

schools. 126 

For computers to improve the quality of instruction, teachers must know 11.ow to use them and 
~ 3 l;;dt_ PGr-Cenl 

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

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

large extent"' for classroom instruction. m Teachers who have received more professional 

development in using computers and the Internet, )m11nrer tc;;u;;hers, and teachers in schools with 

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

Internet. Ne_AA_,,.-e,,r -4:0..cher-.::. LA...'€..r.e_ o..l~o rnoi-e I 1 tQ I~ h.:i vse. (J2JmPt.A (e,---:, 1
' c;.. bt '· 

lu c.: .--e c~k.. 1 n s h--v c h o'"'C'. I /YI °' -1-er 1 c. l_j 

\)~5 V 1ie, +\,v;> °I YUL,;,'t{, I r1 ~ lllArrfJ€.r o{: C icosi-VO>Yb \vi f-h Le>1YliJV.. k..c.::::i 
Only one-third of teachers with access to computers and the Internet said that they felt well or 

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

edJJcational technology into the classroom "10 a rnoderate or larg@ extent." 128 129 Such studies 
-n.e~ •--e..'.'.>v.J b 
clearly show that more investment in teacher preparation is needed. The Federal Government 

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

program. This program supports 352 partnerships 130 among colleges, educational agencies, high-
. _j)•ovicLnq ~°' •n '"9 ~r ~o.cfter.:;, in 1rJenrol 

technology companies, and nonprofit organizations;" These partnerships are providing 3 years of \ech~~loc1 inlu +h.e__ 
training I-Or 200,000 ne"' teacher6 in intggrating technology into th@ cla&&r-GGHh--ln its 2001 cb~-s·""C:J<:Y)'l 

b11dget the Administration has requested an a8<li-t+e~-1-5-G-m1-l+i-oo-{·0r-+hi-s--program. 131132 

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

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

im.proving'N accountability for educational outcomes and of giving parents and s~uden.ts more 
. . . Qv-6l1L ( r. ~- -/<. -· .... j_,, · c .-{ .· _,/ - ~··:·1~ - .. cho1cemselectmga'school. ·, ;>:· ·,:·.' .. _., ...... , ··• ······ _.,... )~ 1vL. )··(_ 1:-.J1:' 

. -- ~-1 \J..td 1,)·c; th.a_ S (-c,, · ,-( (" ci ·_', ";'!'.'"'( i·L:_;r) ~ ; L C:.·: · l~JVI../ 
1-r.-e< '.~/· . :r.;,·_~ ... k. h ;. r1-1;" ,, . .:,(., ·.-r- ,.-.·;~ 1-j.) J\./t-
1-h.,,,. ., -. · ,,,,.,,,,. , .. i\.t:r I 

One of the most important strategies at flie
1 
State' level today is standards-driven accountability. 

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

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

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

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

to learn in school. S-ince that time 29 133 134 ~ 1 ale6 ha~~.andards fOF core academic 

su.laj.ec.t~35 As of October 2000, 48 States and the District of Columbia had adopted such 

standards statewide7 Vv 1 1+1 I-ho l"Y\o.. i o.- 1 h._
1 
u~ s bk·:, c,,,ck>ph r"\(i 5 kV\d.o.rd 5 

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

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

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

science and social studies as we!. Thirty-six states currently publish some fonn of report card for 
. ' . f . d. . I d . ;i J-u d,Vl-J. each school, measurmg school per1ormance agamst a number o m 1cators, me u mg''assessrnents \ 

~137 

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

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

teachers are, in effect, "teaching to the test." Brooid ba~ed te6t~ of these 60rts am rnlatively new 

in the United States, 'Ei1:1t not in other col:lntriss. Cross country comparisons sho',1,r a pg.s+ti-ve 

correlation betwsen student achiewement and the existence of standafds and eJCtef'-ftfl.1--ttssessI:i=tent-s 

and suggest that tbe impasitioc of stacdnds m:ily incre01se leamiQg fb-K.B. 138 c::;\<. 

1-\cY'•./( .. vv;When implemented correctly, such assessments can help improve the quality of the educational 

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

constrncted can help raise the expectations of students, teachers, and parents. These expectations 
c_ ().1l rY\ oh VO.. he . 

p1:1t press1:1re OQ all parties to improve their perfornrnnce. Second, by clearly outlining the 
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material to be covered and the degree of mastery required, these measures of accountability may 

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

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

students are less than fully prepared. 139 

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

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

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

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

standards. 140 Jn addition, the 1994 Improving America's Schools Act tightened Title I 
51-vd-e(\15 '"" 

accountability at the school and district levels by requiring States to holcf Ti-tle I stu~n;tto the 
5.C. 00 s 

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

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

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

Education has expanded the National Assessment of Educational Progress program to track 
t-he:, e. C.55e.55rY\ e,, b 

student perfo1mance in each State. Thanks to this ~rogrfirn 1 a valuable set of baseline indiptors 
. . \,Jh1 ch cc;.,"? /'\e_ P ~?-eo.-c./--.R.r;> Ond e.s!.~co-lro1c:d p...-u\ess 1if1, 

now exists for measuring student progress.A The lnd1v1duals with D1sabil1t1es Educat10n Act .e.vc.J\.llo.4' H~ 

Amendments of 1997 further require that children with disabilities be included in State and ~~:veD~'°"). 
J v )(. H 

district-level assessment programs, so that the performance of these children will be measur~ ~chd '~l1 
me a o 6°1 

as well.
142 Cs42.e. J.;vt S~'-; 

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

.-.:~ .' •~ • =·:• '. :--::•••; ' Y;Y ,I~ :' w~~·-~;:. \ .: ~ '/. T 

''i\:,~f ~f~~r~i:;; 
- . ~-.~ ,. ~:·:; :~ 

'Rece.l1fsfudies'have fotirl.d:that,'dii.rin -.· . ··atioris:a:rl.ff:bfeaks; somestuden'ts lose some of:the·{l·, ./_.·.· 

'e~~t,;!~~~~~~r{~li)~b~~~ti!~~\ti[9it,\~~;:~~~g~1Q~t'~~~~i~~~~,ii;~~1i&:~i,?B!':r 
. mcome and children from hlgh~irl.come'fairiilies achieved· si ·· · a1ns on starl.datd1zed tests -· 

~-, ... j·0 ':..r.'~• :-, '· -:b'. ,·,, ,'l;'.'u;~-.~·.~ ... [, ·~- ' r~.' •, l~~:<I ~~/.·' ~; _' ''~ 1 ' _: ···.:.··,., ·.·. ··."·. :···,.~· .. · .. ~=-:.::.:.·., ·,·:: . ." 

duririg the' school year, the fonner·fell behind during suminer break, wlu ·.'. e latter1naintained •,. 
·.· .. :. ·.:.: ... .... :.;; .. ,_· ... ,_.:~. · : . .:.:~ .. ::·~<<..:;.;_(\~--: .. : ·;~: . ···~ ::- '.i-=~ .~:·)~:.-~:. '.1~ ;~~ '.:: L::~~~:.: ~ .. ='i'~:.: :~~::::~·~.;~:.L.·:;: ~:,~: ·~_:.!.:;:.~~:~; :_ ~~J::.~ 1~:··::.~ ~~-- ;~J·::.::.~~~-~~: .... ;~;l.2~:~i:L:.~ ,2:~~·:::·.i:. :.. .::..:.,~-~: ~~·=· :: .. ~:~~'.~ ·>: .. ~ ~~!:.:.:~i: .. :·· 
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the same test scores or continued to improve. These differences sugge:st an irnportant role for 
. . . . . 

public~ 1ools in helping children from low-income familiessu~ceed. Bypioviding ernichmenL 
: .· . ·.· .... : ... .. .. . :· ... ·.·:,·. ·.. . '··!' . 

the sum me~ and after school, our pu~lic s~hb,ols>,c~n help:~d.6~.:~~ildren ov~rcolTie. 
··•som~ ·of the disa · ... ·· .. tages they•faC.~'. ~t.home:a~q.in t~-~i:r:~~i'~~~_;i~~~:~s ..•..•.. '.,:: ,:, .'~.'..'{:I::_.-:;·)c: · . ,:: ·. 

1,:··,·.·.· .:·~:::.-:.:~. _. ..... ''. :·_:·.,~··,:·.': :· ... ~'.-~·-~·~<.··,:~:. ·.,,. :.-.-.::'.:·::':'·:.;:_>.·::: .. ·.·: 

.· . These ;ft:(-SihOol an su~Or lea~ixi;r~;;~~:;~:~Is#'..,;o~~-~;;~~t~~ ·< ; . 
parents. Not only dothey provi.de ·· ace:of·111i~d for p.arents.~ho kp~\l.'the~ chil¥~1fareir1 a 

safe, enriching environment, but they a · allow "workirig'p:aj~p~s 
. ~.- '··.:, ;. ....... :· :· 

iri\restrnore in.their ·obs, · 
benefiting their own :~areers and fortherh~1;·' . . . ·•' 

. . .. . . . . ' . . . . ~ ' 

·:. 

· · N~ighh9rh~od -~choorfacilitiesfe~·-~eJf:h~ alarge itQiiX°~~~~n1~1~f.iir.ar1y~o.~1munity, .. · . 
• . ' ,:·: : : .: .• :,: .· : •. : =. . . : ... : ._. :: .. :: ··~ :~ ' ' 

ai1ct theyare oft~n notused 16 theirfun poten'ti'aLMany. sd1oo sit eI11}J'ty when they' to_ulct be 
.·.~·-· .. · . .·'. ·'- .... . : ,.· .·: '" '. ~ : .. ·, ~, "·.·<:_·.: .. ·: .•. ~· .- ···_ .. ,-.: ~;,/-;·<,.:>;;,• .. _.,._ '/:··:/·:·· ... ·:.::'_·' ···,'!.: .... · 

serving as community centers,offering access to thel Internet and a It education ·classes; for:.~ 

· examp1e'.-·ihis .Ad~inistratiol~:h·~s-wa;ked ·16:11e{p d~in~d~;·tie~ ~~S~16µ·'~·:, ef~"S'c:11icit;~~tiviHes .... 
through its 21st Century Commun:ityl,eaiiii1ig Cen'fers-Pr6gra!11; T~"ro\.{ghthi~ ro9ram~.the 
n~mber of communities offering after~school activities in their classf~~ms hase~p~ 

only a handful to over 3,600. .·, · .... 

Increasing Public Sc/zoo/ Choice 

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

choice in th~ir children's education. Allowing parents to choose among differenrschool models 
\i\c.el~ ben-e~.\- 5\.vdU"\b 0.5 eo..c...h '15 of-Cer~J o. ~ nf 'o61ty-.~ei~1nsfrvc. 

would OOA€ t both @Elucators and 13arents as well as the children thetfl~~ ln respondingTo ,..0 s~ c..loS<.I 

parental demand, educators would offer the most effective educational models and innovation~~,.~ "ct 
11')€\r-

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

and interests. 

Many States have responded to the demand for choice by allowing parents, teachers, and other 

interested parties to establish independent public schools chartered by State or local education 

agencies. These chaner schools are given autonomy over their operations and are exempted 

from cer1ain State and local regulations (although not from standards-based assessment) in 
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exchange for strict public accountability and results. Charter schools have great potential as 

I b . f d . I . . JI . . d .. d I h I E:_)l.l).lor~ · I · a oratones o e ucationa mnovat1on, a owmg 111 1v1 ua sc oo s to e*peflf'l'lent v< 1h a vanety 

of educational methods and stude11t populfltioRS while remaining publicly accountable. 

The Administration has strongly supported the development of charter schools, having overseen 
I Dig L{ i~ c...r. d 51qn1 n c1 fhe... ~ r :)cJ-.oc./ Lx J)G.T\"5 J 01 1 

the passage of the first charter school Jaw in l 9xx. [add date] Jn 1 Y91 Minnesota became the 0(- 1CJCj 25". 

first state to allow charter schools, and by the end of 1999, 36 states and the District of Columbia 
C\ \ \ ov.,"e.d 

lrnd ope1wd such schools. At the beginning of the 2000-01 school year, 2,069 charter schools 

were operating nationwide, up from just 34 at the start of the 1993-94 school year. 

Although c arter schools currently represent only 2 percent of all .. public schools, 143 their 

ecially in areas where a significant 

with charter schools tend to have larger minority student µulations than the 

. I 1 d. . 144 average sc 100 1stnct. 

Helping Students Make the Transition from Secondary Sc/zoo! to College 

Federal programs are also helping students make the transition from secondary schoolto 
(jr work' 

college 3.Jld beyond. The Gaining Early Awareness and Readiness for Undergraduate Programs 

(GEAR UP) brinrm~Yschools with a high proportion of poor students together with local 

colleges and universities. These partnerships helped prepare more than 250,000 students for 

college in fiscal year 2000. The programs provide entire classes of students and their families 

with academic enrichment programs; infomrntion about choosing a college, applying for 
. ~11IJ prui..:1<i-e 

financial aid, and preparing for college entry; and in some cases college scholarships. TRIO 
c,..,r-e_ C.U..rrt'n~ oefen n0 Se.YV 1ce::i 1-o he./ p 

f-sf:Jell e1:1t?] programs such as Upward Bound~ 730,000 loJ-income, first-generation college 

and disabled students prepare for and succeed in college [aRRHtllly?]. And after 6 years of 

receiving seed money from the FederahGovemment, all States have instituted local school-to­

work programs to benefit secondary school students as they prepare for their working !ives. 145 
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Over the past 8 years, Federal assistance to Americans investing in their college 

education has also increased. Direct Pell grants haverisen from a maximum of $2,300 per 
HoPC ::>cholorsh1? 

student per year to $3,300. The Hope {S~bgl:.i.rship? is 1t H6t "HOPE"?} and Lifetime Leaming 

tax credits have also reduced the cost of education for American families. Fees and interest rates 

on student Joans have been reduced, and restructuring the Federal student Joan program has 

saved billions in taxpayer dollars. 146 

Innovation and Access in Health Care 

The American h Ith care syste!'t~~:flJ?,?;~ ~cesses and the promise of the New 

Economy. America are healthier now than they were just I 0 years ago. Between 1990 and 

1998 life expectancy at irth rose approximately 1.3 years, and life expectancy at age 65 rose 

more than half a year.
147 

Th rate of chronic disability among the elderly declined by 1.3 percent 

{percentage pts'?}annually bet een 1982 and 1994. 148 Medical innovations are in part 

responsible for these improvement , as \veil as factors such as improved nutrition and exercise. 

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

A stream of technological innovations has raise the quality of care and improved health 

outcomes. Innovative diagnostic tools and new trea en ts have improved the medical system's 

ability to treat many diseases. These i1rnovations enabl hysicians to identify health problems 

more accurately and to offer treatments that are less invasi and promise better outcomes. One 

good example is the use of drug therapy to treat some conditio that fo1merly required surgery. 

These improvements in treatment are expensi~e, however, and overa 

risen as people demand more and better care. The pressures on rising exp nditures are 

exacerbated by traditional fee-for-service insurance, which offers no incenti 

providers to limit their health care consumption. Managed care has evolved as a organizational 

innovation to control rising health care expenditures. It creates incentives for both 

providers to make efficient health care consumption choices-to utilize treatments, esp 

costly technological innovations, only when they are medically necessary. 
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Traditionally, teacher salaries have been based on education levels, expenence, and 

responsibilities. These systems leave little room to reward the most effective teachers. Recently 

some school districts and states have experimented with alternative performance based pay 

systems. These new methods of providing compensation to teachers may help improve the 

quality of instruction along several dimensions. First, by establishing specific criteria 

performance-based awards can help clarify and prioritize goals, thus providing better guidance 

for teachers. These rewards can also provide teachers with additional motivation to work to 

achieve these goals. And importantly, tying teacher compensation to performance may help 

attract and retain talented people to the teaching profession, if they know that their hard work 

-,- . •/t 
and skills will be rewarded.~ 

However, to be effective performance-based pay systems must be carefully designed. 

Because student achievement depends on many factors that teachers cannot control, such as 

mily circumstances and previous education, fair performance-based incentive systems should 

reward teachers for gains, in student achievement, rather than for absolute levels pf student 

· achievemeJ~~6;!, because.student learning involves cooperative effort,incentivesmust 
.· .. . ·. . ·. .. ·. .· . 

be designed to create cooperative, and not competitive, environments among teachers .. _For 

example; team-'spiritedness might be enhanced by basing a portion of the awards on school-wide 
.· ·. . . . 

achievement rather than the achievement of individual classes'. ~inaJly, the standards used to ·. .· ~.3off· .. ·. 
as~ess performance must be carefully constru.ctedJMeasures ~t~h-as gains in student test scores, 

. . 

increases in attendance, and increases in graduation rates have all been employed.i ii 



The design of these school-based performance awards systems varies widely across sites. 

In some cases awards are given directly to teachers, in other cases the rewards benefit entire 

schools~p~o!e a sen~e of the types of incentives used by districts we highlight two 

~ ... ·.······· ... 
programs. In Charlotte-Mecklenburg, North Carol ma awards were based on a broad array of 

student outcomes including subject mastery, drop-out rates, and absenteeism. Schools received 

points for meeting annual improvement goals and teachers in these schools benefited directly. In 

the highest performing schools (classified as "exemplary") certified staff members each received 

. . 

$1000. Certified staff in schools with slightly lower gains ("outstanding" schools) received $750. 

In contrast to the equal division of awards within schools in Charlotte-Mecklenburg program, 

the program implemented at the Vaughn charter school in Los Angeles results in awards that 

vary substantially across teachers. At Vaughn teachers are provided with the opportunity to 

receive cash bonuses in each semester for effective performance in a number of areas including 

the teaching of specific academic subjects and more general skills like classroom management 

and lesson planning. Performance is assessed through self-evaluations, peer review and reviews 

by administrators. For a veteran teacher, performance related awards can total upto.$13,100. . . ,7 .··· . 
.. . ,,,.. ~6. . . ·· ... ·· ... 

.. /~w i> 'b¥"" ·. .. ··.·.. .. ·•••· ...•. · ··. 0 

.• While little evidence is availab1/9" ~e. effett {)f these programs ori stlJci~nt 9Jtcogi¢s, 

one study of a program in Dallas, ..fuas doessho~ positive effects on •stutl:~~-:a~hteve~~J1t 
... . .· .-: : ._::·'' ··:··.: . : 

Studies of the effect on teachers found that many schopl:-based performance-based award 

systems helped improve cooperation among teachers but that programs varied in their 

effectiveness in increasing teacher motivation. Teachers in many programs also reported that 

they felt increased pressure at work and worked longer hours, The system at Vaughn has helped 
: . . -:. . ; : ·. .· .·· 

attract new recruits and many current teachers were pleased with the program. Howev~f, there 



I are also someproblems. One .teacher complained that the peer review process with differing 

amounts paid to teachers, "pits teach against teacher." These difficulties indicate that additional 

research and experimentation might be useful in attempting to develop optimal compensation 

strategies. 



Ensuring Gains are Maintained 

Effective teachers, adequate facilities, and well-constructed standards, can help students 
.i · .. /~c.. '{f e,'/'- ·--:i . 

learn more, however\ these investments an1 sf ti~~~_dunless students retain what they have 

learned. Numerous studies have demonstrated that knowledge and skills deteriorate while 

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

from an analysis of many previous studies, one group of researchers found that children lost an 

average of one month's worth of learning over summer break. 

Much of the federal government's role in educational policy has been aimed at helping 

children in low-income families receive a quality education, thus mitigating the effect of family 

·/..,J . ·' ""· , 1 .. ,, _.-<; ) L. <>:$ h~ V\"' er - "\ ~ ~ . . . . -··-· .... ··:-··~ . . . . . . 

i~e on schooling outcomes: .Absent the effects of) publlc schools; If appears that family 
If . ----::--.---···-- .. 

cbaract~ristics pfay a larger role: Many studies have noted that the deterioration of skills 
·.:. . . ··: .. : .. ----- . . .· . ·:: . .· ... 

associated with summer vacation was the largest for children ill low-incom~.familie~'. Th~s~ ·. 
-::-._:-:,·;:-;.::. 

differenC(!S appear·•to b~'pa~iCularJy largefot'reading:.st~dents·frofu.midtll~ ~'i~~~families Were 

found to have experi~nced a s'ma11 gain.in test scores over th~ sununer While studeritsfrom iow­

income families fell behind, creating a gap between the twogroups in reading skiBsth~tis equal 

.. . : .. · ... · ··:·.:-··.: .. 

to approximately 3 months ofschooling. 

These differences suggest .that public schools can do even more to help children from 
. . . . . . . . . . . .. . .. 

low-income families succeed. One possibility is to lengthen the sch9ol year'. If students were fo 



attend school year-round, there would be less opportunity for skills to depreciate. Alternatively 

sum111er enrichment programs targeting low-income communities can help poor children 

overcome some of the disadvantages they face at home and in their neighborhoods. In addition to 

changes in the school calendar, communities can offer after school enrichment programs. 

Both after school and summer learning programs can also be a boon for working parents, 

particularly for lower-income parents who may have difficulty arranging alternative care for their 

~hildren. Not only can such programs they give parents peace of mind that their children ar~ in a 
. - .·. . . . . ' . . . 

safe, enriching environment; but-they can also allow working parents to invest in their jobs and 

. . 

gaih).!llportant labor market skills that can further benefit their children through increases in 

· • .. The Administration has worked to assist local communities develop after school activities 
? .·· • . 

through its 21st Century Cornmunity Leaming Centers Program pegt111 ill 200U: Thi~ program 

has fonded in6re than 3600 after school and summer programs and the Admini~tration has 
··.···,·-.··: ..... ·:. .. . . - . ··. . . . . 

,.;.. -.:'} ;;-:· . ..... ·.:i>-:·· 

.• ~~op§~64 s.i~hihc~llt .increases in·the ~iogram's .. ·b~q~ytforth;~.2001 fisc(ll yei1r. \r~~.li~~ary 
~;~;)J:·.···: ·: .. ·:." ·.: ... -··.··:-::::<-"~\::\·::.--:.->· . .· . . _:· <> .. : . .-/· · .. :·:.:.:· -~.... ; - -:.. ·:. ..:.>:·.-_·_._··:·. '. .:.:-.::::·:·:,- .: .. -

·i~valU:atioris lfr<iicate that these prog·rams have had b~peficial lrnp(lcts on the acadern.ic a11·~ social 
:>:•·."' . · ... ····.:::>-· ·:····.:.:···· . . · .. ·.".· . . ' .··: ·· ... ··.···:· .-··... -·. :::··. . . 

- ·.":··· ... ··· · ... · .:· 

behaviors ofthe children. · · · · .· 

; School-Based Performance Award Programs: Design and Administration Issues Synthesized from Eight Programs. 


