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CHAPTER 5

LIVING IN THE NEW ECONOMY

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

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

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

brought tremendous gains to the poorest segments of our society.

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

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

percent, the lowest level ever recorded.
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At the same time, earnings increased substantially for African Americans. The 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
raic for African Americans is now the lowest ever recorded. Female-headed households are
another group that has often been left behind. This year, however, median income for female
headed households increased by 4.8 percent for a total of 18.0 percent since 1993. For years
poverty in central cities has seemed intractable, yet here too the situation is improving; residents
of central cities experienced an above average increase in median income and the largest declines

in poverty of any geographic area.
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The strong economy coupled with Administration policies have lead to a long list of
improvements in the quality of life for Americans. Low interest rates and a strong economy have
helped more Americans than ever before afford a home. In the second quarter of 2000, 67.2
percent of American families owned a home up from 63.9 percent in the same quarter of 1993.
Improvements in job opportunities, additional police officers, and tighter controls on guns have

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

1993.

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

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

Strides have also been made along the public health dimension. The number of teenage
pregnancies has declined 14 percent since 1993, and smoking among teenagers declined for the
first time in nearly a decade. The fraction of high school students who said they had smoked a
cigarette in the preceding 30 days fell from 36.4 percent in 1997 to 34.8 percent in 1999. There is

good news for both the youngest and oldest Americans. Infant mortality is down from 8.4 per
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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 minorities remain significant
below those of whites and poverty is significantly higher. Infant mortality and life expectancy
also differ substantially by race and ethnicity, as does access to a quality education. As the

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

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

administration has changed the tenor of social welfare policy.
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Welfare Reform

One of the most impressive achievements of the past eight years has been the reduction in
the number of individuals receiving welfare. The administration began working towards welfare
reform 1n 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 flexibility in implementing the rule
and particularly in strengthening requirements. In 1999 28 states had welfare policies that
imposed immediate work requirements in lieu of the two year limit. Finally, a third dimension in
which TANF and AFDC differ significantly is the ability of states to design the parameters of the
program to best suit their needs. While states always had the freedom to set benefit levels, TANF
allows them to establish their own income disregards, income limits and asset tests. The majority
of states have used this freedom to decrease the implicit tax on earnings. The AFDC program
required reducing benefits dollar for dollar for any eamings 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 feil 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 reform for a
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nationally representative sample. The majority of our results from SIPP are based on a sample of
individuals who leave welfare and are observed for at least 12 months following the exit.
Individuals are first observed in mos. of 1996 and survey data currently exists through the spring
of 1998. We are therefore examining the experience of some of the early leavers after welfare

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

When considering the outcomes of the 7.8 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 accouﬁt, 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.

10
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More important to assessing the polential'success of the employment relationship is the
extent to which earnings grow over ime. 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 goyemment transfers for resulting from a one dollar
increase in income--for AFDC rccipiénts 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 families,
increasing child care tax credits, and increasing the rewards from work through minimum 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

11



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

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

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

EITC: The EITC is one of the most successful programs targeted at low wage workers
and is currently 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 earmned 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 eamed 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

12
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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 mullion.

The wage subsidy has been effective in attracting more workers to the labor market. One
study in particular estimated that the EITC alone was responsible for 34 percent of the increase

in annual employment of single mothers over the period 1992 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

13
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needy. Estimates are that over 60 percent of EITC benefits accrue to families who have pre-EITC

incomes below the poverty line.

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

level.
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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

14
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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 child 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 children in families
with incomes below the poverty line received food stamps in 1999. Even among the very
poorest---children in families with incomes below 50 percent of the poverty 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

16
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participation. When families leave the welfare rolls they may believe that they are no longer
eligible for food stamps, or altenatively 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.

17
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Health Insurance 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 characteristics that make their populations particularly
susceptible to poverty: The population of central cities is more likely to be illiterate, have low
job skills, live 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 mismatcﬁ: the vast majority of new low-
skilled jobs weré 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-skjlled 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 (o low-skilled workers.

The difficulty central city residents face in finding employment is further heightened by
transportation problems. Low-income workers, and welfare recipients in particular are unlikely
to own cars. They must therefore rely on public transportation to commute to jobs. The suburbs
are not well served by public transportation. The same study found that nearly half of low-skilled
jobs 1n 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 packége 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). Thése 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 in\}estmen_ts from ‘the pﬁvate'seetqr; These programs provide
incentiVes such as tax credits and '__irnpro{/ing a_cees.s:to credit mar_ket's_ﬁ At the foundation of this

pohcy are empowerment zones and enterpnse commumtles typrca]]y referred to as- EZs and'

ECs In 1994, when these programs_’vbegan 105 crtles' were de51gnated as EZS or ECs. The EZ

_and EC programs glve commumtr $ SU stant1a1 ﬂex1b11 y m de el pmg new 1n1t1at1ves under the "

by expandmg the-amount of caprta] __ avarlable “in thes reas 'CDFIs mclude commumty:-;_

development banks "credlt umons venture caprtal funds and: busmess 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 offcrs a25
percent tax credit designed to stimulate investments in distressed communities. It 1s 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 1n 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
11.8 percent compared to 16.4 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

23



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

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

Americans is based in large part on information and technology growth. Continued growth
therefore depends critically on a well-trained work force. The 2000 Economic Report focused
on the demand for educated workers and the increasing economic returns to education. Tﬁis 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 strategically targeting funds to where they will
ShenS Seat g)ﬁ-o’\'cff

be most effective and by supporting and publicizing promisihg 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 investfoptimally ih 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 primanly targeted to new
programs and to schools and school districts serving poorer students and can therefore have a
larger impact than their magniluc@would 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
§7.000 [ - mm e oo i e e
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The largest single federal program for kindergarten thrbugh 12" 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
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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

particular

aspe§ts which_ current resefrc/h_s?ggesls

¢ most important and which are the

subject icy . Thefanalysis discusses class size on leaming,

teacher quality, the infrastructure of schools and equipment, and 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 returning to larger-sized classro in later grades. These students also did better on
\

N
their SAT and ACT exams, and were more likely to take such college-entrance exams than
students who never had the benefit of a small class. The results were especially strong for
minority students—being in a small class in elementary school narrowed the difference in

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

While the 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

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

—_—

Alternativefy ythis $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.

M/ rf/%”(k?
7

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

The need for well-qualified teachers

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 occupationsT Ignoring the effects of class size,
the United States will need approximately 2 million new teachers over the next 8§ years.
Currently most occupations are seeing much sharper increases in starting salaries thag the (¥
e } fs =1
teaching profession, leading to an increase in the gap 4% starting salaries for new teacfiers those ;‘(,C/ ’
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. [ ‘A»Lw( /(/“M .
. o
e
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 quélity 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 Compensation "
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it does not rew_ard exceptional teachers—even with the same edl_lc_':z._l_t__i:dn_"?ar}d__é)___(p_edqnce.._l;y.el.s?_;_
different teachers are likcly to hé’ve- diffc;cnt results. Intheoryprov1dmg compcnsatxontledto
the performance of the teachers or their students will spfiff ;ez;'éﬁérs tohlgherperformance,and
attract people who feel that they are likely to benefit from’ Suc':'h'“a_ -'_s:)vf:st:&':m'.'to".'thé:___;é_ach_in,g;:
profession. Performance awards would also provide clearer gqidah.c__c_:tp. té@éhersﬁi».\./_l)‘_d..hzavej beéﬁ
operating with unclear 6'r mu'lti'p.le competing goals. Dé:_vc;lép"ir.l.g andlmplementmga school
based incentive pay system ma_y_com'.pllement the .s.tand'a'rd's movcment—smceeducatlonal

objectives are being more cleaﬂy 'dcfiﬁéd'and progfe_ss t\_o_?véx_ﬁds themls b_giqg'::méfe_ clearly

assessed, linking "p'ay pcrforma_ncé iS-mu_éh more feasible than 1t_.__li\s‘é'c_._ij_;tc.>:} .bf;'."

" Yet, such performance-based:pay systems for ‘teachers’ must be ver

T

“z'ljll:-,.as 1t rﬁay_,j_t'ujdéfrmne.mtnn,sxc_motwa_tlons ‘that effectively motivate teachérs no
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The Need for New Schools

All students need safe, healthy, and modem places to learn. Communities across the

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

built or most recently renovated gars 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 budget includes $25
billion in school modemization bonds and $6.5 billion in loans and grants for urgept school
over the

renovation to modemize 6,000 schools and make emergency repairs to another 25,000

next five years.
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New Educational Technology and Internet Access

As workplaces require more computer literacy from their workers, schools must prepare
their students to enter the labor force with increasing familarity 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 libranes, museums,

and educational materials from around the world.

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

the internet. The number-6f pyblic schools with some connection (o the internet nearly tripled
between 1994 and 99%—By 999, 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

—Percent of public schools with
inlemet access

—Percent of public sch

1994 1995 1996 1997 1998 1999

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

resources for classroom instruction. Teachers who have received more professional development
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in using computers and the 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 ilé—rate program, the Federal government has spent $5.3 billion as of
September 2000 to connect school and library computers to each other and to the internet. 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.

~with in'c':dr'r:ie..and_ pdﬁgétio'nf-pgop‘f

4 times aslkely o us th intemet s people in houscliolds caring les than $15.000
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Percent of H with a P and percent
with internet & 's, by hot d incoma, 2000
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Adults with college degrees are nearly 6 times as likely to use the internet as adults who
havenot compteted_ _high_sc_hool. There are also large differ_ence:s' by race. African Americans
and Piispanics ar_e_ s_ﬁbstaotially: 'iess lliik_._ely than white and- Asian :Americans to use the .int'erne.t._
Whjle some of this’ difference 1s tlue to differences in income. and edtication, a recent stu'dy ﬁnds

_that approx1mate]y one half of the dlfference m access 18 unexp]amed by these factors As the

level of technologlcal l1teracy requxred by employers nses there 1s an 1ncreased nsk that

_1nd1v1duals from dtsadvantaged groups who already face obstacles in. the workplace wnll fall.:

éven further bchmd =
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although the gap in internet usage between Hispanic and whit_e-childreh 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 programs also helped gchools 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.

Average Number of New Computers that
Elementary Schools Received in 1997-98, per
school of 500 students

B trom siatelocal
tunds

A from tedenl| funds

all elementary aschools high-poverty elementary achools

Institutional Change

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

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

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

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

meaningful parental involvement. In the last decade, four majoy system=-level jtrategies 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 stinpiflated to focus their efforts in the right direction. Despite the

+e™
popular appeal of standards and the widespread efforts to implemen many observers are
c'lf
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 of tife state<S

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
not rea]ize when their own children are falling behind. Standards-based asse
parents, teachers and other local decision-makers with objective information about how well
students are learning—not only in comparison to other students in the same school, but to
students at other schools as well. Furthermore, evidence suggests 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 i

spurring \the  standards
o
movement by providing funds for developing voluntary national sta ards/granti g more than $1

billion to help state and local education agencies in every state '\ ent school reforms
through the 1994 Goals 2000 Act. In addition, the Elementary and Secondary Education Act

. T
(ESEA) tied state standards implementation to continued receipt of Title‘fﬁnds 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

37




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

standards for all schools, or risk losing millions of dollars in Title 1 funds. The Federal
government has also increased its assessment of American students’ progress, better enabling us
to evaluate these state-level reforms. In recent years, the Department of Education has expanded
the National Assessment of Educational Progress (NAEP) to track student performance in each
state. From the NAEP, we now have a tremendously valuable set of baseline indicators for 1990-
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 differing 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 1mprove.

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

w“

@
Columbia by the end of 1999. [Could the Dept of Ed or anyone help use get more current‘Q)J/)
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 pcrceni 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, aliowing
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 significant changes in the methods of treating people and in the
health outcomes of individuals with those conditions. Health statistics reflect the impact of these

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

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

1995.

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

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

The health care industry has spawned dramatic technical changes in the last few decades.
The number of new drugs that have been approved has increased rapidly: from 1995 to 199§, 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 (JOL) 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 1t does not use potentially harmful radiation and provides better resolution and greater
contrast between normal and abnbrmal tissues. FMRI enables observation of entirely new
internal processes. For example, physicians can obtain information about the functioning of the
central nervous system, such as subtle increases of blood flow associated with activation of parts
of the brain. The newer generation of MRI can detect chemical concentrations, and metabolic
and water interaction; all of which can aid brain mapping and biochemical change mapping
caused by different diseases. However, MRI, and FMRI are expensive improvements: MRI costs

XX times as much as CT.

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

people.
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Pharmaceutiéal Innovation and Costs C o j

While medical advances open the doors for new and imprdved treatments, théy.'also
contribute significantly to the increases in health care costs. Pharmaceutical “inn.ov.ations
illustrate this phe’némenon. The rate of pharmaceutiqal innovéu’ons has been accelerating: the
number of new drggs introduced per .year i_nCreaSed from 23 in 1990 fd 53 in 1996, .'aﬁ.d. an
estimated _100 new dru_gs.in 1998 :The$¢ n_éw df_ugs i_mproye gxisting_ d;qg. ;hg;apigs or p.r.ovi_d:e_'.

entirely new options for treating conditions. A few examples of the benefits of drug advarices'

are new immunQ_SUppressive agents: that-increase graft survival, and cholesterol r_@dé_ihg drugs

that reduce the risk of heart attack. However, the accelerating innovation rates_have-been

annualrateof 12 percentbetween 1993 and 1998, far faster. thantheS perccnt

health expenditures.
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Beca:usedru_gs provide improved 'h_eal_t_h benefits while at l_the same time escalating costs,
an i_mp'ort'ant isstxe:is how to eVal_uate whether those extra costs'are better spent on _drugs or other
alternatives. '-Medical re_searchers attempt to estt_'mate the cost effectiveness of a drug by
measuring the heneftts in terms of qua]ity adjusted life years (QA‘LY),.which capture_ the gains
fron) .both longer life and quality of life. By comparing the cost per QALY of alterna_tive
treatments, the trea_tnae_nts can be ranked by their cost effectiveness. One study Ireviewed 228

cost utlltty analyses and found that medtan cost per QALY was $11, OOO Wh1le there is no.

standard threshold for cost effecttveness $50 OOO to $100 OOO has often been used: as a'

;benchmark 1n the U S

However cost- fectrveness does not mean cost savmg Tt appears that ph rmaceutrca] :

The challenge of improving health insurance coverage

As noted, the health care system in the United States is capable of providing the highest quality
health care in the world. However, that health care can also be very expensive, particularly
treatments for non-routine health care. Even routine health care costs are beyond the means of
some people. Thus, there is a strong need for health insurance to allow people to benefit from

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

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

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

There are several valuable aspects of this system. One benefit is that it encourages
substantive risk pooling among a firm’s 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 i‘s periodically monitored. Firms can also take
advantage of economies of scale to lower the insurance company’s administrative costs, and

thereby obtain lower prices.

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

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

than they can afford.
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People without employer-provided health insurance and who do not qualify for publicly-
funded programs must enter the individual insurance market if they want coverage. This market
can present problems that limit affordable access. Some 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 premiums because they are more likely to
experience health problems. In some cases, these premiums can be unaffordable. In addition, the

cost of administering individual policies leads to higher administrative costs.

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

provide an important source of coverage for many people. Created in 1965, Medicare and

47



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

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.
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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 Bclow the poverty line, 43 percent of adults did not have health insurance. In
contrast, in families with income greater than 300 percent of poverty, only 9 percent of adults are

uninsured. Fifty-six percent of uninsured non-elderly people are in families with incomes below
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200 percent of poverty. The source of coverage also varies with income. More than 80 percent
of families with incomes over 300 percent of poverty receive health care coverage through an
employer. For families below the poverty line, meanwhile, Medicaid is the source of coverage
for about X% of all families. Employees of small businesses (less than 100 employees) are also
less likely to have insurance: one-fourth of small 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 reform

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

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

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

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

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

Studies of the Medicaid child eligibility expansions of the late 1980s and first half of the
1990s found that about 10 to 20 percent of the increase in Medicaid coverage was due to a
reduction in private insurance coverage. Most of these studies examined Medicaid expansions
that did not contain anti-crowd-out provisions. Because Medicaid covers 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 1s extended

’

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

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

pooling provided by insurance, and therefore leave the risk pool. As these healthier people with
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lower health care costs leave the original pool, the average cost per person remaining in the pool
will increase. When the costs and therefore the premiums for insurance begin to climb, still
more people will elect not to purchase health insurance and there can be a spiral of rising
premiums and declining enrollments. This could lead to prohibitively high premiums for those
still desiring to purchase health-care insurance. Adverse selection can affect both the group and
the non-group markets. The existing tax subsidy for employment-based group health insurance
encourages healthy workers to remain in the group pool, because the subsidy for individually
purchased insurance is smaller. If an 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
participation by the targeted group. For example, a policy with a modest co-payment may be
implemented to prevent over-utilization by the insured. However, for individuals at low-income
levels, even such modest costs may dramatically decrease enrollment and utilization. This may
especially affect families without health-insurance problems, who could risk remaining
uninsured to pay for more pressing needs such as food and housing. In addition, a complex
application process designed to determine eligibility may have the unintended side effect of
dramatically reducing coverage for otherwise qualified individuals. A subsidy that is received
only after expenses have been paid may also deter individuals who do not have the funds to pay

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

_The Administration has taken steps to extend coverage to more people. Particularly noteworthy
successes have been the expanded eligibility for Medicaid, and the creation of the SCHIP. In
addition, the Health Insurance Portability and Accountability Act of 1996 limits exclusions for
pre-existing conditions in employer health insurance plans and for people converting to
individual insurance. The 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 20" century the population has shifted from central cities to suburbs and
this trend has accelerated in the last decade. From 1990 to 1999 the suburban population grew
by nearly 19 percent, compared to population growth of only 6 percent for central cities. This
rate of increase is striking, relative to 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 mcfropolitan-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 satsfactory outcome requires that communities invest now in developing plans to channel
this growth along avenues that ensure that the attractive aspects of the area are not spoiled by
rapid growth. With this new growth comes the need to balance economic considerations with

their social and environmental consequences.
Economic Forces Driving Suburbanization

Economists have noted the positive relationship between the density of economic activity
and a region’s productivity. In the past, many of the gains from agglomeration were 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 oid, a1_1d it may be
costly to upgrade existing facilities to current technological standards. Rents in revitalized or
redeveloped urban areas n"nay 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 Trniangle of North Carolina benefit from access to pools of specialized high-tech

labor.
Challenges of new growth.

The rapid economic growth of technology centers in edge 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 live and work. Increasing population. strains existing public resources like
schools and parks. Affordable housing is moving farther away from available jobs, increasing
average commuting distances. The resulting traffic problems, worsened by limited public
transportation, make commuting difficult and time-consuming and increase the demand for new
road construction. Car ownership and the availability of public transportation can help; however,

the problems of spatial mismatch persist.

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

drainage, poorer water quality, and a dramatic increase in the potential for flooding in some
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areas. For example, residents along California’s Russian River have witnessed their fourth major
flood in three consecutive years. Hydrologists attribute such events in part to urbanization’s
effects on stream flow: downstream runoff into streams and rivers increases as impervious
surfaces from development increase. [EPA or others, can you share further specifics or
statistics, perhaps on a national level?] Increased traffic not only affects commuting and
quality of life, but also ambient air quality, as emissions can lead 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 turn affects the health of residents, especially those in sensitive
segments of the population. For example, incidence of pediatric asthma, aggravated by

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

Economic Dimensions and Solutions

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

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

Atlanta Georgia, despite planning efforts to remedy them.

Atlanta, Georgia: Challenges to Smart Growth

Ranked by some as the nation’s._most sprawl-threatened large city, Atlanta continues to expand at
a phenomenal pace. From 1980 to 1998 Atlanta’s_population grew almost 68 percent, with
-almost all of this growth occurring béyond the c_i.ty limits. Accb_rding io some studies, the Atlanta
metropqlitan area loses 50(.)‘ acrés of greenspace, fo'restl,-and farmland each week. This means that
g_rcenspace is disappean'ng to déi/.cloplment faster than 'in any métropo]i‘tan area in hislory, _and
the gi.ty.is. suffering its co.n's.eq'uerll.ce%:_:_ water quahty le.- the éhavtz.fa:l'i‘o_o'ch.ce River and Lake -
-Ail_ét@ona is .c.iet_éﬁ(')ra_ti'ﬁ g,andaquual1ty1s 1nv101at10n ofcleana1rstandards Traffic’
ééi;gesﬁtic:>n' g:d.stS'frbm -'l'(.>s't t1me and wasted fuclare estlmatedatanoverwhelrmng $'1‘.-'5 l‘)il_l'_i.li')_'n a )

year. ‘With an average work cor "r:hgzl'q'.by__‘c_'a"r"of 37mmutes(wh1chlsest1mated to stretch to 45

“minutes in 20 years, given continued growth)

The Atlanta Regio

r the reason that it threatens:

“These governments are apposing 4 perimeter highway propos:

'urt__jah i'ri:\{_és__tmgéntfar:id '_éhcol_iragcs fprthér_.{s"p'raWI: ~The ARC supportedby phe state- gb_v'eghgncn

is trying hard to provide and encourage alternatives to single-motorist 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 1s 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 charactenistics 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 I-15 higher prices
during congested times than for driving during off-peak hours. The use of electronic transponder
technology to identify motorists and collect tolls makes this system possible without the

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

maintain open space and provide ecological benefits.

The Clinton-Gore Administration’s $9.3 billion Building Livable Communities program
1s encouraging “‘smart growth.” It has set forth several principles to help guide policy efforts on
a local level and to encourage greater planning and coordination over larger regions to resolve
existing negative externalities. The Livable Communities initiative seeks 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 inciuding Better America Bonds
for state, local, and tribal governments, the 1nitiative aims to preserve green spaces, ease traffic
congestion, restore a sense of community, promote collaboration among neighboring
municipalities through regional governance, and enhance economic 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.

~ Many governments- are_making significant  efforts"to

example, Maryland has established the following goals in its smart growth program: *to preserve
its: most valuable remaining natural resources, ‘to support ~existing communities “and

neighborhoods by targeting state resources to development in areas wherc the i'n'f‘r'éié,__t\;ru_ct_ﬁ?rf__:-'iws"'
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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 r_egularly
evaluate the program’s effectiveness. Eaming federal grant money, reprioritizing within the Stzﬁe
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 econorﬁic pfospen'ty and a hi.gh quality of life. Chattanoogd was
once home to heavily polluting iron foundries, textile mills,._and chemical plants. However,
through thoughtful economic_deve]op_r’hent éfforts,-. Chétt;anqc__i.gz:alhés ‘become a model for._oth_'_e_r
cities seeking énvironmeﬁtélly sound urban .{enew.al. .Tf_.le _ci_t.y_.:"ino_.wiprides ipself as é “.laboratoi'.’y”

for sustainable development projects involving ‘Tezoning, reclamation, revitalization, and

redevelopment. Illustrating how older cities can thrive in the new ::éébnorhy,-Chattgﬁoqgé"'bé"

a 22-mile “Riverwalk” with picnic areas; a'sculpture garden, waterfront housing developments,.

an j_c:léCtﬁc-bus' public trané_"_i"t__."sys'f'té_'m; footbridges, and an arts distric

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 #1 (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 virtues, even in a New economy.
private markets alone will not guarantee that all our national goals will be met. Private markets can create
wealth, but they will not ensure that all citizens, even those able to find jobs, will have adequate incomes.
Nor will private markets ensure that all citizens have access to quality education and healthcare.
Similarly, while private markets can generate growth, they will not ensure that growth will reach all
communities. Nor will purely private markets necessarily deal with the negative side effects of growth on

the environment and urban congestion.

Many of our most difficult national challenges will require government intervention through policies that
assist individuals and communities in danger of being left behind. In this chapter, therefore, we consider
policy areas which have a major impact on the opportunities given to all Americans to create a better life
for themselves and their children. In particular, we outline recent reforms in our welfare system, and
policies designed to improve our educational system, expand health insurance coverage and ensure smart
growth. In each case, we describe the considerable progress that has been made and present the tasks that

remain to be accomplished.

While the New Economy may not automatically meet these challenges, the faster growth it has generate
does make meeting them considerably easier. In addition, the innovations that have occurred in
information technologies, organizational redesign and policy provide better tools with which to meet
them. Accordingly, in each section of the chapter, we pay particular attention to the contributions such
innovations have and can play in improving the quality of life for all Americans. For example, in the
welfare system, new policies that make work pay have dramatically reduced the number of families
receiving cash assistance while increasing the number employed. In education, schools have worked to
implement higher standards for students and teachers and have brought aspects of the New economy into
the classroom through the increased use of computers. In health care, innovations in medical technology
and managerial practices have increased the quality of care and helped rein in costs. Finally, across our
communities some are taking advantage of new techniques to combat problems of congestion and

pollution and ensure smart growth practices. In this chapter we elaborate on these and similar policies



than have helped grow our workforce, sustain strong economic growth, and improve the quality of life for

all Americans.

Good News Insert #1

Many Americans lack health insurance coverage and access to adequate medical care.

Innovative policies have helped us share many of the gains of the New economy, reduce the number of
individuals on welfare, and improve employment opportunities for all. But new policies may be needed to
contend with future changes in the economy. A slowing of economic growth may be felt most severely by
those who have most recently begun to share in its virtues. Those most recently employed may lose their
jobs and accompanying benefits such as health insurance. State, local and Federal governments may feel
pressure 1o 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

aclive public policy. As America moves into the new millenium we must confront these issues.

Helping Famihes Insert #1

The New Economy is popularly characterized by new technologies, new methods of communication, and
new avenues of trade. But it also brings innovative ways of providing for the least well-off Americans.
Substantial changes have taken place in the organization of our welfare system and in the incentives it
provides. These innovations. and in particular policies designed to increase the benefits of work, such as
child care subsidizes, and increases in the earnings welfare recipients can keep, have changed the tenor of
American social welfare policy. Public policy now emphasizes employment and investment in the skills
of those who are less well-off. In doing so the Administration has helped low-income families leave
welfare and enter the labor market thereby ensuring a more equitable distribution of gains from the New

Economy.

Helping Families Insert #2

Our success in helping families leave welfare is tempered by the realization that many families are still
dependent on public assistance. As time limits for TANF being to bind, we must focus on how to best
help those who have been unable to secure employment. Furthermore, that many of those who have left
the welfare rolls are no 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



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 leadefship 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 II1 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 1 fundinglto invest in technology. These funds

were used. ...

e
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Education Insert #4 This decline indicates that thgfor well trained teachers is outstripping the supply and

that continued increases in this demand will likely make it more difficult for schools to find qualified



instructors. Ultimately the benefits of nationwide reductions in class size will depend on the ability of the

profession to attract and retain greater numbers of talented teachers.

Education Insert #5 There are many excellent schools in the United States, however the quality of schools

is not uniformly excellent. Because what students learn in schools is crucial in determining the options
available to them after leaving school, and more broadly, to the productivity of our nation, we must
provide all children with excellent opportunities to learn. We have therefore invested in a high quality
public education system. While much of the financing for public schools comes from State and local
governments, the Federal government has worked for a more equitable distribution of resources across

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



Rewarding Effective Te_ache'rs

'Traditional]y, teacher salaries have: been based on 'educati_on level._.s',-'expe_._ﬁ_ence',.' and-
respons’ibilities. These systems Jeave little room to reward thle most effective teachers. 'R.ecl'.e.'ntly
some school districts and states have expenmented with alternative performance based pay_
systems These new methods of prov1d1n0 compensallon to teachers may he]p lmprove the :.
quality'.‘. of _instruct_idn '.Ialong s'eVer_a_] dimensions.: First, by g-__establishing specrfrccntena

performance-based awards can help clarify and prioritize g'oals,'-;thus. pr__o'viding bejtte.r._'gui:danc‘e

for :t'ea':c'hers.l T.hese 'rewards can' also p‘ro'v'ide teaChers with .a'dditional__:moti,vat'i'on t 3w'o'rk":t'_o
achleve these goals. And 1mportant]y, tymg teacher compensahon to performance may he]p.
attract .and retain talented people 10 the teachm profess1on if they l\now that therr hard work

and skjlls will be rewarded. |

B However to be effectwe performance based pay systems must be careful]y des1gned

Because student achlevement depends on many factors that teachers cannot control such aslf

_fam;ily:-'cir'cumstances"' and' p_reVious--educjat'io'n fair. performanceib'ased-'.-in'c'entive -'siy"sterns"shoiﬂd _

increases n attendance and 1ncreases in graduatron rates have a]] been employed




The design of these school-based performance awards systems varies widely across site@
.In__some_ cases awards are _given directly to teachers, in other cases the rewar_ds benefit ‘enti\_re
schools To prowde ..a -sen_se o.f__'th_e types olf. incentives_used by :district_s' we' highlight two.
programs._ In .(.:harlot:te-lvl'ecklenburg, North Carolina awards were based.on:.a .l)roald' arra)l 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 performmg. schools (claSSified as exemplary ) certified staff members each received
$1000 Certified staff in schools with sliohtly lower gains ( outstandi'nO” schools) receivled'$.75'0.
.In contrast to the equal d1v131on of awards w1th1n schools in Charlotte Mecklenourg program
the”progr.am.implemented at the Vaughn chartcr school in Los Angeles results in awards that'3
:_lvary substantially.across teachers At VauOhn teachers are prov1ded.w1th the opportumty to
receive cash bonuses in each ‘seme‘ster for effective perforrnance in a number of dreas 1ncludmg'
the teaching of specilic academi'c subjects-and more general skills like classroom man.agem.ent.

-and lesson planmng Performance is assessed through self evaluauons peer rev1ew and rev1ews

-by administrators For a veteran teacher performance related awards can total up to $13 100 per}_

program vaned in their effectiveness 1n mcreasmg teachcr motivation Teacher L in 'many

'programs also reported that they felt mcreased pressure at work and worked longer hoursv The'




system at Vaughn has helped attract new recruits and many current tcachers'we_:re_ pl_ggsed with
the prog_ram.' However, ihere are also some prqb]cms. Oﬁc tga?h_er Complaiﬁlc_fil_-_t-h;é't the _-beér-;.
review process wi'.th differ_iﬁg. arﬁounts paid to teacheré', “pits;; t_eécher_ég.éir'.;s_t. teacherThese
difficﬁlti_es. indicate that additional research and e.xperiment_.ation. m1 ght be uséful' m attemptmg to

develop optimal compensation strategies.




E.'nsurin'g'Gains are Maintained

: Effective.teachers_,: ade'qu'ate': faciljt_ies, and vvell'—constructed:standards, can help students
learn more, _however, these 1nvestments are of little' _value'.un'less_ _students retain what t_her have
leamed Nu.melr0us s_tudi:es' have"demonstrated. that k'n.owle'dge. and .sk'ills deterior.ate-:l" whille.
| chrldren.are away from school st)ecrfrcally dunng summer vacatrons ‘l.)r.awmg therr conclusronsﬁ

from an analy51s of many orev1ous.stud1es one group of researchers found that chrtdren lost an

'average of one month s worth of leamm g over summer break

Much of '-the'federal'"g'o'v'ernm'e'nt’s role in' educational'.policy_ha.s been aimed at he]ping

.chrldren in ]ow 1ncome famrlles receive a quahty educatron thus rmtrgatmg the effect of farmly'

1ncome on'schoolmg outcomes Absent the effects of publlc schoo]s 1t_ appears that farm]y'

-'charac"teris_ti'c' ‘play “a larget.role Ma’_" y_.-_:st'udies- ave’ noted that h detenoratron of - skll'ls'_

-f"These drfferences suggest that pubhc schoo]s can do even more to help chr]dren'from

low 1ncome famlhes succeed One possrbrhty is {0 lengthen the school year If students were to




attend school year-round, there would be less opportunit_y for skills.to__ depreciate: Alternatively'

summer ennchment programs targeting low 1ncome commumtles can help poor chrldren

- overcome some of the drsadvantages they face at home and in therr ne1 ghborhoods In addltlon to '

changes in the school calendar, c'ommunitie_s can offer after school enrichm_ent p___ro_grams'. '

- Both after school and summer leammg proarams can also be a boon for workln0 parents |

'partlcularly for lower -income parents who may have dlff]CUlty arrangmg altemat1ve care for thelr

chrldren Not on] y can such proorams grve parents peace of _mmd that therr chlldren are m a safe :

ennchmg envrronment but they can also allow workmg parents to mvest in | _: j anc

'1mportant labor market Skl]lS that can further beneﬁt therr chlldren through 1ncreases in rfarruhal'

incorr_ie-and exits from .welfare.

The Adrrumstratron has worked to assrst local commumtres develop after choo] actrvmes

behavrors of pamcrpatmgchlldre

' 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.”
“YP 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 [ 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 going.

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—t0 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
21" 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 Learning 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
Empowerment 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 100,000 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 firms 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 2001 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
Empowerment 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-term 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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CHAPTER SIX
CONCLUSION: ACHIEVEMENTS AND CHALLENGES IN THE NEW ECONOMY

The past § years have been a period of extraordinary achievement for the U.S. economy.
Supported 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 widely, 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 ecconomy 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 1o ensuring that the government supported and
fostered the {lourishing 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 growth 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 wil] take up an increasing share of Federal outlays. Per-capita
costs of Social Security and Medicare are expected o 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 opportunity 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, information 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
innovation, 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 technology (IT) has played a leading role in
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the acceleration of economic growth. Although 1t 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
are also shifting rapidly, as {irms 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



WHITE HOUSE CLEARANCE, Dec 8, 2000 PRELIMINARY & CLOSE HOLD
CHAPTER 6 OFFICIAL USE ONLY

investment. FFrom 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 would 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 lower 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 technology 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.
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Harnessing the New Economy

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 left behind.

A robust economy that creates 22 million new jobs certainly provides broad reaching
benefits. Unemployment rates {or 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 important to empower and assist struggling families. These have
mcluded raising the minimum wage twice, expanding the LEarned 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 new 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 growth in jobs and population. This growth, 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-
growth 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.
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CHAPTERSS
LIVING IN THE NEW ECONOMY

This Administration came to office on a platform of “putting people first.” The Administration

has kept that pledge.Although the phrase “New Economy” typically brings to mind technological
innovation and globalization, arguably one of the most important changes from the old economy
to the new has been an improvement in the well-being of the American people. By virtually any

measure, Americans are better off today than they were 8 years ago.

Replace with "Tnboduchion insect #1 on
\-Lc?:elﬂed

a
Shee t
sopihgtication {I wanted here to sharpen the focus between private markeg and public

Op its own the New Economy, for all its entrepreneurial dynamism and’technolo'cal

action},\annot solve all the Nation’s problems. Many of our most difficyM challenges require
government\ptervention, through policies that assist individuals and ggmmunities in danger of
being left behind One of the guiding principles of our Nation is that all people deserve the
opportunity to creats\a better life for themselves and their chilgfen. New policies designed to
reform welfare, improv\our educational system,, and expgdd health insurance coverage seek to
extend the benefits of the bdQming economy and of teginological change to those Amencans
who have not already felt them{irectly. For the mo#4t part these policies have been successful. In

particular, many of these policies hwye benefited populations that historically have been among

the hardest to reach.

Under this Administration, the Federal Governxnent has made investments in America that focus
on the country’s future. Programs$ that help peopleenter and remain in the labor force, and that
invest in the education of oy youth, help individuals 2gquire the skills they need to be
successful and ensure thaf our economy will have the skillsd, productive labor force it needs to
continue growing. Iiyfestments in smart growth in rapidly devdoping regions will help sustain

economic developfment and the quality of life Americans enjoy.

[Except fof welfare to work, the examples in this section don’t show fqw policy has effected
4] )
chaz. Simply adding “Policies to . ,.” will correct that problem in the ast three

examples.] The Administration’s policies reflect both the technological and the Oxganizational
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imnovagons of the New Economy. Our system of providing for the poorespAmericans has been

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

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

families receiving cash assy number ofpéople employed. [Sentence

nce while increasing t
is vague—it can be made more s ting, say, use of computers in schools.] The
education sector has become much m ologically'advanced and set higher standards for

learning. In the health care sector; innovations information technology and managerial {and

financing?} practices hpv€ increased the quality of care™nd helped lower costs. Our

communities are taking advantage of new techniques to combalproblems of congestion and

pollution ard ensure smart growth practices. These and similar policiesage working to train and
grow our work force, sustain strong economic growth, and improve the quality-of life for al]

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 1o all segments of our society.

Employment gains have been dramatic. Between Jan-uary 1993 and October 2000, 22.4 million

new jobs were created.' In 1999 the unemployment rate reached 4.2 percent—the lowest level :¢ h-
: 969 Sust as ket it zsﬁayec’ low, repointne below S percent o £l month:
since 1969. {jus i e 1 ¢ HoRT-PotRt

: L £ Hie toml
above] At the same time wages have been increasing. After declining steadily from 1986 to ofths wrik

1994, real hourly wages for private sector workers rose by'ﬂs{per—;ﬁtobetween 1994 and 1999.°
These gains in employment and wages are echoed in growth in income and decreases in poverty.
The median household income reéched a new high of $40,800 in 1999, an increase of 2.7 percent
in real terms since 1998 alone, and a total increase of 13.3 percent from 1993. In 1999 the
poverty rate fell to 11.8 percent, its lowest level since 1979, and 3.3 percentage points below the

1993 rate of 15.1 percent.
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many
Unllkmlous expansions, these gains were shared by Americans at all i mcome levels.
Between 1998 and 1999, real income grew by 4.4 percent for those [hoﬂeholds”} at the 20th
percentile and by 3.5 percent for those at the 80th percentile. (A household at the 20th percentile
1s one whose income is higher than that of the poorest 20 percent of all households, and lower
than that of the richest 80 percem.) From 1993 to 1999 the respective growth rates were 15.0
percent and 14.2 percent.” In addition, the most disadvantaged groups tended to experience the
;_ o g;eatest :mp—ro;/ex;ex;ts 1—n ﬁ_nan_cml_we_]l beuig, Ungrgplg?'%em for African Americans and
o Hispanics fell to the lowest levels on record betweent993-apd-1999. African Americans saw
' their unemployment fall from 13 percent in 1993 10 7.0 percem in 1999, while Hispanics saw
vnemplogment (isle o ?\, R I
their ;ob-}ess rate drop Io(-i-glpercem Earnings have also ncreased, particularly for African
Americans. Between 1998 and 1999 the median earnings for full-time African American male
workers increased by $2,379, or 8.6 percent—a dramatic rise for a single year. With this sharp

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

rose to 0.81, the highest level ever recorded (Chart 5-1 ).8

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

o x
ohove | . .
(n some (1t1s up 23.9 percent since 1993), climbing to $27,910. The median for Hispanics rose to

median income for African American households increased 7.7 percent between 1998 and 1999

PCroroch .
shot nei,.’ $30,735, an increase of 6.1 percent between 1998 and 1999 (and 16.5 percent since 1993).
P w/ Unemp)oxlmer\-}

Alon% with these record increases in income have come record declines in poverty (Chart gn%)

~In 1998—99 the poverty rate for African Americans reached an all-time low of 23.6 percent;the de cline -
Poverhy behween 1998 ard 1089 was The

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

percent, the poverty rate for this group is now at its lowest since 1979, 8

\\m'u‘l-tcl ln"\DO‘(j“' ( %0\/»&\‘5 E;J 5Jrr‘(;>r’xq)
In the past, economic gains have often had lttte-effeet on households headed by women. During

this Administration, however, the strong economy and a social welfare policy that emphasizes
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work have brought substantial benefits to this group. In March 1993 just 56.8 percent of women
maintaining a family on their own were employed; this figure rose to 63.4 percent in March 1998
and 65.2 percent in March 1999.” This increase in employment corresponded to an increase in
income. Between 1993 and 1999 the median income for these households increased by 22.4
percent, with 4.9 percentage points of that increase occurring between 1998 and 1999 alone.'”
The poverty rate for households headed by females also fell, dropping from 38.7 percent in 1993
to 33.1 percent in 1998 and 30.4 percent in 1999.

Within this group are those most likely to have been affected by welfare reform: low-income

single mothers and their children. (Low income is defined here as an income below ZOOh}()/echem

A"\Ck’\/ﬁiS & vecenth\ .C,o)mp)ekd Survey indic ke s +
of the poverty line.) Aeeefd-iﬁg—&eAa-feeen&yﬁeéscd—swvey, between 1997 and 1999 the number percent

' ' _ who were employed 7 @"l_-l_.- Gy . ,\
of wesking low-income single mothersincreased from 59.7 percent to 65.2 percent. Children'as '

well as their mothers benefited '.ffom this change.” Between 1998 and 1999 the poverty rate for
children fell by 2 percentage points, to 16.9 percent, the lowest level since 1979 and the largest
percentage-point decline since 1966. Poverty among African American children declined by
even more in absolute terms, falling by 3.6 percentage points to 33.1 percent. Since 1993 the

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

Crhere Cwent co0t o e
Do\ ey o e oy ':./')-1_' (~;-<(-i" s

Our oldest Americans have also benefited from economic growth and_supporiive policies. In
1999 the poverty rate among the elderly fell below 10 percent for the first time ever. With the

&7 o
OO0 o

elimination of the Social Security earnings test for those aged 65 and over, older Americans will

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

likely participate in the labor force\in greater numbers, further improving their financial status.
: centro

L/5€I_‘
or “central” here and later; “inner” is more familiar but may not fact-check (or be the | Centve |
. . . . . . . ’H’\r Ve \i‘:(,x’/}
same thing)} have seen little change in \thelr poverty levels, yet here, too, the situation is G

N

improving. [Dates? Figures?] Ianer-city residents experienced an above-average increase in

median income and the largest declines in poverty of any geographic category. 2o

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

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

sk

sarpe quarter of 1993 and surpassing the Administration’s goal, set in 1995, of Lﬂ‘}?ercent fotve
ﬁgu-pet.’-].lm Improvements in job opportunities, in combination with Administration initiatives
to hire additional police officers, strengthen gun laws, and increase local resources to improve
public safety, have contributed to a dramatic reduction in crime, with the overall crime rate

falling to its lowest level in 26 years.'*

Our public schools today are also showing improvements on several fronts. SimeJQQQ,-;e.ad4ng

RalE S A=
Sl e

. emwmmiﬁmmwmmww@maa
by schoalsm&h-ﬂm#gb&s@ex&eﬁwtes—{-m-th%mt~a—h1oh-poverty—schoo-l“«xs?—}.”’ More
young people are graduating from high school than ever before, and more are attending co]lege
Moth SCoH—e.sS 0N f’ht
.~ -~ _ Average Scholastic Aptitude {isnt-the-Afor“Achievementnowadays?}) Test (SAT) math
o have reached their highest level in 30 years, and average verbal SAT scores have held

teady [maaMis—is—net—a—aeed-&hi-nqe—sa-yL.LBe—mefe—speeiﬁc] even though the number of

on-native English speakers taking the exam has increased.'® Minorities have also made notable
aged 18~y
academic achievements. Among high-school graduate§ the proportion of African-American

. . . . . . . . . 19
and Hispanic students continuing their education at a 4-year college is at a record high.

olso
Tmprovements havetbeen mode in Hhe public haalth Ggrenc, -
The health of Americans has also been 1 1mprovmg The birth rate among teenagers declined 17

Rebuween 1007 an 10Q
percent between 1993 and 1999 {lS—t—h-tS—ﬁ—h—eﬂ*l'H’rLlSSﬂcD" 20% Smokmo among'\teenagers 1

This wos the Brst dmme- — - = —
declined, ferthe-frsttime in ncarly a decade frem—997-te-1999 2 The propomon cI'hxgh school

de \Ne
students who said they had smoked a cigarette in the preccdigo 30 days ft&&-@r—ﬂ&a&—peﬂed-#em

% mpve brocketed ey

Fo-4pereentto34-8-pereent. [ Infant r&ortahty 1s down from 8.4 deaths per thousand in 1993 to
3| "2 per thousand in 1998] Deathk‘?rom heart disease, cancer, stroke, and AIDS are all down, and

life expectancy has improved. A child born in 1998 can expect to live nearly 76.7 years, up from
5.4 14 1990 .

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

incomes of minority groups remain significantly below those of whites and their poverty rates
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significantly above. Infant mortality and life expectancy rates also differ substantially by race
and ethnicity, as does access to a quahty education. Certain areas of the country continue to
experience unemployment rates of more than 10 percent and distressingly high {there-wH
a 2 ergeel A rewhere} levels of poverty. As—Arertesmoves into
t ' e ' .
ASN | B Iz
Add "Gord Newss nsert P
Helping Families Help Themselves

Reploce woith Helpmc\ Fomilies H’\Sﬁf‘%ﬂ'/ on G("H’QC,’\QA

sheet

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

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

the least well off Amer? es not show how the New

s. [The rest of the paragraph
Economy provides innovations: i ayjerlis also redundant to the paragraphs

above.] Low-income families are receiyi in becoming or remaining independent of public
assistance through a network

rograms designed {o~agrease the benefits of work. By placing

1ts emphasis on emp

Mment and investing in the skills of thos o are less well off, the

Aleas changed the tenor of American social welfare policy and helped ensure a
more€quitable distribution of the gains from the New Economy.
Welfare Reform

One of the most impressive achievements of the past 8 years has been the reduction in the
number of Americans receiving welfare, along with an increase in em-p&e—yme—n-l—a-men-g—eu;pe
amd-former-welfarereciprents<‘the number of Americans whSDn'we moved from welfare to

oo worl:s:l Cor wehcore r—ef:or-m
work”S, The Administration bwﬂaﬁ&mwawe#afw One-ofisfirst

T doing 50 1t allowed Q record Number of Stodes o I O T
M@M&memmmwsmh! 3 R

'-. TENTS Ve T3 ) R
watvers-ever-beengranted-before]implement changes in their welfare proorams on an '
P Gy A come | oods \oeqom bo Cecll
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 and parental

responsibility. Gaseloadsseonbesantofall.?
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These changes at the State level were followed by changes at the national level, in particular the
bipartisan Personal Responsibility and Work Opportunity Reconciliation Act signed by the
President in 1996. This act replaced the Aid to Families with Dependent Children (AFDC)
program with one that provides needy families with temporary assistance, established time limits
for receiving welfare benefits, and shifted the program’s emphasis from simply providing
assistance to helping families leave welfare and enter the labor market.” Policies that offer tax
credits to subsidize the earmings of low-income workers, provide assistance with child care, and

expand eligibility for health insurance support the welfare-to-work transition.

The new program, Temporary Assistance for Needy Families (TANF), differs from the AFDC
program In three fundamental ways. First, it gives States much more discretion in using Federal
funds {2, 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

A !
have used this flexibility to meet the particular demands of their constituencies. |exampies?] b&’r S p e

allocodt
States are also eligible for performance bonuses for moving individuals into jobs, increasing ¢ :[;HQ”O‘
> b C,l"ll ,,
participation in the food stamp, Medicaid, and children’s health insurance programs, providing C ore_d
Subsidies

child care, and &what does this phrase mean? It could be mlsmterpreted] Increasing fam-l-ly b onowm

Pﬁrcxr\k © children in married covple femilies,
. States can also receive bonus awards for reducing out-of-wedlock blrths rec\phew

ho keep o;breq

AC oN
: o . ., fornings.
Second, the new system imposes time limits and work requirements on welfare recipients. In

general, States can no longer use Federal funds to pay benefits to recipients who have received
assistance for more than 60 months during their lifetime. States can exempt some recipients from
this requirement, set even shorter time limits, or use their own funds to continue support beyond
the 5-year limit. In 1999, 38 States used the 60-month time- limit, and the remainder
implemented other policies (8 states have shorter tirhe limits, 3 currently have no time limit, and
others intend to use longer periods).”> Recipients must also work in some capacity after
receiving benefits for 2 years, but States have flexibility in deciding how to implement this
rule—, particularly in terms of strengthening it. In 1999, 28 States had welfare policies that

. : : : : 26
imposed immediate work requirements rather than the 2-year requirement.
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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
dollar for dollar for any earnings of more than $90 per month after 12 months. 'lb"}uq?s %OO 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.
The Effects of Welfare-to-Work Programs

Since August 1990, caseloads have fallen dramatically (Chart 5-3). The average monthly
national caseload has declined by 6 million, a reduction ofbgpercem e Including reductions
that took place during the period of State waivers, caseloads have fallen by 7.8 mullion, or 56
percent, since 1993. Declines in some states have been even more dramatic. In Wisconsin, for
example, the number of welfare recipients fell by 70 percent between 1996 and 1999, and it has

fallen by 82 percent since 1993.

The 1996 reforms have undeniably been successful in reducing the number of people receiving
welfare. But reductions in caseloads are not the only measure by which to judge the reforms: the
well-being of the millions of former welfare recipients is also important. Much of what we know
about outcomes for welfare leavers comes from studies undertaken 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.**

.
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Available data on the results of welfare reform often differ from State to State and do not
represent natlonw1de averaues This Report therefore supplements this information with new
5. Laureau of +ho Cerms s s
results from the { whe—eeﬁdﬁe{s-t-h-imm""} Survey of Income and Program Part1c1pat10n
(SIPP),* providing some of the first evidence on the effectss_%fpwelfdre reform for a nationally
representative sample. The mejerty-ofthese results arergased 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 unti
November 1998 or February 1999, depending on the month of the initial interview. The new
data cover the experiences of some of the earliest beneficiaries of welfare reform and may not
reveal the effects of the time limits on receiving benefits or the long-term impact on families.
One of the most important 1ssues in evalu&tmo welfare reform is the incidence of recidivism--
vl ividuna s

that 1s, the prumberofindrwduals cyclmﬂ on and off the rolls. Both SIPP data and a synthesis of

State studies show that approximately 25 percent of those who leége welfare returnwithin 12
net covnt Hransihons or ‘e_gs thon

months. (Most studies of recidivism, including those cited here, exclude-thosewho-stay-offthe fwe morth<

Gs Fruve erlf
relsfortessthanamenths) The majority of those who do return do so quickly: the SIPP data ex s o

] . ) € "T‘C\ncﬁb

show that 18 percent of those who exit retumn 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
months, but only 10 percent returned in the next 12 months, and just } percent in the third 12-

month period.30 '
Helping Welfare Leavers Find and Keep Jobs

A Key component to success after welEare is the ability to obtain a job and remain employed.
The Administration providecé‘S% bi‘llioon in fiscal years 1998 and 1999 in the form of Welfare-to-
Work grants®' to help States and local communities move long-term welfare recipients and
noncustodial parents into jobs. The Administration also implemented the Workforce Investment

Act, which allows States to provide job assistance to low-income workers (Box 5-1).3_2

Box 5-1. The Workforce Investment-Ac
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The Workforce Investment Act of 1998 was the result ofa brpamsan effort by the Congress andy .

the Admmrstratlon The law requrres that ba51c _]Ob and"career mforrnatron and assrstanc 'be

N avarlable to all Amerrcans and creates a-system developed around one‘stop career center n

order to knrt tooether multlple programs at the local level_ _The _law also prov1des for mtensrv

_a d tramm0 fi ¥ 'Iud'vrduals nd

,assessment counselrn g, _)Ob search assrstance

dlslocated worl<ers on a pnonty basrs

one ofa handful ofloca ly contracted: lprograms “The. reforms provrde lngh level of rellable'

mformatlon that wrll empower tramees allowrng them to mal\e mfonned cholces.-

Welfare-to-work programs generally use one of two approaches to helping welfare leavers find
jobs. The “work first™ approach aims to get people employed as quickly as possrble It assumes
Qive A Chuman Cop il
that work 1tself will teeeh inexperienced workers the skills they need to remain in the labor force,

C’\ﬂdf . \V\(,"C(Aj lhc,’\l
after-whrcirtheycan 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.

Slydles oQ

The work-first approach is by far the more commonly employed and initial exidence-indicates OUlt omes

that it Yathe more successful: employment levels and eamingser-e nigher in areas that have used
it. However, a new study comparing outcomes across counties in California over a 9-year period
finds that results for the two approaches are similar in the long term.™> A separate study

comparing the outcomes of 11 different welfare-to-work programs over a 2-year period found

10
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that the most successful approach combinedan emphasis on work with assistance in completing

the General Education Diploma (GED). **

Employment levels among former welfare recipients have increased substantially since the 1996
reform.>® Administrative data from studies conducted in several different States show that
between 62 and 75 percent of those leaving welfare were employed at some point in the
following year, and approximately 40 percent were employed in all four quarters.®® Results are
similar at the national level. SIPP data show that 66 percent of welfare leavers were employed
at some point in the following 12 months, and 43 percent had eamings in all four quarters.
However, many of those working all four quarters were employed less than full time. Only 32
percent of welfare leavers worked 50 weeks or more during the year, and just 40 percent of this
group (12.8 percent of all leavers) worked 35 or more hours in%“e*erf*-;week. Thus, although
labor force participation has increased significantly among former welfare recipients, there is

still considerable room for further gains.

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

. . . . 8
increases the probabulity of success after welfare 1s no longer an optlon.3

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 current and former welfare recipients the chance
. wovld be eypected

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

expansion continues, the better prepared they will be. to weather He conse @rences
Earnings

Although employment is important in and of itself, so, too, are eamings. 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
leavers had lower incomes (earnings plus bene}lqrt(g)ﬂd%er exiting welfare than they had while
receiving\)eng%’ts. For the sample of SIPP leavers, the median monthly household income plus
food stamps for the year following exit was $1,605, compared with $1,509 in the 2 months
preceding exit. For 44 percent of leavers, total household income plus food stamps in the year

Der moﬂ*"’\
following exit was more than $50 Hno}ner than in the months before; for 49 percent 1t was at least

$50 lower.

The idea behind work-first programs is that an initial job will lead to earnings growth over time.
Because many former welfare recipients find employment in low-wage industries such as food
services, their prospects for earnings growth may not seem extremely bright.” Yet 39 percent of
SIPP leavers had monthly earnings in the second 6 months after leaving welfare that were $50 or
more higher than in the first 6 months. Twenty-eight percent saw a reduction 1n 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.

(iswssed wn detou | below )
Income gains from the Eamed Income Tax Credit’are not included in these calculations.
Although its benefits are not recorded in the SIPP data, the earmed 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

(EITC
than $10,000 a year falls from 9.9 percent to 9.3 percent when the Earned Income Tax Credit’is )

factored in*® A+ o nmoaxirmum of 7’3 %50 for a low - 1ncome worker woth
hoo children, the ETTC Lmuld odd up to 2323 per month o

a C\';\m\l\, S INnConm<€ .
Making Work Pay

A network of government support programs facilitates the transition from welfare to work. In the

past, families leaving welfare often lost not only their cash assistance but alsoother benefits such
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as food stamps and Medicaid. At the same time they incurred explicit payroll taxes and
additional expenses associated with work, such as child care and transportation costs. One study

paid in
found that the implicit marginal tax rate—the net amount leslfrom-a-@n%-del—la-r—merease-m
From o one~ dollor 1NCrease in inlome
income-te taxes, forgone benefits, and expenses—for AFDC recipients could easilyexceed 50
percent.”’ In other words, eaming one dollar more in the labor market increased their disposable

income by less than 50 cents.

The Administration’s welfare reform proposals have attempted to reduce these implicit taxes by
increasing the rewards from work, throllgh 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. ‘2
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 1s left behind.

The Earned Income Tax 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
whether Hhere are 7:'{’,"'0 one. G "U_;o OF Pmore Childrmenm
family eamns and on the-nwnberofdependents. By effectively increasing the wage rate, the

“Earned Income Tax Credit offers those eligible an added incentive to participate in the labor
force In 2000, families with two or more children received a subsrdy of 40 cents for every
¥, oo ¥ 2,890

dollar of eamed income up to $9;720, for a maximum credit of $3;888. This tax credit i s
refundable, so even families who pay little or no income tax can benefit fully from the tax
1provrslon Rather than falling to zero when eamings surpass this level, the credit remains at
3,880 _ 12, 0 . .

$3;888 until earnings reach $12,690 and then gradually declines. ]t 1s phased out completely
when earned income reaches $31,152 (Chart 5-4).*> The gradual reduction reduces the

disincentive to earn income beyond the level at which the credit peaks.

The Eammed Income Tax Credit has been expanded greatly since 1990, with increases in both
benefits and scope of coverage. The 1993 expansions increased benefits for approximately 15

million families, in large part by raising the subsidy' for families with two or more children.“_The

13
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1993 { 21 expansion also, for the first time, allowed workers without children to

claim a tax credit.*® As a result of both the 1990 and 1993 expansions, credns paid thr ouoh\ﬂgzr
provision increased from $15.5 billion ({a4999-deHars) in 1993 to nearly $32 billion in ;)(99I9 40
At the same time the number of families receiving assistance from the program increased by one-
third, from 15 milli%\ésfooga-x{lg% million.*” The program now pays out more than the

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

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

5).49 According to one estimate, iIr+992=96 the Earned Income Tax Credit alone was responsible

for 34 percent of the increase in [whatis-apnual-employment-as-opposed-tojust

annuac )
employment- employmem among unmamed mothers.”® behlween 1993 ond 10G06
[ Weed Yo e “hee : e /) oA brtad o O , *
TR S T T \-’ T T L I R REAEE iy e )

ot employment for (Aopasnt help yoh

In addition to increasing the probability that low-income people will-find-jobs-andkeep-thenr, th'e. i

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
H\€|r VY CDIMNED
raise them 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.”’
Minimum wage. The minimum wage operates 1n tandem with the Earned Income Tax Credit: the
credit provides an effective wage subsidy, and the minimum wage laws ensure that that subsidy
1s based on an acceptable wage. The real value of the minimum wage declined substantially from
<ok value 1 _
1992 1o 1995, falling to just 71 percent of its 1968 vatue.*2 Subsequent Administration-backed
efforts led to increases in the minimum wage in 1996 and 1997. Even with these most recent
1999 wa> eguul ko less thoan 0
increases, however, the minimum wage in 2006-was-equalte-enty—77 percent of its 1968 level

(after controlling for inflation).

However, when the minimum wage is gombined with a possible 40 percent subsidy from the

Eamned Income Tax Credit, the true minimum wage for workers with two or more children and

14
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| 59, 300 | | |
earnings of less than $9;5461s $7.21 an hour (Chart 5-6). This hourly rate 1s nearly as high n

real terms as the peak minimum wage rates of the 1960s. Even‘bso an individual working full-
14,188
time at the minimum wage would have a yearly income of just $+4;:3+3+6-(including the credit),

well below the poverty line of $16,895 for a family of two adults and two children.
<insert Chart 5.6: Mimimum 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
increosed by XX percen/- Sinca 19%X
families. As aresult, funding for child care has -m-or-e—t—lm—deu-b#e(é—{-d-a-(-esﬂ] and the various
existing child care programs have been combined to create the Child Care and Development
Fund. The fund provides States with block grants for the purpose of subsidizing approved child

2000

care arrangements. In fiscal year 2664, mmmm States wiH
hod

Ore
have access to more than $3.5 billion through this program. These funds can-be used not only to

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

. 7#5 | benehiled
Estlmales su%},est that ower2 million children wil-berefit from the Child Care and Development
Fund n ﬁeéil—yqeaf%@m Despite this substantial investment, however, many States have
waiting lists for benefits, and many families who qualify for the subsidies do not receive
benefits. According to one study, only 30 percent of families who have left welfare and are now

self-supporting are receiving assistance with child care.

Food stamp program. The food stamp program supplements family incomes to help ensure that
low-income families receive adequate nutrition. Benefits are available to families with incomes
up to 130 percent of the poverty line. In fiscal year 1998 the vast majority of benefits (nearly 90
percent in dollar terms) went to elderly mdmdua]s and families with children.®® In 1999, 32 7

C\,’)C‘H nq house \OldS od edirned INCIr»NE .
percent of ;eﬁeﬁes-wem—to—weﬂﬂﬁe-fafmhc Since 1994 enrollment in the food stamp program

has fallen dramatically, from a high of 27.5 million participants to 18.2 million 1n 1999. Of
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concern, however, 1s the fact that the participation rate for eligible families declined from 71

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

marked for families with children. [Therestof the paragraph was phrased to-suggest-that Nt covic

P
children receive food stamps.-Are the changes-to-“familieswith-children” correct?}-In 1999 Ck \q Fo,
\n%\ml\nﬁs with A€ LA T

only 51 percent of famities-that-inetuded childrerfundad incomes below the poverty line

e s

received food stamps. Even among the very poorest famihes—with chlldrenﬁv%hese%f1tll incomes

Yy O e ey

less than 50 percent of the poverty line—only 58 percent received food stamps in 1999, down

from 76 percent in 1993.%

Several factors could be responsible for the decline in participation. Changes in the laws
governing the program have excludec&%nmiigrants 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. Some States require that wage-earning food stamp recipients have their

Pt co~dl v \nd epen mere
incomes recertified at regular intervals, sesnetmes as often as every three months! For Jow-wage @eq Len!

. . . . . In 3o
earners without much time off, this requirement could well be a substantial deterrent to < kndes

a large porhon of
participation. A recent study underscored this concemn, aunbunng’honpamcxpatlon largely to the

51 (laegely waphes 11 we, dhe mani o g Jart

costs to recipients of regular recertification. _
Co i)
In response to these recent trends, the Administration has implemented a series of changes in the
regulations governing the food stamp program. These changes substantially reduce the need for
recertification for those leaving welfare and the newly employed, and streamline the application
process. States can also receive bonus awards under the TANF program for [raising?] h Vl}q
participation rates for low-income working households and for overall increases in participation.
To date, $20 million has been allocated for these awards. Finally, the Administration has
rovided funding for educational and outreach campaigns aimed at ephanene{Can-this-term be

sinplified-perhaps-to-timproviasnutrittonrespecially-for-children®H-nutriional-security. ¥
Impf‘Oumq Y\MJ'Y‘»h'O.q FL)(‘ loww - \ncome. Qo\m.h,g‘g and H'\_o_ Q,( d;erl,\/
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Child support programs. Child support payments from noncustodial parents are an important
source of income for poor children. In 1997 child support lifted an estimated half a million
children out of poverty.> Child support 1s particularly important for families leaving welfare.
Women who leave welfare and do not receive child support have more than a 30 percent chance

X{’m small Gmounbs o- 0
of recidivism after six months. For those receiving'child support, that figure drops t0Q percent.
pp P p

(.O F/00 per mon ‘——J—\B
An important component of the Administration’s policies to help working families 1s ensuring
that single an d1vorced parents receive the child support payments they are entitled to under the
col eors
law.. Betweer(‘jl 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 28 . (

million to 6.1 million.

However, much of the money collected never reaches the custodial parent. Many States reduce
TANF benefits dollar for dollar when a noncustodial parent provides support, reducing the
incentive for nohcustodial 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 fhat noncustodial parents arE\more willing

_ _ henebk b rheir child
to pay child support when they know that at least some of the money will gete-the-custedtal

parent= Utlimately this policy should increase collections of child support payments.
more wide-spread Use  of

,’ﬁue Administration has Glso

put in place policies that reach out to low-income noncustodial parents. Some 3125 million has

-been requested for grants designed to help fathers find and keep work {is this correct?}

(“Fathers Work” grants). Responsible fatherhood initiatives funded through the Department of

17
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Labor complement this policy, helping noncustodial parents not only find work and pay child

supportbut also reconnect with their children.

Access to health insurance. Historically, individuals and families leaving the welfare rolls have

lost their Medicaid coverage as they did so. I?qurino the 1980s a series of Medicaid expansions
355 S €
and the introduction of Transitional Medicaid Geverasge began providing health insurance

benefits to former welfare recipients and low-income families, easjng the transition to work.

_ reguired A 5.&}13 cover ail pre nent A e
Prior to the 1996 welfare reform a Federal mandate®allowed some children not receiving w&fare cnd

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
Assishance

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

State ?rograms for the medically needy. The 1996 legislation expanded Medicald coverage to
. G

_S,nq € :—Qn“" qu . . AD"“OU |d‘€d ‘Lhelf‘.lnLQ'nQ:)
uma—}am-eﬁ-me{-heﬁ*}], some two-parent families, and families leaving welfare. In 1997 the State  twere

' Provide he a! th \f\ﬁfxv“o“nu;_ _(ro' Su(-(—lc i€ H\(
Children’s Health Insurance Program (SCHIP) was created to targetati children in low-incom low.

families. These-presrams are discussed in detail later in the chapter.
The SCHIP progrom 15

Nad = He\L)D)r\cL Femi hes Trsert 23 v

Reaching out to Underserved Communities ‘
&C\/\O\V"\QQ/ inner < 'wjm/ Vo cenbyal oo y \>

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 wealégjmﬁed additional assistance. Some of the most

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

home to large numbers of mricans—in 1999, [e;lfca-ytﬂr?] 30 percent of the country’s
cen

population lived in the wer cities and 20 percent in rural areas’'—this situation is cause for

great concermm.

In 1967, when statistics for these areas were first recorded separately, the poverty rate for inner

cities was 15.0 percent, compared with a nationwide rate of 14.2 percent. In contrast, poverty in

18



EBIFOR-BRARTF-H28L2000 19 PRELIMINARY & CLOSE HOLD
\ERP 2001\chapter § Living edited untracked 12/04/00 OFFICIAL USE ONLY

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
t‘f\‘H‘bX'

1967 and the early 1990s, however, the incidence of poverty shifted: conditions in themner

cities worsened, and nonmetropolitan arcas saw a slight improvement. By 1993 the proportion of
cen

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

poverty rate 1n rural areas had declined slightly to 17.2 percent— well above the national poverty
(e]'S
rate of 15.1 percent4mrboth-eases. Slince 1993, however, the situation has improved dramatically.
G
In 1999, the poverty rate forﬂf;qer cities was 16.4 percent and that in rural areas stood at 14.3

. . QF 11.9 percent
percent. Yet these rates remain well above the national average [give-natiopal-averasehere?]

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, [espeﬁgﬁymwmm—h‘ 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.

%H?rjtles Ignf‘rer‘gr?es are often more attractive to low-income workers than outlying
suburbs. Inner-city residents have ready access to public transportation and shopping, and city
governments often provide n&ore generous %uppon services than oovemments n other locales

cowsbacle 2 Limiked (net Neces hy Lo oo quat y{— <l adn G
But cities often have one key limitatton: fewer job opportunities. Recent research shows that mna the,

hype needs
most job creation today is taking place in the suburbs. One study by the Department of Housing :

Som 1092 o 1997
and Urban Development (HUD) found thaf\Job growth was slower 1n the cities than in the
suburbs mr1292-57 and that the job mix in cities is increasingly shifting towardhigh-technology
industries, which ‘works against Jow-skilled workers.%

CQnJr'r‘al
The difficulty mmer-city residents face in finding employment is further heightened by problems

ad iscrlfhnno\Hof\ o fvons por e hon
with trarspertation and by-drsertmination. 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.** Compounding this situation is the fact that minority workers in the inner city

still face discrimination in housing andemployment markets. A recent study found that

minorities have difficulty renting and purchasing housing in the suburbs and are less likely to be
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hired by the white-owned firms that predominate there.®® The cost of housing in the suburbs

may also make 1t difficult to move to homes near suburban jobs.

From a policy perspective, several approaches are available to address the mismatch between
where low-skilled workers live and where they can find work. The first—and perhaps most

. . . . Ct"’)h”cs J. . .
difficult—is to rebuild the economies of our #aner cities. The second involves seeking ways to

] cenhal . .
overcome the transportation hurdles that smner-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 arange of jobs. The Administration has pursued policies that incorporate all four approaches.

When this Administration took office, a number of programs already addressed underserved
communities. The long-standing problems in these areas, however, clearly called for additional
policy measures. The Administration developed a number of strategies for rebuilding inner-city
economies, including Empowerment Zones and Enterprise Communities. Since 1995 over §1
billion has gone to 78 designated urban areas under these initiatives, supplemented by over $10
billion leveraged through other Federal grants, State and local government spending, and private
sector funding. The Empowerment Zone and Enterprise Community programs aim to assist
communities by encouraging investment from private businesses through tax credits, wage

subsidies, and improved access to credit markets.

To help solve commuting problems, the Administration’s Transportation Equity Act for the 21st
Century established a new Job Access and Reverse Commute Program designed specifically to
connect low-1ncome persons to employment and support services. Similarly, the 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 purposc:s(‘(’.(’7 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 improving employment outcomes for low-
income families. The Moving to Opportunity demonstration program combines intensive
counseling with voucher assistance to help families move from high-poverty public housing
projects to private housing in low-poverty areas. The Welfare-to-Work voucher program
provides housing subsidies and services to families eligible for temporary assistance to help
adults in the family obtain and keep jobs.°® Limited preliminary evidence from Moving 1o
_ _ ) so helps children as has
Opportunity programs in Baltimore and Boston suggests that the program &

beer svccesstul (n ) 09
improving educational outcomes fer-ehridren. .

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

of poverty and unemployment.”® But these communities also face a number of unique problems.
First, they tend to have smaller, less diversified economies than do the g’ﬁ%hef;’%ijties and thus can

be severely affected by the closing of only one or two industnal plants.7l Second, many rural
communities are geographically 1solated from major markets, making it hard for residents to find

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

the way of public trunsportation, so that commuting problems are likely to be more acute than in -
urban areas. Although recent advances in telecommunications promise to reduce some of this thes e
disadvantageSrural communities also lag behind urban communities in access to this -

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

. . . . . 74
investments 1n public services economical.

A variety of programs exist to help these communities. Technical assistance, grants, and loans
offered through the Rural Utilities Service provide assistance with basic infrastructure needssuch
as electricity, telecommunications, and water and waste facilities. The Rural Housing Service
assists rural communities with community facilities and housing. Its programs provide housing
assistance to families with moderate and low incomes; 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.” It also provides technical assistance and funding for projects
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that generate employment. Rural businesses also get a boost from the Empowerment Zone and
Enterprise Community nitiative, 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

ST 76
and urban) develop modern communications infrastructure.

At the regional level the Administration has supported several initiatives addressing the problems
of rural development, including a Task Force on the Economic Development of the Southwest
Border, the Mississippi Delta regional initiative, and the Denali Commission in Alaska. These
initiatives coordinate Federal, State, and local development assistance to areas with historically

high poverty rates and 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 to0 5.3 percem in 1999, while unemployment in rural areas declined from 5.9
percent to 3.7 percent.’ lncredsed employment has meam 1educt1ons n poverty and increases 1

I
= noted CAb'_)u-Q, _ DUl,f' é 5 i botHh cenbhal 0127(3 ani

median incomes (Chart 5-7). \Tl m-21-5-pereentin1993-to "ural

WD C,E‘,n'{’rc\lc_,!-\ in C-er\}’\“tl CIHI I‘O\LQJ : areos
Mﬁeﬁeﬁﬁﬂ—%‘; with the]araest drop 2.1 percentage points, occumng in the last year. S'an/fica 'nL/\/
This change Was so larmge ond o Fed S0 oy pecple Hhat behoeen 104"
T-hts&ﬁgﬂfeﬁﬁve—a—s@ﬁ-ﬁeaﬁeeﬂaam—ﬁaf—beyeﬂdﬂhe-afl ﬂerehborhoods:-ymaef—eﬁ-res and 16Gq

accounted for 80 percent of the total reduction in poverty from 1998 to 1999 . 78 Pevertyin-rural

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

from 1998 to 1999—more than double the 2. Lf’(rcent mcreait‘e n tﬁ) e median incom in
JADD wos e= sty He qoins Hﬁemeon as
Fer African Americans t-he—gam-s were partlcularly stnkmg Q whok, +h
“oum cenhal ¢ QGins 1n Incon
After adjusting for inflation, the median income for African American households In inner cities  for
behveen 19%8 ord 1009
increased by 13.9 percent+r1+998—99. These economic gains have been accompanied by a

metropolitan areas as a whole.

dechne in the number of people on welfare. Caseloads in the 1argest~mner-c1ty areas declined by
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40.6 percent between 1994 and 1999.*° Increases in the median household income in rural areas
. . . . b_eh»ee.n lacig and chiq
were less dramatic than those in the cities, rising just 0.9 percent in real terms-++995-99.

Despite these clear improvements in the well-being of our poorest communities, much remains to be
done. Poverty rates and unemployment are still higher in our inner cities and rural areus than un - ik, fic.
elsewhere. It is too soon to judge the effectiveness of the Administration’s community-hased policies,,
but reaching out to these communities demonstrates a willingness to seck creative solutions to some of
the Nation’s most pressing problems.
Education in the New Economy
Edocodao Edu C,O\!)W'DV'\ nsert ‘H:b’d
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-mest-directway-to-vestin

human capitalis through education and training {what other ways are there2?}. Last year’s

Economic Report of the President focused on the demand for educated workers, postsecondary
education, and training. This year’s Report examines America’s public elementary and
secondary schools—institutions crucial to the development of our future work force. Not all
communities can afford to offer their students the best possible education. In reducing this
inequality, the Federal government can play a crucial role. And by promoting educational
innovations such as more standardized curricula and the increased use of technology in the
classroom, the Federal Government is working to improve the quality of schooling and to create

the more productive work force needed for future economic growth.

Many factors go into producing a quality education. Parents, families, and communities rank
among the most important contributors to the education of children. But the discussion here
focuses on those components of the education system that are more directly under the control of

Federal, State, and local governments, and highlights the effects of class size, teacher quality,

. . Shrengthenine . .
and school infrastructure and equipment. lmpfevwg-ﬂfe-q-aﬁ-gﬁﬂhese inputs to the education

process 1s key to improving educational outcomes.

A Role for Federal Education Policy

Torsert “Educohon Insedt #i”
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The Federal Government has long sought to improve access to education for the Nation’s poorest

children and to help States ensure that their public schools are of high quality. Federal funds
rtmo—rl \

4a;gek—pnmﬁ4*lgeal—eemmms—whefe—%hey help implement needed reforms, expand new
programs.®' provide access to new technology,® and pay part of the cost of education for
students with disabilities.* Many Federal education programs are targeted to schools and school
districts serving students from Jower-income families.** By directing funds to these important
areas, the Federal investment in schooling can have an impact greater than the expenditure itself

would suggest.
/ HU N2 \\'\. [ i“j‘ 5?.\ (59 ?

(_l,'St %V}TUV\LM\NL\“ ( \'(J" ,owfwo"

In the United States, primary responsibihty for elementary and secondarv education rests with (7, ac o

the States and with local school districts. Excluding school-based health™ and nutrition deile== o

programs, the Federal Government provides just a little more than 6 percent of all funding for L""i" ;A
3 oo s .

kindergarten, elementary, and high school education.™ Federal spending in the poorest schools
reduces inequalities across school districts but does not fully compensate for the overall pattem

of funding disparitiescreated b dlfferences in logal property tax bases and State funding levels
s F? \l of quy"(“qu ﬁJP P b the N

(Chart 5-8). HoivedatetThe Federal Govemment spent more than four times as much per

_ Hhat
student in the poorest quartile of school districts as in the wealthiest quartile, butthe wealthiest

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

The largesl single Federal education program for kindergarten through 12th grade (K-12) 1s Title
)rou des
1,% which ahoeates-edditronal funds [wh-atm-c-thtse-hnds—m—add-rﬂeﬂ—tﬁ-’-] to schools based on

eCe Sy 'I\é Pmo!k‘c‘\

oF N
the number of [cosreet] poor chlldrerg eﬁfeHed and the child poverty rate'in the local area. 5

[Correct"] Under the 1965 Elementary and Secondary Education Acl Title 1 funds are to be
. _ The fcirqehng of Q/rd_) Yo pour schocels Vvmprove

targeted"schools serving the poorest children. Butthemandate-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 1eve}rs recewed

1ghest- pouerh

Title | funds, up from 79 percent in 1993-94.” In addition, in 1997-98 the paorest quartile Jf
school districts received 43 percent of all Federal funds for K-12 education and 50 percent of
Title ] funds—amounts that reflect theshare of the Nation’s poor children in these districts (49

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

24
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local funds. Clearly, Federal funds in general and Title I funds in particular are a critical resource
for improving equality in education.”' ** *?
Qeo\ace w1 th "Educahon Inserted + 2

[ Transiti eeded here. Would something like “How do schosls and school districts use

Federal funding to impro ation? Among

priorities of both teachers and

administrators are reducing class-8ize, hiring chers and providing training for those

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

stan s and accountability. School choice?]

Reducing Class Size
. VO"IOU.S . . . . .
For decades the merits of bread-based educational spending programs, including those aimed at
reducing class size, have been the subject of mgch debate. Are they in fact effective in improving
15 show  nq

student achievement? Mounting evidence-has-beguntesheow that smaller classes are beneficial,

especially for disadvantaged students and those in the early grades.

The most compelling evidence comes from the Project STAR (Student-Teacher Achievement
Ratio) experiment in Tennessee. To determine to what extent smaller classes improve academic

conQerm I
outcomes, Tennessee authorized and financed an experiment 1lmt"assmne students and teachers 1~ grod:

K-3
randemly 10 classes with a standard number of students (22-25) or to smaller classes (13-17).%*

ot PervmMonce . :
The results showed significantimpreovement for children in the smaller classes: frem

kindergarien through-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

ammmmmwmmﬂmw were also
College enhbtince xams In high Soheo |

more likely to take these—e*&ms The results were especially strong for minority students. For

example, white students have a higher probability of taking a college entrance exam than African

American students. But when the probabilities were calculated for white and African American

students who were placed in small classes in elementary school, this difference narrowed by 54

25



EDITFOR-BRART 1202006 20 PRELIMINARY & CLOSE HOLD
\ERP 2001\chapter § Living edited untracked 12/04/00 OFFICIAL USE ONLY

percent.g5 Some 46 percent of white students and 40 percent of African Amencan studentswho

had been in small classes took a college entrance exam; the corresponding figures for students in
Shodard  Reedomedh, 5
tradrtromal classes were 45 and 32 percent.

Hhe prer\mmﬂul design and the O\JLU)mej it aneraleé
The quality of {clear+esultsfromthis-expermment persuaded many scholars that reductions in

class size can improve educational outcomes for children. Teachers in smaller classes can spend

more time on individual instruction and review, and less on student discipline and routine

administrative tasks, than teachers in larger classes.” Teachers of small classes arealso more

likely to get to know their students, interact with them frequently on a one-to-one basis, and

provide frequent, in-depth feedback.”” Results are now emerging from programs in other States

(such-asthe SAGE program4n—Wiseensty) that reinforce the conclusions of the Tennessee study.
e 2

| Reducing class size 1s expensive, however. Onestudy estimatrqs that reducing class size in grades
) . N
X - ] iy ]
: 1-2, _to an average of 18 students, would cost an esttmated $5 billion per year.%
)
J

- Despite the expense. the expected gains in students’ future earnings appear to be large enough to

' make the investment worthwhile.” [ln 995 the Admmxslrahon proposed a 7-year Class Slze
IS ’ %O@ ] "‘Of‘ CAn
Lo ! Reduction Initiative to reduce class sizes'in grades 1-3,t0 amhonui—avcrafrc of 18 students per PAE-cirTTvaA
brocbe s nohdnwide
lext class? In its first 2 years the progan],bﬁ/%nabled school districts to hlre,\29,000 new teachers, IV
reducing class size for 1.7 million children.:\ on eshmaded

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 teachei<eharaeteristies have significant effects. ' Further,
several of these analyses show that some measurable characteristics, such as holding a master’s
degree, are not necessarily indicative of a teacher’s ability to enhance student performance. And
although a teacher’s effectiveness appears to increase with experience in the first years of

teaching, these gains to seniority do not continue beyond three to five years. {so-what

I s 0y These results sSvagest H4hot vuch of the Ulere e
n He ea:ec)‘lvt’rve% Of‘ 1L':iC'CL\er‘_';. slerms R’o-n @j(ﬂe,.(,,ws
\n hord o measurcdtribnls such cs delentaad
rvmu‘)‘)\’&h@l’\) |né,l Qﬂ*"’lnc\ ot C‘)\r‘fc)r observah(m

Moy be HEE besk Lov b Gssess Jre_acl«mq olor (4 /\1
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Many schools are finding 1t difficult to attract and retain highly effective teachers. Some of this

difficulty hkely 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

earned more than the average’\teac}%lﬁm By 1990 this fraction had risen to 60 percent. This trend

continued throughout the 19905ﬁ1ﬁ+p-1-y-beeﬁ-us~e' starting salaries in most occu%nions &c:dreasgd _
. . .. . . | Ne = y ﬁ(,)ur\cJ {"haf‘

at a much sharper rate than did starting salaries in the teaching profession. % Xrom 1994 14 1998

the average salary for }ﬁeople with a master’s degree in nonteaching fields increased by 32

percent in real terms, while the real increase in the average salary for teachers was less than 1

pe:r_c:f:nt.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 ] million,'"* significantly increasing
the need for teachers nationwide. Yet in this same period, about 750,000 teachers are expected to
retire, '®* and %‘t?lngs 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.'®
The demand for teachers will be heightened by mandates to reduce class size. Decreasing the
number of students per class to a nationwide average of 18 in grades 1-3 will require staffing an

estimated 100,000 additional classrooms.'”’

These increases in the demand for teachers will make it increasingly difficult to maintain
consistently high teacher quality in all classrooms. The magnitude of the challenge is already
becoming clear. In 1996 California began a massive program designed to reduce class size in the
ea_rly grades (K-3). Expenditures for the program, which seeks a statewide class size reduction
from an average of 28 students 1o a maximum of20, 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.'®®
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But the percentage of fully credentialed teachers instructing these classes fell from 98 percent in

the 1995-96 school year to 8§7 percent in 1998-99. félthoug

e study of the California  gpe
expenence feund little impact ofleacher certification
Srsemdl

concluded that credentials Regard ess

e importance of certification, however,

increases 1n the demand for teachers m

ultimate benefits of nationwide reductions in class size wi

d on the ability to attract and
retain greater numbers ofhfghly qualified teachers and to providing mentorn

e just entering the profession] LRoxw 5-2 ]

g, training, and

other support to t

This Administration has supported investments in teachers. Its Class Size Reduction Initiative
requires that teachers hired with Federal funds available under the program be fully certified.
oVlocaled &ds
The initiative allows school districts to spend up to 25 percent of their #Heestten 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
qualty. [Correct?}The Teacher Quality Enhancement Grant program 1s-atmed-atreformingState

helps stoles vwnprove Hae gualiby of ko dh
liwﬁw%am&&%%%m%ﬁ%wﬁ 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—thelargest-Eederal-professional
development-programtrthe-budeer—increased from $275 million in 1993 to $66Fmillion in
fiscal year 2664.""° """ Q000

335
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student outcomes, other analyses have Edweahoy

lns et

he availability of talented instructors.'® The @ lfoc'ogé
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may also help attract talented people to the teachm professron such 1nd1v1duals may be more

wrlhng to become teachers 1f they know therr hard work and skills w111 be rewarded

_Perfonnance based pay systems must be. carefully desr gned ecause student achrevern'ent

) depends on many factors that teachers_ annot control such as famrly crrcum ances aud .prevrous

'f'educatron teachers should be rewarded for gams m student achlevement rather than for : 'bsolute

-_levels of achrevement Furthermore because leammg 1nv01ves _cooperatwe effort 1ncent1ves

must be desrgned to create a cooperatrve rather than a competrtrve envrronment or teachers One_

_way to foster such team sprrrt 1s to base awards on the achrevements of an enttre school rather

School based performance awards were mtroduced:m Kentucky and North Carohna In| 1991 and.q:'_

mn Maryland - 1996 Studres have found that the success ofthese programs vanes accordrng to

how well they are desroned and 1mp1emented Well desroned proorams were successfu] in o

_ focusrno attenuon on’ 0oals channehng orgamzatronalﬁresources to meetmg those an]s and

_rn01 atmg teachers Ev n the bestof these programs mcrease

'h_ow_e_ver-.-.‘

The Need for Modern Schools

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

mavy well #&mos F severe cases 1k co
educational matenals affect§ the quality of the educational experlence, Commumtres across the 0~ g(’CJr Hhe
country are struggling to address the problems of aging schools. In 1999 the average pubhc stuie,,@
school was 40 years old, and schools in largely poor or minority districts are even older.""
Many of these aging buildings have outdated electrical systems that must be upgraded for

- : 14
computers, and asbestos in the walls of some schools increases the cost of such upgrades.

Some buildings need to be renovated extensively to accommodate disabled students. Many
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schools will need more classrooms as enrollments increase and average class size is reduced,
putting additional pressure on aging facilities.

. . o . . . Joed
The National Center for Education Statistics estimates that getting America’s schools into tep
physical condition will require an investment of $127 billion. "3 Some 39 percent of our public
schools already have temporary additions, about one-fifth of which are in less than adequate
condition. Schools with a relatively high proportion of poor and minority students''°—the-ery

schools where studentswould-benefit-mostiron-smeHeretasses—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 1s bipartisan support for $25

STH : : . 117, 118
billion in school modernization bonds over the next 5 years.

New Educational Technology and Internet Access

Today’s workers are increasingly required to be computer literate, and. schools must be able to
teach students the skills they will need to work with computers and other new technologies. In
addition, Internet access 1s becoming an important classroom resource, helping students learn by
connecting them to libraries, museums, and educational materials around the world.'"” Internet
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 £- rode ProGram
pProvides w2 +o’?&_215 bilhon  per year by off-<et He cost of lele @Wrmuncah o
Services. ln)re,rne‘t- 0Ccss, ond in berrnal Connechons o schools and "b"a"l'f.j

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

L Hh the help of progronm the : .
Internet (Chart 5-9).*Fke number of public gols v;gih Internet access nearly tripled between
' q ra . : :
1994 and 1999, by wh-ﬁ;—)?e-auem-e 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.'?’

<insert Chart 5.9: Internet access chart here>
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The Federal Government has helped local school districts make the transition to the digital age,
commtting $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).'*" "2 These funds have
targeted schools with a high proportion of low-income students. Schools where 75 percent or
more of students are eligible for free school lunches receive approximately 10 times as much

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

_Box : 3_Reducmg the Dloltal Drvrd

) Smce 1993__ computer use n Amenca has grown at an enormous rate revolutromzmo the. way -

124 K

:eammg less than $35 000 per year tharr“emohg chlldrerr from wealthrer households
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Other Federal programs have also helped schools purchase new educational technology. Inthre -~ N‘:L Sloc <

"Educal
insert b

on ahoc
R3] sheet
FU@MMWWMMWS These funds were used

peswash- 1o 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

12¢
schools.' "

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

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

public school teachers with computers or Internet access used these resources *‘to-ainoderate-er

largeextent” for classroom instruction.’’” Teachers who have received more professional

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

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

Internet.  Newer Yeodhers were also more likely to use wmpulers "o bt"
b crecte insh~uchowl matericls

Despie the gqrowhh in Hhe number of cleasrooms with com, o ke y—%
Only one-third ofteachers with access to computers and the Internet said Hat they felt well or

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

»128 129

“Me:c v ﬁ:)L\\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'*° among colleges, educational agencies, high-

_lpt‘owd,mq o ining roe eachers in inkeqrod
technology companies, and nonprofit organizations;, These parinershipsare prowiding3-yearsef Yechnolo,

ko Hhe
tratarag{or 200,000 pew teachersinintegratingtechnology-te-the-shassroom—In-#52004 ¢ liosroom
budget the Admimistration-hasrequested-an-addittonal-5150-mithenforthtsprogram. 131132

v

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

. QK
_ 1mprovm0"[~?~n accountabllny for educational outcomes and of giving parems and sludents more

choice in selecting a('{s, 100»]_\__ (e g o b e e hodl ; < b SR
(——p\c_( |l\L4 {»L\Q— ‘)lCJ\ \\{"f"l ) ‘jf ‘1_/"‘ . /'f' \'.'l/t/
ey T ';-": L t—\“‘(, by 7"";‘ p o VOLT e Ty #"‘u )\./}"

2T - "\.f"r

One of the most important strategies at}}he Stdie level today is standards-driven accountability.
Ininiatives that establish clear performance outcomes and systematically test student progress aim
to help teachers and students focus their efforts on those areas needing the most work. Spurred
in part by legislation passed in 1994 (the Improving America’s Schools Act and the Goals 2000

{is this the full name?} Act), State after State has implemented standards for what students need

to learn 1n school. &M@M&M@mﬁmmﬁm—eﬁeﬁ%mio
subjects..” As of October 2000, 48 States and the District of Columbia had adopted such Since.

standards statewide, v t+h Fho ma jor iy of skles cdoph ne S bondord 5 o 3G
The establishment of these standards has been followed by an increase in standards-based

assessment. Forty-eight states and the District of Columbia now administer tests to assess

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

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

LN
each school, measuring school performance against a number of indicators, mc]udmg"sassessmems\

137
aests, '

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, “leachmg to the test.” Bmad-based-bests-oﬂhcse-sea:ts—a%méy new

rds-and-external-ussessments
i | } r Jard 1 : Bji: } 138 it
HowewvesWhen 1mplememed correctly, such assessments can help improve the quality of the educational
experience--and educational outcomes--in several ways. First, tests that are challenging and well
constructed can help raise the expectations of students, teachers, and parents. These expectations

Con Mmokvoke
-put-pressure-en all parties to improve their performance. Second, by clearly outlining the
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material to be covered and the degree of mastery required, these measures of accountability may
help teachers focus on what are generally agreed to be the most important topics. Finally, these
tests provide parents, teachers, and students with information that highlights those areas in which

students are less than fully prepared.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 reforms
through the Goals 2000 Act. Even before that legislation was passed, the government supported
the development of voluntary national standards that States could use as a basis for their own
standards.'** In addition, the 1994 lmproving America’s Schools Act tighteneds"l"iil\e I

ents

accountability at the school and district levels by requiring States to hold Title s&;ﬁ\e{;}qgﬂo the

same challenging standards as other students and to assess all students against these standards.

The Federal Government has also increased its efforts to track student progress, undertaking
evaluations that help in assessing State-level reforms. “' In recent years the Department of

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

_ +hese o«ssesav\enhf L
student performance in each State. Thanks to thig-pregram, a valuuble set of baseline indicators

which CaA help researches ond educohowl profss gy,
now exists for measuring student progressA The Individuals with Disabilities Education Act evaligle Ho

C-“)venes)
ew poth'

achin
methodo oy
as well.'*? Csee buy 5~¢

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

e
Amendments of 1997 further require that children with disabilities be included in State and of

district-level assessment programs, so that the performance of these children will be measured
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‘the same test scores or continued to 1mprove These dxfferences suggest an 1mportant role for

number of commumtles offenng aﬁer school actlvmes m thelr classrooms has e‘(pa 'ded ﬁom -

only a handful to over 3 600

Increasing Public School Choice

A persistent thread during the last decade of educational change has been the call for Faremal

chome m thelr children’s education. Allowing parents lo choose amonO dxfferent"school models

Hh e ch v
AR shudents 0529, I lnresponmg(,#o OCU’S‘L'- <

mos closel
parental demand, educators would offer the most effective educational models and innovation2”’ H»e "
nee,ci.s

would

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

and interests.

Many States have responded to the demand for choice by allowing parents, teachers, and other
interested parties to establish independent public schools chartered by State or local education
agencies. These charter schools are given autonomy over their operations and are exempted

from certain State and local regulations (although not from standards-based assessment) in
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exchange for strict public accountability and results. Charter schools have great potential as

. L . L explore. .
laboratories of educational innovation, allowing individual schools to expertment-withra variety

of educational methods-and-student-pepwietons while remaining publicly accountable.

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

faqy i and sIgning _ r School Expansion
the passage of the first charter school law 1n 19xx. [edd-date] In l§91 Minnesota became the ¢ G

first state to allow charter schools, and by the end of 1999, 30 states and the District of Columbia
a \\ O vﬂ:‘

llﬁdjegeﬁeé such schools. At the beginning of the 2000-01 school year, 2,069 charter schools
were operating nationwide, up from just 34 at the start of the 1993-94 school year.

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

rapid growth has bro ecially in areas where a significant

percentage of students now atten ~ Charter schools tend to be about one-third the

size of nearby conventional publi aroll students from the surrounding

neighborhoods, so tha ents are often of the same race o same ethnic background {?7}.
School distpets with charter schools tend to have larger minority studentpopulations than the

average school district.'*
Helping Students Make the Transition from Secondary School to College

Federal programs are also helping students make the transition from secondary schoolto
college mnd The Gaining Early Awareness and Readiness for Undergraduate Programs
(GEAR UP) bﬁngﬁxﬁagchools with a high proportion of poor students together with local
colleges and universities. These partnerships helped prepare more than 250,000 students for
college in fiscal year 2000. The programs provide entire classes of students and their families

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

sl veide
financial aid, and preparing for college entry; and in some cases collepgc scholarships. TRIO
(=, 14 Qe CUarren oﬁrermc, services o hel p

recis {spel-eutX: programs such as Upward Bound help-730,000 low-income, first-generation college
J vstcotiea  and disabled students prepare for and succeed in college jannualy?]. And after 6 years of
RSN . L
‘ \ receiving seed money from the FederalsGovernment, all States have instituted local school-to-

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

education has also increased. Direct Pell grants haverisen from a maximum of $2,300 per
H()PL’- jcho’arslf\\[)
student per year to $3,300. The cholurship2s

%3

MYand Lifetime Learning
tax credits have also reduced the cost of education for American families. Fees and interest rates
on student loans have been reduced, and restructuring the Federal student loan program has

saved billions in taxpayer dollars.'*

Innovation and Access in Health Care

ne Xt ma<

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

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

1998 life expectancy at'yirth rose approximately 1.3 years, and life expectancy at age 65 rose

147

more than hal{ a year. " Thg rate of chronic disability among the elderly declined by 1.3 percent

{percentage pts?}annually between 1982 and 1994.'*® Medical innovations are in part
responsible for these improvements\as well as factors such as improved nutrition and exercise.

Yet health care continues to present ch]enges that demand an ongoing role for the government.

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

costly technological imnnovations, only when they are medically necessary.
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Traditien_ally, 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 instmction along several dimensions. First, by establishing specific criteria
perfdrmanCe-baseti awards can help clarify and prioritize goals, thus pfoviding better guidance
for teachers. These rewards can also prot/ide teachers with additional motivation tt) work to
achieve these goals And 1mportantly, tying teacher compensatlon 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.w d

However, to be effective performance-based pay systems tnust be carefully designed.
Bec':ause student a.chievement depends on many factors that teachers eannot control, such as
/Lz?rngit):/'-cirCUmstances and previous edu'(_:a.t'io'n, fair performance-based incentive systems.shonld

‘reward teachers for gains_._-in student achievement, rather than. for'3a'bsolutef"flev'e,ls::,bf Studenti

“achievemen urthermore because student learmng 1nvolves cooperatlve effort mcentwes must'

be designe_d_ to -'.c_rea_te cogperati_ve,-_ -and:not .-competitive,';_environme_n_ts- among }te_acher's_’.:__'For

e_Xampl_e;: team.-_spliritedne'ss might be enhanced by basi.ng a portion of the awards on sch'ooI-_Widel

aéhie_v_ement rather than the achievement of individual classes. Finally, the standards used to

assess performance must be carefully constructed.IMeasures such as gains in student test scores,

increases in attendance, and increases in graduation rates have all beén employed.' "




The design of these school-based performance awards systems varies widely across sites.

In some cases awrds are gi.vcn directly to teachers, in other cases the rewafds'.l)cn'efi_t;;call{tire
"’ pr01e a sen'se of the types of incentives used by districts we :higfil_i'gflt t\avo
programs: In Charlotte-Mecklenburg, North Carolina awards were based on a broad array of
student outcomes including subject mastery, drop-out rates, and absenteeism. Scﬁéols received
points for meeting annual improvement goals énd teachers in these schools benefited directly. In
the highest performing schools (classified as “exemplary”) certifiéd staff members eaph réceivgd
$1000. Certified staff in schools with slightly lower gains (“o.utstanding” schlool's). r_c_cei:::yc‘:.'.c:ii_$750.
In-contrést to the equal division of awaf_ds within séhools m Charlotte-Meéklénbﬁ:fé ..p:r;_)lgra.m,
the program implemented at the Vaughn charter school in Los Angeles results. in awards that
Qary su.bstantially across teachers. At Vaughn teachers aré provided with the opportunity to
receive cash bonuses in each semester er effective performance in_é number of areas including
the teaching of specific academic subjects ahd more general skills like classroom rpanagemeht
and lesson planning. Performance is assessed through self-ev'a].uations, peer review :?'ﬁ.d.'”rév‘ieWS

by administrators. For a veteran teacher, pet’f_ormahce related awards can total upt0$ 1'3,‘1(_)(_)._

¢

r‘-/" oM
¥l i.-- : 54(“

" While little evidence is available pn*{ e effect of these programs on student outcomes,.

bne_s__tudy of a program in Dallas, “Fexas ‘does -show positive effefc't:s"on_-:;_s:_'tijidént“a'c:l_}i_eﬁ\'/b
Studies of the effect on teachers found that’ many school-based pér'fdx"rnan_cg'-_:l_)_'ase"c_l_:’_i_:award'
syste'ms hc]pcd improve cooperation among teachers but that -programs varied mthelr

effectiveness in increasing teacher motivation. Teachers in many _-p'rogram_s-;_a:llSo.'repgjrt_ed that

they felt increased pressure at work and worked longef'hours; The system at Vaufghﬁihés"'h'élpegi-

attract riew 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 teach against teacher.” These difficulties indicate that additional
research and experimentation might be useful in attempting to develop optimal compensation

strategies. C( P S '




Ensuring Gains are Maintained

Effective teachers adequate facilities, and well-constructed standards, can help students

i (are 1%e”
leam more, however\ these investments ase=af=btte val :/unless students retain what they have

[N

learned. Numerous studies have demonstrated that knowledge and skills detenorate_ Whl]C
children are away from sc_hool, specifically during su_m_rner Vac_ations.' 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 learing 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 quahty educatlon thus mntlgatmg the effect of famlly

Vo ws AT e
1gpeﬁle on schoolmg outcomes:

dlfferences appear to 'be Ipartrcularly large for readmg students from rruddle class fannhes .lwere:

found to have expenenced a small gam in test scores over the summc _ whlle stude_' k -'rom low—

income famlhes fell behmd creatmg a gap between the two groups 1n readlng slqlls -_that is equal

to approx1mately 3 months of schoohng

These differences suggest that public schools-can do even_ more' to help___children from

low-income families succeed. One possibility is to lengthen the ischool year. If students were to




4

y

has furided more -t_h:an 3_6b0 a_fté_r'.-.school.and -.'s:'ummer. programs and the A_dxh.iﬁis'fration::' has

attend school year-round, there would be less opportunity for skills to depreciate. Alternatively

s'u_rri'me\r enrichment programs- targeting low-income communities can help pbor children
overcome some of the disadvantageé :'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 altemative'"car'c-for their

chxldren Not..o'n'ly can such pfo'g_ram_s they: give parents peace of mind that their childr__c_in are’in a

_safe_,fféhfich_ing environment; but-they can also allow wdrking parents to invest in theif_ jobs and

. The Administration has worked to assist local communities develop after school activities

throuhlts 21% Centur 'C'drhmunit'y Léaming Centers Program ,bogun—nr?O'OU' This program

e

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




