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Preface

mericans are frustrated that too little progress is being made in

reducing poverty and expanding opportunity. In a recent AEl/
Los Angeles Times survey, 70 percent of Americans said they believe
the conditions for the poor had either stayed the same or gotten
worse over the past 10 or 15 years, and 60 percent believe that most
poor people will probably remain in poverty. Clearly the promise of
upward mobility has not felt like a reality for many families stuck
at the bottom of the economic ladder. In fact, one study from Pew
Charitable Trusts found that 43 percent of Americans born in the
bottom fifth of the income distribution remain there as adults, and
more than 20 percent of children lived in poverty in 2014.

To be sure, the official poverty rate is a flawed metric because
it does not consider a significant amount of government-provided
assistance that raises many families” incomes above the poverty line.
Better measures of poverty show that we have made progress in
reducing material hardship, and experts from the left and right agree
that the poor today are better off materially than in the past.

But they are better off largely because of government assistance,
not because they are working or earning more on their own—and
therein lies the current dissatisfaction. Poverty fighters across the
political spectrum have consistently said that helping low-income
Americans achieve sufficient earnings should be the goal of our anti-
poverty efforts. The AEI/Los Angeles Times survey found that more
than half of Americans living in poverty said that the main purpose
of welfare programs should be helping poor people get back on their
feet again, not simply providing for their material needs.

Thankfully, most mainstream leaders understand the key princi-
ples of a better approach. Able-bodied adults need to work because
steady employment almost always leads a family out of poverty,
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provides opportunities for upward mobility, and is a source of dig-
nity and purpose. Children are best off when they are raised by two
committed parents, which is most likely to happen in marriage. And
society must maintain a safety net that reduces material hardship,
ensures that children can be raised in healthy environments, and
rewards individuals who work.

However, translating these principles into effective public policy
and detailed legislation is a difficult task. My hope is that this volume
will be a useful resource for those trying to do just that. In the pages
that follow, we have brought together academics and practitioners with
decades of experience studying and implementing the crucial federal
programs that assist low-income Americans. Each essay will discuss a
program5 history, what research and personal experience show about
its effects, and one experts view of how to help it work better.

Of course, not all of the problems facing low-income Americans
will be solved by federal antipoverty programs. But political reality
dictates that these major programs are not going to disappear anytime
soon, meaning leaders who are serious about helping poor Ameri-
cans should learn how they work and develop an agenda for improv-
ing them. Moreover, many of these assistance programs do reduce
poverty and, with thoughtful reform, could be even more effective
in helping struggling Americans move up. This volume intends to
help policymakers understand how each program functions—its
strengths, as well as its weaknesses.

Policymakers have an important responsibility, along with the rest
of civil society, to develop a safety net that works and better helps
poor Americans increase their earnings. When President Johnson
declared our nation’s “war on poverty,” he defined our task as striving
to “replace despair with opportunity.” While none of the authors pre-
sented here have all the answers, I hope these analyses and proposals
can help us move toward finally living up to that mission.

Robert Doar
Morgridge Fellow in Poverty Studies
American Enterprise Institute



The Earned Income Tax Credit

BRUCE D. MEYER
University of Chicago; American Enterprise Institute;
National Bureau of Economic Research

Since its inception in 1975, the federal earned income tax
credit (EITC) has grown dramatically and is now the larg-
est antipoverty program for the non-aged in the United States. In
2014, 28.5 million tax units received EITC payments totaling
$68.3 billion, according to IRS data. As a result, the EITC lifted an
estimated 7.3 million individuals above the poverty line. In addi-
tion to directly raising incomes, the EITC has sharply changed work
incentives, currently increasing the after-tax wage by up to 45 per-
cent for those with low earnings.

The EITC is part of the tax system and does not require people
to have a tax liability that the credit offsets. A person without a net
tax liability receives it as a payment that, in 2016, could be as large
as $6,269.

The fundamental problem in designing tax and transfer pro-
grams for those with few resources is that such programs typically
undermine work. The EITC5 goal has been to transfer income while
encouraging work. This feature led to the political support for its ini-
tial adoption and subsequent expansions.! The program has become
increasingly prominent during a time when policymakers have
sought to reduce the dependence encouraged by welfare programs.

In this paper, I first summarize how the EITC operates and
describe the characteristics of recipients. I then discuss empirical
work on the EITCs effects on income distribution, labor supply,
and other outcomes. Next, I discuss a few policy concerns about
the EITC: possible negative effects on hours of work and marriage

1



2 A SAFETY NET THAT WORKS

and problems of compliance with the tax system. Finally, I briefly
discuss the likely effects of further expanding the credit in ways
suggested by several proposals.

How the EITC Works

The EITC provides an earnings subsidy to families that satisfy three
criteria. First, a family must have a wage earner, since only those
who work are eligible. Second, a family must have low income. In
2016, a single-parent family with one child was eligible if its income
was below $39,296, while a family with two children could earn
up to $44,648, and a family with three children could earn up to
$47,955. A two-parent family could earn $5,550 more than these
amounts and still receive the credit. Third, while a small EITC (up
to $506 in 2016) is available to the childless, to receive a significant
EITC, a family has to have resident children. In 2016, the max-
imum credit was $3,373 for a family with one child, $5,572 for
a family with two children, and $6,269 for a family with three or
more children (see Table 1).

Because the EITC is refundable, a family can receive the credit
even if it does not have an income tax liability. In the vast majority
of cases, the credit is received as a lump sum as part of a tax refund
early the following year. The tax filer must fill out a one-page form
with information on the qualifying child or children that is submit-
ted with the rest of the tax return. In summary, the credit subsidizes
poor parents’ work as it transfers income to them.

To help visualize the EITC, Figure 1 shows the schedule for two
types of households in 2016. The top schedule, for single-parent
families with two children, provides a much larger credit at all
income levels than that for childless individuals, shown under-
neath. Both schedules provide an earnings subsidy initially as the
credit is phased in: 40 cents for each dollar earned for the first
$13,930 for those with two children, and 7.65 cents for each dollar
earned for the first $6,610 for the childless. For example, a single
mother with two children who earned $10,000 would receive a
$4,000 credit.
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Table 1. Earned Income Tax Credit Schedule Parameters, 2016

Phase- Phase- Maximum Phase- Phase- Phase-

In In Credit Out Out Out
Rate Ends Amount Begins Rate Ends
(%) ) ) %) (%) )
Filing Status: Single
Childless 7.65 6,610 506 8,270 7.65 14,880
1 Child 34 9,920 3,373 18,190 156.98 39,296

2 Children 40 13,930 5,572 18,190  21.06 44,648
>2 Children 45 13,930 6,269 18,190 21.06 47,955

Filing Status: Married Filing Jointly

Childless 7.65 6,610 506 13,820 7.65 20,430
1 Child 34 9,920 3,373 23,740 15.98 44,846
2 Children 40 13,930 5,672 23,740 21.06 50,198
>2 Children 45 13,930 6,269 23,740  21.06 53,505

Source: Tax Policy Center, “Earned Income Tax Credit Parameters, 1975-2016,” Jan-
uary 5, 2016, http://www.taxpolicycenter.org/sites/default/files/legacy/taxfacts/content/
PDF/historical_eitc_parameters.pdf.

In the flat, or plateau, part of the schedule, the total credit received
does not change with earnings. However, with additional earnings
beyond the plateau, the credit is decreased in the phaseout region,
resulting in an implicit tax on earnings at a rate just over 21 percent
for those with two children. For those with one child, earnings sub-
sidies, credits, and implicit taxes are somewhat lower, while for those
with three or more children, everything is higher.

Who Receives the EITC

The eligibility requirements mean the EITC targets certain types
of families: those headed by a single mother and large families. As
Table 2 indicates, in recent years, more than 61 percent of the dollars
spent on the EITC went to single parents (those with a head of house-
hold filing status). Larger families received most of the dollars as well.
In 2014, 60 percent of all dollars were received by families with two
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Figure 1. Earned Income Tax Credit Schedule for Childless
and Those with Two Children

Plateau
5,572 frommmmmmmmmmm s = — = - 5 N
N
N
N
N
N
\\

N 2 Children (Single)
% Phase-In Ra:e Phdseout Rate /
= 40% 21.06% SN 2 Children (Married)
o N _—
= N
o N

N
N
N
N
\\
Childless (Single) Childless (Married) N
506 fofforeereoeacs s .
7.65% 7.65% Tt *
0 6,610 13,930 18,190 23,740 44,648 50,198  Earnings ($)
8,270 13,820 20,430

14,880

Source: Tax Policy Center, “Earned Income Tax Credit Parameters, 1975-2016,” Janu-
ary 5, 2016, http://www.taxpolicycenter.org/sites/default/files/legacy/taxfacts/content/
PDF/historical_eitc_parameters.pdf.

or more eligible children. While qualifying households without a
child were more than a quarter of recipient households, they received
just 3 percent of the dollars paid through the credit.

How the EITC Affects the Distribution of Income

The EITCs effect on the income distribution is among its most
important effects. A convenient way to gauge the EITC’s distribu-
tional effects is to ask how many people it raises above the poverty
line.? The EITC raises more people above the poverty line than any
other government program or tax policy except Social Security. In
2014, 7.3 million individuals were raised above poverty, more than
four million of whom were children.? If we believe investments in
children are especially productive,* then the EITC is particularly
well targeted.

While no other antipoverty program reduces the poverty rate as
much as the EITC, its effects are concentrated just under the poverty
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Table 2. Earned Income Tax Credit Benefit Amounts and
Number of Recipients, by Number of Qualifying Children, 2014

Number Amount

Recipient Characteristics (Millions) ($ Millions)
By Filing Status of Recipient (Estimates)*

Head of Household 13.98 41,686.90
Joint 6.56 20,501.75
Single 7.99 6,150.53
Total 28.54 68,339.18
By Number of Qualifying Children

Without a Qualifying Child 7.38 2,120.94
With One Qualifying Child 10.49 24,976.43
With Two Qualifying Children 7.21 27,075.03
With Three or More Quialifying Children 3.45 14,166.78
Total 28.54 68,339.18

Note: Numbers and amount by filing status are estimated using percentages reported
in The Earned Income Tax Credit (EITC): An Overview by Gene Falk and Margot L.
Crandall-Hollick.

Source: IRS, “ SOl Tax Stats — Individual Income Tax Returns Publication 1304,” Table 2.5,
https://www.irs.gov/uac/soi-tax-stats-individual-income-tax-returns-publication-1304-
complete-report; IRS, Earned Income Tax Credit, “Statistical Sample,” https://www.eitc.
irs.gov/EITC-Central/press/statistics/statsmpl; and Gene Falk and Margot L. Crandall-
Hollick, The Earned Income Tax Credit (EITC): An Overview, Congressional Research
Service Report, January 19, 2016, https://www.fas.org/sgp/crs/misc/R43805.pdf.

line.> The largest percentage changes in incomes from the EITC tend
to be for families with incomes near 75 percent of the poverty line, in
contrast to other programs such as Temporary Assistance for Needy
Families (TANF) and the Supplemental Nutrition Assistance Program
(SNAP), which are targeted to those with the very lowest income.

The minimum wage is a policy alternative to the EITC that has
often been promoted as helping low-wage workers. But the mini-
mum wage is more poorly targeted than these transfer programs,
with a large share going to children and secondary workers in
well-off families.6
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In interpreting changes in poverty due to the EITC and transfer
programs, one must keep in mind that changes in taxes and trans-
fers may alter pretax and pretransfer incomes. A full analysis of the
behavioral effects of these programs is beyond the scope of this paper.
However, one would expect that the mechanical effects of the EITC
on poverty indicated here understate the effects on incomes, given
the evidence in the literature (summarized below) of mostly positive
labor supply effects. On the other hand, transfer programs such as
TANF and SNAP likely reduce pretransfer earnings, suggesting that
any direct poverty-reducing effects of these programs overstate the
effects once incorporating behavioral responses. Thus, this consider-
ation would indicate that the calculations summarized here understate
the EITC: true effects but overstate the effects of the other programs.

Researchers have examined whether the increase in income for
recipients and the form of the payment affect several outcomes. In
contrast to social programs that pay benefits evenly over the year,
most EITC recipients receive their benefits in a single check, averag-
ing more than $1,500. Lisa Barrow and Leslie McGranahan explored
whether the lumpy nature of EITC payments induces changes in
expenditure patterns among recipients, finding that consumption
rises, particularly for durable goods, in the months in which EITC
refunds are received.” Thus, the evidence suggests that the EITC
facilitates the purchase of big-ticket items by low-income families.

Additionally, Timothy Smeeding, Katherin Ross Phillips, and
Michael O’Connor examined a large sample of individuals filing 1997
income tax returns in Chicago.® These recipients tended to report
plans to use their credit for purposes beyond current consumption,
including savings, car purchases, tuition payments, residential moves,
and other uses that lead to economic and social mobility.

The EITC and Employment

I will now summarize the EITCs effects on work, particularly for
single mothers.® The EITC encourages work by making it unequiv-
ocally more attractive to single parents who are considering partici-
pating in the labor market at all over a year. Regardless of the hours
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level, the gain from working has increased. Given that for many
single mothers the net return to working is so low (weighing what is
gained by work compared to what is lost in welfare and other bene-
fits), a few thousand dollars can dramatically change the calculation
in favor of working.

I calculated with Dan Rosenbaum that the average net return to
working—defined as after-tax earnings plus the cash value of ben-
efits received if a woman worked minus the cash value of benefits
received if she did not work and averaged over the earnings distri-
bution of single women—was $7,270 in 1984.1° Tax changes, pri-
marily the EITC, raised that net return to work by an average of
$1,442 by 1996 (in 1996 dollars). The increase in incentives was
especially high for the lowest-skilled single mothers, those likely to
receive welfare benefits and who, if they worked, were likely to be on
the phase-in or plateau portions of the EITC schedule.

[ also examined with Rosenbaum the EITCS effect on the employ-
ment of single mothers using a simple structural model and found
that the employment of single mothers in 1996 was 7 percentage
points higher because of the EITC.!! We determined the labor sup-
ply effects in this study by contrasting employment changes for single
mothers with those of single women without children and employ-
ment differences across women with different numbers of children,
state taxes, and the real value of the credit relative to state living
costs. Other studies have found results that imply similar or even
larger estimates, exploiting mostly the same types of contrasts.!2

Hours of Work. The EITC’s expected effects on hours of work for
single parents are complicated. Most recipients are on the plateau or
phaseout section of the credit schedule, shown in Figure 1.13 Work-
ers whose level of earnings put them on the plateau section or on the
phaseout portion are in principle encouraged to reduce their hours
under the EITC. However, this theoretical prediction has not been
borne out in the data analyzed to date. This lack of an “hours effect”
is one of the more puzzling yet robust findings in the literature. 4
Various explanations have been offered for this surprising find-
ing. The most common are: (1) workers’ inability to freely vary their



8 A SAFETY NET THAT WORKS

hours because of employers’” preferences for certain hours, (2) mea-
surement error in hours reported, and (3) imperfect perception of
marginal tax rates.!> I think the most plausible explanation is imper-
fect perception of marginal rates. It would not be surprising if recip-
ients do not fully understand the tax schedule given the complexity
of eligibility rules and instructions.!® In recent years, the instructions
for the EITC have been a dense 13 or 14 pages. The marginal rates
are not reported on the tax forms anywhere, unlike the base income
tax rates, for which marginal rates are reported quite clearly on the
tax rate schedules. Most recipients do not fill out the tax forms them-
selves,!” and those who prepare tax returns for them do not rou-
tinely explain marginal rates to clients. Thus, a lack of a response to
the incentive to reduce hours may not be too surprising.

The EITCs expected effects on work and hours among couples
are even more complicated. Since at least one parent likely is work-
ing, the effects have some similarities to the hours effects for single
current recipients, which in principle means the working parent is
encouraged to work fewer hours. With couples, overall hours can
be reduced by one of the partners leaving the workforce or by one
or more partners reducing hours. The main evidence on this occur-
rence comes from research from Nada Eissa and Hilary Hoynes and
from Bradley Heim.!® While Eissa and Hoynes found that the main
effect is a reduction in participation by wives, Heim found mainly a
change in hours by those who do work. Both papers found a small
reduction in overall hours.

A caveat on the labor supply effects of the EITC is in order. The
increase in the number of low-wage workers caused by the EITC has
likely pushed down wages in low-skilled labor markets in general.
This wage reduction decreases the earnings and employment of oth-
ers. While estimating this effect is harder than estimating the labor
supply of recipients,'® the overall EITC labor supply effects are likely
overstated by the estimated effect on recipients alone.

Welfare Caseloads. The EITC reduces welfare receipt by making
work more attractive than welfare for a substantial number of single
mothers. In response to the welfare reforms of the mid-1990s and
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the almost contemporaneous EITC expansions, welfare caseloads
fell from more than five million families in 1994 to just over two
million by 2001. Caseloads have drifted downward since, reaching
1.6 million in 2014.20

In his study of welfare receipt among female-headed families, Jef-
frey Grogger estimated the EITCs effect by comparing those with
different EITC maximum benefit amounts due to schedule changes
over time and differences in the number of children.?! He concluded
that the EITC was responsible for about 15 percent of the decline in
welfare receipt in the 1990s. He argued that most of the reduction in
welfare cases is through a reduction in welfare entry.

Other Effects of the EITC. There is substantial evidence that the
EITC has beneficial effects on health and education, through either
increased household income or increased maternal work. Hilary
Hoynes, Douglas Miller, and David Simon found that the EITC expan-
sions in the 1990s reduced the chance of a low birth weight delivery,
an important indication of infant health.22 Gordon Dahl and Lance
Lochner found that EITC payments appear to increase child test
scores, but only in the short run.?3 William Evans and Craig Garth-
waite found improvements in women’s mental health.>* In all these
cases, it is unclear whether the improvements come from the adult
recipients” higher income or their increased likelihood of working.

Problems with the EITC: Hours, Marriage, and Compliance

Three important problems with the EITC are its predicted neg-
ative effects on hours, its potential to discourage marriage among
low-income workers, and the receipt of credits by ineligible filers.
The first issue, hours of work, has already been discussed. A con-
cern is that even if we cannot see in the data a reduction in hours
among single-mother recipients, the theoretical prediction is suffi-
ciently clear that it is likely to happen. If the reason we do not see
an hours response is that recipients do not understand the marginal
incentives, then if recipients’ understanding improves, the situation
might change, and an hours reduction may emerge.
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Raj Chetty and Emmanuel Saez field-tested a novel program
using tax preparers to educate recipients on the marginal incentives
to work under the EITC.2> Somewhat surprisingly, they found that
providing additional information on EITC incentives does not affect
average earnings. This result may be due to the difficulty in getting
tax preparers to successfully convey information about the phase-
out range marginal tax rates. In more recent work, Raj Chetty, John
Friedman, and Emmanuel Saez found that there seems to be learn-
ing over time about some features of the EITC, but this improved
knowledge does not clearly carry over to marginal tax rates for wage
and salary workers 26

A second concern is marriage incentives. The EITC as currently
designed has complicated incentives for marriage. The schedule
is the same for singles and couples except for the longer plateau
for couples, with the maximum benefit available to someone who
earns slightly more than full-time work at the minimum wage (see
Figure 1).

Because of this structure, the EITC encourages marriage for some:
those who have children but have little or no earnings. It discour-
ages marriage for others: those with children who are working full
time but remain poor. On net, more couples and potential couples
increase their EITC payments by divorcing or staying unmarried
than increase them by marrying or staying married. Thus, the EITC
discourages marriage somewhat overall.

Of the two most detailed studies that estimate the effects on
marriage, one found no effect, the other little or no effect on mar-
riage. David Ellwood conducted two analyses: (1) he examined
changes in marriage rates of women at different wage quartiles,
with the lowest quartile expected to be affected by the EITC, and
(2) he examined whether cohabitating couples marry, compar-
ing those whose EITC amount would rise with marriage to those
whose credit would fall.?” Nada Eissa and Hilary Hoynes deter-
mined marriage effects by comparing marriage rates for a sample of
married or cohabitating couples that differ in how tax and welfare
provisions affect their marriage incentives because their earnings
differ (and provisions change over time).28
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The final major concern about the EITC, and the one most in the
popular press, is noncompliance. Noncompliance means not paying
taxes that are due, either intentionally or unintentionally. The IRS
estimates that in recent years about 30 percent of credit dollars were
claimed in error.2? The most common source of error is a claim for
which a child is not eligible, most often because the child does not
reside with the claimant.

There are two different ways of thinking about EITC noncom-
pliance. If one’s reference point is state welfare systems, the credit
seems low on administrative expenses but high on take-up and non-
compliance. Because tax refunds are paid quickly and only a small
share have eligibility later verified through an audit, many ineligibles
receive the credit, and many eligibles receive overpayments. While
it is difficult to determine the share of such payments that are fraud,
certainly some are.

If one’s reference point is tax administration, it is not clear that
EITC noncompliance is higher than for other tax provisions. Fur-
thermore, a high share of tax-enforcement efforts has been devoted
to making sure those who receive the EITC are in fact eligible. EITC
recipients have been subject to a large share of audits relative to the
potential lost revenue. In fiscal year 2004, the EITC accounted for
48 percent of individual income tax return audits, despite it being
only 3—4 percent of the tax gap (taxes due that were not collected).
Even this share is probably overstated given the IRS methodology
that counts as an overpayment payments that should go to another
household member or relative.

In addition, a large share of cases in which payments are denied
are overturned when assistance is provided to filers to help them
understand the required documentation. Much of noncompliance is
probably driven by needless complexity—14 pages of instructions in
the overall tax guide and 56 pages in the EITC instruction booklet.

EITC Reforms

In an earlier paper, I discussed four types of EITC reforms: (1) pro-
viding a more generous EITC for three-child families; (2) modifying
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the tax schedule to reduce marriage penalties; (3) simplifying eligi-
bility criteria for the credit; and (4) providing a more generous credit
for single, childless individuals or noncustodial fathers.3? The first
was adopted as part of the American Recovery and Reinvestment
Act of 2009, and the second was addressed in a limited way under
Presidents George W. Bush and Barack Obama. Because marriage
penalties (and subsidies) remain, I will discuss this issue and the
third briefly here. The fourth, which I will also discuss, has been
proposed by Speaker Paul Ryan and President Obama.

Marriage Penalties. One can reduce marriage penalties in several
ways. One could change the married credit to be always twice the
credit for single parents, but that would be expensive. Other alterna-
tives that balance increased costs and penalty reductions have been
considered by Janet Holtzblatt and Robert Rebelein.3! For example,
one could extend the plateau of the schedule or lower phaseout tax
rates and thus extend the phaseout range for couples. Alternatively,
one could add a second-earner deduction, which would reduce the
amount of income subject to income tax for families with two earn-
ers in the phaseout range of the credit, thus flattening and extending
the phaseout. This last option is inexpensive relative to the alterna-
tives as nearly all the lost revenue goes toward reducing marriage
penalties, but it would require another worksheet to be added to the
tax forms.32 The approach adopted by Presidents Bush and Obama
was to extend the plateau of the EITC schedule for joint filers.

EITC Simplification. The EITC could be simplified in many ways.
The rules and instructions are extraordinarily complicated, which is
also true of other income tax provisions. As already mentioned, the
main instruction booklet includes 14 dense pages on the EITC, and
the dedicated booklet on the EITC is 56 pages.

Much of the complication with the EITC is determining who is a
child for EITC purposes. Current tax law has several definitions of a
child that apply to different tax credits. A clear simplification proposed
by the Presidents Advisory Panel on Federal Tax Reform would use
the same definition of a child in terms of relationship to the taxpayer,
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residency, and age for the EITC, the Child Tax Credit, and the deter-
mination of dependents (per child deduction from income).3> One
could also consider combining these three tax reductions for those
with children. This is a much greater change in the overall shape of
the tax schedule and could be more expensive but has been proposed
by others, including David Ellwood and Jeffrey Liebman.3*

An Expanded EITC for Those Without Coresident Children.
Finally, recent proposals have circulated to expand the EITC for the
childless.?> Such an approach necessarily increases marriage penal-
ties somewhat since it increases credits for the unmarried.

Variants on this idea were implemented in New York State and
the District of Columbia. These jurisdictions supplement the federal
EITC for noncustodial parents who have paid all child support that
accrued during the tax year. An excellent description of noncus-
todial parent EITCs can be found in research by Laura Wheaton
and Elaine Sorensen.3® The New York and DC noncustodial parent
EITCs have different age restrictions, with all those 18 and over
eligible in New York, but only those age 18-30 eligible in DC. The
New York credit is currently two-thirds of the state EITC for a single
taxpayer with one child, while the DC credit is 40 percent of the
federal credit for families with resident children (which depends on
the number of children).

These noncustodial parent EITCs and broader EITCs for all child-
less adults are not likely to affect labor supply per dollar transferred
as much as the current single-mother-focused EITC does, given that
most men already work, despite the low participation rate for some
groups, noted by Nicholas Eberstadt and others.3” It seems unlikely
that a childless EITC would have appreciable positive labor supply
effects. Considering that marginal tax rates are likely to increase for
most recipients who will be on the phaseout portion of the schedule,
and that the additional income from the credit may make recipients
feel less of a need to work as hard, the labor supply effects may even
be negative. An expanded EITC for the childless would, however,
provide a way to transfer income to another segment of the poor
without significantly discouraging work.
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Conclusions

In summary, the evidence indicates that the income-distribution fea-
tures of the EITC are quite good. The credit targets resources at those
below the poverty line, particularly families with children. It raises
more than 7.3 million people above the poverty line. While it is
especially aimed at people right under the poverty line, it also raises
2.8 million people above half the poverty line.

The empirical evidence on labor supply and marriage indicates
that the incentives of the EITC are remarkably favorable given the
resources transferred. Studies of the EITCs effects on employment
imply that the credit has sharply increased the portion of single
mothers that work.

Paul Ryan and others have proposed to expand the credit for the
childless. Two jurisdictions, New York and the District of Colum-
bia, have such credits, but for noncustodial parents. While they will
transfer income to those with few resources, EITCs for those without
resident children are unlikely to stimulate employment as success-
fully as the current EITC because the vast majority of this population
already works.
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Viewing the Food Stamp Program
Through a 44-Year Lens

RUSSELL SYKES
American Public Human Services Association

s a novice to the social services world, I began employment in

1972 as an outreach worker in the Emergency Food and Med-
ical Services Program of a rural Community Action Agency (CAA)
in Gettysburg, Pennsylvania.! The Food Stamp Program (FSP),
now the Supplemental Nutrition Assistance Program (SNAP), was
optional for localities at the time and was not yet nationwide.

My job was to travel the rural back roads to locate low-income
families and help them enroll in the program. We also worked to
fulfill another CAA goal, which is now largely defunct: “maximum
feasible participation” by the poor in social programs. Practically,
this meant recruiting a council of poor individuals to be involved in
discussing and helping design programs that would improve their
economic future.

Since then, I have continued to work in social services, including
the FSP/SNAP, at every level of government and in many capaci-
ties outside of government. I have been a direct service provider;,
a researcher; a deputy commissioner in New York State, where I
administered SNAP; a congressionally appointed member of the
National Commission on Hunger; and a consultant on a variety of
human service issues to major research and policy organizations. I
currently direct the American Public Human Services Association’s
Center for Employment & Economic Wellbeing (APHSA-CEEWB).
It is hardly a stretch to say that I have been in or around the program
since its inception.
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Over that time, I have seen the FSP/SNAP grow from a small,
inexpensive, and fairly straightforward elective program to a large
and increasingly complex program that is the principal means by
which the federal government reduces food insecurity (as distin-
guished from abject hunger and malnutrition, which are rare in the
US). It has improved the material well-being of many people and is
a crucial support. But it is also ripe for change in some areas. This
chapter’s purpose is to outline the program, describe how it devel-
oped into its current form, and address several questions policymak-
ers would do well to consider moving forward.

The Supplemental Nutrition Assistance Program

SNAP is our nation’ principal nutrition assistance program for low-
income Americans and is one of the largest means-tested programs
in both reach and cost. For most, it is an entitlement—if you meet
the eligibility criteria and apply, you receive the benefit—and the
federal government pays for the benefits in their entirety. In 2015,
SNAP provided 45 million people with benefits in the average
month, and benefits averaged about $125 per person per month for
a total annual federal cost of about $70 billion >

Benefits are provided to enrolled households via an Electronic
Benefit Transfer (EBT) card, which is similar to a debit card and is
refilled with funds each month. Benefits can be used to purchase
nearly any food item available in participating stores, and there are
more than 250,000 authorized retailers across the country.> Items
such as alcohol, tobacco, and paper products are not eligible for pur-
chase with SNAP benefits.

SNAP is designed to supplement a household’s spending on food
but not pay for a households food costs in their entirety. Households
receiving the benefit are expected to contribute 30 percent of their
own net income after certain deductions toward food costs. The
US Department of Agriculture (USDA) determines the maximum
monthly amount of benefits for a given household size based on the
cost of its Thrifty Food Plan, which is a basket of foods that provide
adequate nutrition at minimal cost.
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If a household has no net income after certain deductions, the
USDA issues that household the maximum monthly benefit (in 2016,
$511 per month for a family of three). For households with some net
income, the maximum benefit is determined by subtracting 30 per-
cent of the household’s income from the maximum benefit amount
for that household size.* This means that as households earn more,
they are expected to contribute more of their own income toward
food. It also means that they lose about $0.25 of SNAP benefits with
each additional dollar earned, after deductions.

Eligibility is determined at the household level. Households are
defined as groups of people who prepare food together rather than
groups of people who live together; multiple SNAP households can
live in one residence. To be eligible, households must have monthly
gross incomes below 130 percent of the federal poverty level (in
2016, $2,117 per month for a household of three) and net incomes
below 100 percent of the federal poverty level. Net incomes are cal-
culated by deducting from gross income portions of the cost of var-
ious living expenses such as rent, utilities, and child care. A portion
of any earned income is also deducted. Eligibility is also subject to
an asset test: the typical household cannot have more than $2,250
in liquid assets to be eligible. This requirement can be waived.
(I will discuss why this is problematic later.) Typically, a principal
residence is not counted, and neither is the household’s primary
vehicle, although there is some variation among states.”

SNAP benefits flow disproportionately to those struggling the
most—a surprisingly diverse population. In 2014, 58 percent of
SNAP benefits flowed to the 43 percent of SNAP households with
gross incomes of 50 percent or less of the federal poverty guidelines.®
In that same year, 22 percent of households receiving SNAP reported
no gross income; 41 percent reported no net income; and only
31 percent had earnings. (Public benefits, such as Temporary Assis-
tance for Needy Families and Supplemental Security Income, count
as income but not earnings.) Furthermore, 10 percent of recipients
were elderly; 44 percent were children; and the rest were nonelderly
adults. Among adults, SNAP recipients are disproportionately female,
at 62 percent of nonelderly adults and 63 percent of elderly adults.”
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How We Got Here

A program that now serves about one in five American children and
45 million people did not appear overnight. SNAP has evolved and
grown into its current form over roughly the past 50 years.

Food assistance was initially as much a farm subsidy program as
an antihunger effort. In the late 1930s, farmers were producing sur-
pluses they could not sell. Many cities were plagued by high unem-
ployment, and some people could not afford food.

In response, the Department of Agriculture developed a program
to solve both issues. It allowed households to purchase orange cou-
pons, which could then be used to purchase food. One dollar would
purchase a coupon worth one dollar, which could be redeemed for
one dollars worth of any food at participating retailers. Orange cou-
pons were intended to replace existing purchases. For each dollar of
orange coupons purchased, households would receive $0.50 in blue
coupons at no cost. Blue coupons were redeemable only for food
items determined to be surplus goods. But the program ended when
unemployment fell and surpluses evaporated.

Under President Lyndon B. Johnson, the FSP became perma-
nent, following a host of pilot projects initiated under the Kennedy
administration. The Food Stamp Act of 1964 maintained the general
structure of purchasing food coupons worth more than the dollars
paid for them. Over the next decade, program rules were standard-
ized nationally, including the 30 percent household contribution,
and states were required to expand the program to all jurisdictions.
Participation grew from 500,000 to 15 million individuals between
1965 and 1974 8

The program changed significantly in the late 1970s, when the
rallying cry for change became elimination of the purchase require-
ment (EPR). The push grew from the concern that households had
difficulty finding the upfront cash to buy their food-stamp allotment.
After EPR was implemented in 1979, the 30 percent household food
contribution became a paper expectation rather than an upfront cash
outlay. Participation increased by 1.5 million in the month following
the bills passage.”
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Calls to destigmatize the program gained momentum in the
mid-1980s. The concern was that requiring recipients to use paper
stamps to purchase food caused some to decline participation for
fear that they would be frowned on by cashiers and other shoppers.
This led to the EBT card, which made food stamps far less distin-
guishable from other forms of payment. In the late 1980s, Congress
officially allowed all states to use EBT and passed other changes that
expanded program access.

But as program participation and costs continued to grow, the
Clinton administration and Congress enacted sweeping welfare
reform, which included major changes to the FSP in the Personal
Responsibility and Work Opportunities Reconciliation Act of 1996
(PRWORA). Changes included eliminating eligibility for most legal
immigrants, imposing stronger work requirements on able-bodied
adults without dependents (ABAWDs) by limiting benefits to three
months in any 36-month period for those who were not working or
participating in a work program for at least 20 hours per week, and
establishing stricter sanctions for noncompliance. PRWORA also
made EBT mandatory for all states.

The focus on tighter eligibility and work requirements soon
waned. The 2002 Farm Bill restored eligibility to qualified aliens
who had been in the US for five years and to qualified alien children
regardless of how long they had been in the US. It also adjusted
the standard deduction by family size and indexed it to inflation;
simplified reporting, which greatly relaxed how often households
needed to report changes in income; and lengthened certification
periods. Participation increased substantially to 26 million people
in July 2006.10

The 2008 Farm Bill maintained emphasis on outreach and access.
The legislation further simplified income reporting, allowed states to
submit waiver requests to replace face-to-face interviews with tele-
phone interviews and signatures, and extended transitional benefits
to those leaving state cash assistance programs. To further destigma-
tize assistance receipt, the federal program changed its name from
the Food Stamp Program to the Supplemental Nutrition Assistance
Program (SNAP).
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The Great Recession and modifications to the program in response
to it further expanded participation. Under the American Recov-
ery and Reinvestment Act, projected future benefit increases were
fronted, increasing SNAP benefit amounts by 13.6 percent. Partic-
ipation and costs hit all-time highs: by 2013, 47.6 million people
received SNAP benefits worth more than $76 billion.!! Ultimately
this increase turned out to be higher than actual food price inflation
and was rolled back starting in November 2013, in part to pay for
spending on other social programs.

With the economy improving, the 2014 Farm Bill shifted focus
back to reducing costs and increasing work. The final bill reduced
spending by an estimated $8 billion over 10 years by narrowing
the “Heat-and-Eat” loophole. This loophole allowed nominal state
contributions (as little as $0.10 per month) toward the utility costs
of SNAP households through the Low-Income Heating and Energy
Assistance Program (LIHEAP) to permit participants to claim a sub-
stantial “standard utility deduction.” But many recipients lived in
housing where utility costs were included in the cost of rent. Because
utility costs and a portion of rent are both separately deducted from
gross income in calculating SNAP benefits, this amounted to a legal
double-counting of utility costs that increased household SNAP ben-
efits by as much as $90 per month.

States aggressively pushed the LIHEAP as a mechanism to draw
down federal dollars. The final legislation responded by requiring a
$20 annual minimum utility assistance contribution from states to
qualify households for these deductions.!? Anecdotal evidence sug-
gests that it probably did not close the door entirely—the gains in
additional SNAP benefits are still several times higher than the new
utility contribution floor.

The debate over the bill also raised concerns about nonworking
able-bodied SNAP beneficiaries. The final bill included $200 million
to fund pilot projects in 10 states to test the effectiveness of various
education and training programs for SNAP recipients. Target popu-
lations included ABAWDs, those with low skills, and those working
low-wage or part-time jobs. >
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SNAP’s Strengths

SNAP benefits provide crucial supports for eligible low-income
families and individuals to assist them in purchasing food, support
work for those with low earnings, and respond quickly to economic
downturns.

SNAP appears to be effective in achieving its primary goal: reduc-
ing food insecurity. The best measure is very low food security
(VLES), which the USDA defines as a household in which “eating
patterns of one or more household members were disrupted and
their food intake reduced, at least some time during the year, because
they couldn't afford enough food.” This is distinct from low food
security (LFS), which is defined as “reduced quality, variety, or desir-
ability of diet [but] little or no indication of reduced food intake.”14
In 2014, 5.6 percent of households in the United States contained at
least one family member who experienced VLFS.1>

Measuring SNAPs impact on VLES is difficult for a variety of
reasons—for example, SNAP recipient households differ in import-
ant ways from non-SNAP households—and research on the ques-
tion is mixed. My view is that the best evidence points to SNAP
substantially reducing VLES, although there are anomalies. A recent
evaluation from the USDA estimated that participation in SNAP
reduced the share of households experiencing VLES by between
12 and 19 percent. Less severe LES was reduced by between 6 and
17 percent.'® SNAP receipt is generally associated with increased
food availability and caloric intake.

SNAP also reduces poverty. Analysis from the Center on Budget
and Policy Priorities, using the government’s Supplemental Poverty
Measure, which counts SNAP as a financial resource, found that
SNAP kept 4.8 million people out of poverty in 2013, including
2.1 million children. SNAP appears to be particularly effective for
the most vulnerable, lifting 1.3 million children out of deep poverty
(50 percent or less of the poverty threshold) in 2013.'” This is no
surprise because SNAP is most generous to those with the lowest
incomes. Some have even suggested that SNAP is best understood as
an income-transfer program rather than an antihunger program and,
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relatedly, questioned which congressional committees are best suited
to legislate it. (This is mostly beyond my scope here, but I discuss it
briefly in the concluding section.)

Receipt of food assistance may also have beneficial long-term
impacts, especially for children. I find most interesting a recent pair
of studies that use the FSP5 staggered rollout across states in the
1960s and early 1970s.'8 They find that maternal access to food
stamps reduced the incidence of low birth weight. New work from
Hilary Hoynes, Diane Schanzenbach, and David Almond referenced
in a 2016 White House report on SNAP suggests that access to food
stamps in utero and during early life decreased rates of obesity by
16 percentage points and increased high school graduation rates by
18 percentage points.' The authors also find positive impacts on
measures of earnings and self-sufficiency for women.

SNAP is also highly responsive to economic conditions. In times
of economic distress, more people become eligible for the program
and more people receive benefits—as evidenced by the substantial
increase in enrollment and spending during the Great Recession.
Poor communities typically benefit the most from SNAP%s economic
responsiveness. VLES actually decreased among low-income house-
holds during the recession, even as millions more enrolled in the
program, although VLEFS for the general population rose during this
period.?° This stands in contrast to other safety-net programs, such
as housing assistance, which do not respond to fluctuations in need.

Second, its reach among eligible people is very high by safety-
net program standards. In 2012, the program provided benefits to
83 percent of those eligible.?! Perhaps more significantly, the pro-
gram provided 96 percent of the total benefits that would be dis-
bursed if 100 percent of eligible individuals participated in the
program. This is because those most in need participate at the high-
est rates and receive the largest SNAP benefit amounts.?” This is an
astounding percentage.

Finally, as measured by a mandatory quality control (QC) system,
the vast majority of its payments are issued appropriately. The program
correctly issues 96.34 percent of its payments (neither substantially
overpaying nor underpaying households).?> This stands in contrast
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to other public assistance programs, such as Medicaid, which in 2015
improperly issued 9.8 percent of payments, valued at $29.1 billion.**
SNAPSs improper-payment rate has improved substantially over time,
falling by half since 2000. Of course, some of this progress is due
to loosened eligibility criteria. Recently, however, the Office of the
Inspector General and the USDA have expressed concerns with how
states are operating their QC systems and have taken steps to further
improve it. (This process is ongoing and beyond my scope here.)

Key Questions for SNAP Reform

While the program certainly has many positive aspects, it is far from
perfect. Its deficits demand attention. What follows is a discussion of
key questions surrounding SNAP that should be addressed.

Are current levels of nonwork among SNAP recipients concern-
ing? The short answer is “yes.” But first it is important to clarify
who we are talking about regarding work. The majority of SNAP
recipients are not expected to work; 64 percent of the caseload is
comprised of children, the elderly, and individuals with disabilities.
The relevant question about work and SNAP concerns the 36 per-
cent of the caseload comprised of nonelderly, able-bodied adults,
particularly those without dependent children.?

These are people we would expect to be working or engaged in
allowable work-preparation activities, but most of them are not. In
2013, only 33 percent of nonelderly and nondisabled adults reported
any earnings in the year they received SNAP , falling from 37 percent in
2000.%° In raw numbers, the growth has been dramatic. From 2000 to
2013, the number of nondisabled, nonelderly adults receiving SNAP
but reporting no earnings more than tripled, from 3.1 million to
11.3 million.?” Among able-bodied adults age 18-49 without depen-
dent children—those most expected to work—work rates are even
lower. In 2014, 4.7 million ABAWD:s received SNAP, up from about
2 million in 2000. Only 24 percent reported any income from earnings.?®

SNAP is structured to soften the blow when people lose their
jobs. It is no surprise that enrollment rose substantially during the
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economic downturn. And there are many nuances—many of these
individuals receive SNAP for only a brief period before returning to
work. But SNAP is often sold as a work support that helps low earn-
ings go further. When about two-thirds of able-bodied adults and
about three-quarters of ABAWDs receiving SNAP are not working,
this characterization becomes somewhat misleading. SNAP, work-
ing with other programs, must do a better job addressing the issue
that often makes work-able adults eligible for the program in the
first instance: nonwork.

A strong case could be made for stricter enforcement of the exist-
ing work requirement for ABAWDs. This requirement has never
been as effective as it should be—the 1996 legislation allowed states
to exempt 15 percent of the ABAWD caseload from the requirement
and request waivers related to the requirement. States have varied
widely in how aggressively the requirement is enforced.

Work requirements were waived in most states during the reces-
sion, but states are being required to reinstitute them now that the
economy has improved.?” Initial evidence from early movers, such
as Kansas, shows positive impacts on work levels and earnings. That
said, concerns remain that earnings levels are still quite low.

The availability of work programs is also a concern. Many states
are scrambling to provide adequate slots either in job search, work
experience, or other allowable activities for those currently not
employed, and historically, the USDA Food and Nutrition Service
(FNS) and many states have paid too little attention to making these
programs available and accessible to unemployed ABAWDs. States
too often do not track the success of ABAWDs who exit the program
to get a sense of how they are affected.

Moving forward, the requirement should be enforced more
aggressively and uniformly, but with an eye toward these issues. In
my view, if states cannot provide sufficient opportunities for engage-
ment activities or actual job placement, ABAWD participants should
not be denied benefits.

For the broader able-bodied adult population, SNAP has long had
work-registration rules. But several times more people are registered
for work than actually participate in allowable work activities.>



RUSSELL SYKES 29

This is because states have significant discretion in determining the
level at which they attempt to place recipients in employment or
otherwise engage them in assigned activities at all. Until recently,
the USDA-FNS and most states, with a few notable exceptions, have
not aggressively pursued job placement or sought to make sure that
able-bodied adults are actually assigned to activities under SNAP
Employment and Training (E&T). At a minimum, states should be
required to assign able-bodied adults in SNAP to work activities,
giving then an extra nudge toward employment or the training and
assistance that may help them find a job. I am hopeful that results
from the 10 state pilot projects will provide more concrete guidance
on strategies in this regard.

For too long, SNAP has been a transactional program. It has
become adept at accurately issuing benefits to those meeting its eli-
gibility criteria. It is less successful at asking this second question:
what has put you in a position to need SNAP, and how can we help
you get a job? The program must do a better job of making employ-
ment central to its interactions with beneficiaries and providing the
support they need to secure employment.

To its credit, the USDA, since the enactment of the Work{orce
Innovation and Opportunity Act in 2014, which tied together mul-
tiple employment-related programs, has expanded its emphasis and
commitment to SNAP E&T. It has moved from a token one-person
overseer nationally to a solid team of five or more full-time staff and
a staff person in each regional office assigned to work with states to
truly emphasize employment in SNAP. But while there are increas-
ingly some small bright spots, years of complacency and inattention
will take time to overcome.

Are expansion efforts such as broad-based categorical eligibility
a good use of funding? Do the program’s asset tests make sense?
There are two tiers of categorical eligibility under SNAP. One is basic
categorical eligibility (Cat-ED), and it is quite simple. Recipients of
cash benefits through Supplemental Security Income, Temporary
Assistance for Needy Families (TANF), or state General Assistance
are made automatically (“categorically”) eligible for SNAP and do



30 A SAFETY NET THAT WORKS

not need to be deemed eligible through the program’s customary
income and asset tests. The rationale is that making recipients go
through separate determination processes for two low-income pro-
grams, when the eligibility requirements of both programs are quite
similar, adds unnecessary administrative cost.

Broad-based categorical eligibility (BBCE) is different. It allows
states to confer SNAP eligibility to households by providing noncash
services through TANE For example, many states provide house-
holds with a TANF-funded brochure or a referral to a 1-800 tele-
phone hotline and count households receiving these services as
categorically eligible for SNAP. Under BBCE, states may make eligi-
ble all households with gross incomes below a level that they set—as
high as 200 percent of the federal poverty level (versus 130 percent
under SNAP eligibility rules). However, these households must still
meet the net income threshold for SNAP to be eligible.

States may waive asset tests entirely under BBCE and still confer
eligibility. Forty states, the District of Columbia, Puerto Rico, and
Guam use BBCE to waive SNAP resource limits entirely or increase
the amount of allowable resources significantly and still remain eligi-
ble. In all but five of these jurisdictions, no asset test is required for
SNAP eligibility conferred via BBCE.>!

The workaround on income rules confers eligibility to many
households that otherwise would not be eligible for SNAP because
their gross incomes exceed 130 percent of poverty. In 2010, 473,000
households in the states that apply BBCE were eligible for SNAP
despite having gross incomes in excess of 130 percent of poverty.>?
Because states that have waived the asset/resource test for SNAP do
not keep data on household resources, it is impossible to know the
number of households that have become eligible via BBCE despite
having resources in excess of traditional SNAP asset thresholds.

Cat-El is useful because recipients must pass strict eligibility and
asset tests as part of receiving significant benefits through programs
in which states have a financial stake. It reduces administrative
duplication. BBCE is different. Recipients of the services that trigger
BBCE do not have to pass such tests, and states need not spend a lot
of money to provide services. Although BBCES real impact on SNAP
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enrollment and spending is relatively small, waiving traditional pro-
gram eligibility rules for this population weakens the targeting of
SNAP to those most in need and raises questions about program
integrity and congressional intent. It should be ended.

There may be some merit to arguments that net incomes mat-
ter more than gross incomes, especially in areas with a high cost of
living. But BBCE is not the right way to address this. Any eligibility
changes should be made intentionally in the federal program by fed-
eral policymakers—for example, by increasing gross income limits
or expanding deductions for child care and shelter costs—not by
giving states license to expand eligibility to previously ineligible fam-
ilies, whether or not they have substantial expenses.

The same principle applies to SNAP asset tests. Federal policy-
makers should definitively decide on the appropriate asset limit in
SNAP and expect and require states to adhere to that limit. They
should not provide an outlet for states to define asset limits as they
see fit or waive them entirely, particularly because SNAP benefits
are entirely federally funded. Few states balk at the chance to draw
down more federal dollars.

That said, a strong argument should be raised for increasing fed-
eral asset limits for all SNAP participants. The current $2,250 in
countable assets ($3,000 for households with an elderly member) is
very low and likely discourages savings and participation in formal
financial institutions.>* I would propose raising this limit to at least
$7,000, while repealing BBCE to prevent states from waiving asset
tests, making asset rules more realistic and uniform across states.
This would allow more households to accrue modest savings while
assuring the public that means-tested benefits are not flowing to
households not intended to receive them.

Should we be concerned about SNAP’s high caseload and its
slow decline after the recession? Yes, but with important caveats.
By early 2016, the SNAP caseload declined by 2.6 million people
after peaking at an all-time high of 47.6 million in 2012. Annual
costs have also declined from more than $76 billion to just under
$70 billion.>*
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But SNAP participation has remained far above its levels before
the recession (27 million in 2007), and the caseload’s decline has
been quite slow. Given that the unemployment rate has halved since
2011, one would expect faster declines in the caseload and spending
as more people find work. This raises questions as to whether the
program is as economically responsive as some claim.

Changes to SNAP are an important part of the story. Expanded
use of BBCE has contributed to higher caseloads. Benefit increases
through the American Recovery and Reinvestment Act of 2009
increased participation. The ABAWD work-requirement waiver has
not pushed the people most expected to work to take jobs as the
economy has begun to strengthen. Unreported income that would
be surfaced by a stronger emphasis on work requirements has also
likely played a role. These factors have likely contributed to higher
caseloads and slowed caseload declines in recent years. But elevated
benefit levels have now returned to normal, and the ABAWD waivers
are expiring in most places. Policy is returning to normal, except for
BBCE. It is likely that moving forward, the caseload will therefore
decline more.»

But perhaps the largest contributors are nonwork and contin-
ued weakness in the labor market. The unemployment rate does
not tell the complete story: it describes only how likely someone
looking for work is to secure employment and does not count
those who have given up the search. Many have. The labor force
participation rate among those who could and want to work and
whose unemployment insurance benefits have expired is near
an all-time low of 62.7 percent, having declined steadily since
2008.%¢ The overall employment rate (the share of people age 16
and older who have a job) remains 3.4 percentage points below
prerecession levels.?’

Slow wage growth for those at the bottom is also a likely con-
tributor. A much larger share of the population continues to have
incomes below 130 percent of the poverty line than before the reces-
sion, and as a result, more people continue to be eligible for SNAP38

This underscores that SNAP needs to do more to connect non-
working recipients with a job. With unemployment hovering
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around 5 percent, finding work is no longer unrealistic in many
communities around the country. The program should not be con-
tent to provide benefits to those who are out of work—it should
engage them in programs and activities that help them reenter
employment. As it stands, SNAP could be faulted more with a sin of
omission than of commission.

The employment issue became more important with the pas-
sage of the Workforce Innovation and Opportunity Act (WIOA) in
2014 and subsequent final regulations in 2016. The main aspect of
WIOA is the integration of fragmented employment-related pro-
grams, such as those run out of the Department of Labor through
local American Job Centers, TANF in the Administration for Chil-
dren and Families within the US Department of Health and Human
Services (HHS), and SNAP E&T programs.

Are current household benefit levels under SNAP adequate? Yes,
in general. The purpose of SNAP is to supplement a household’s
income to allow them to afford a sufficient level of basic nutrition.
The USDA bases the maximum value of benefits on the cost of the
Thrifty Food Plan (TFP), which is a basket of basic foods that will
meet a given family’s nutritional needs at minimal cost. The USDA
calculates the cost of this basket of foods on a monthly basis to
account for food costs changing over time.

There are 15 different “market baskets” under the TFP that are
designed to meet the different nutritional needs of households
with people of different ages and genders. They contain ratios of
dairy, proteins, vegetables, and other foods in accordance with the
USDAs Recommended Dietary Allowances and Dietary Guidelines
for Americans.

A leading critique of the TFP—and the maximum benefit levels
based on it—is that it does not account for the time cost of preparing
food.> This argument suggests that households may not have the
time to prepare foods afforded under the TFP and, as a result, they
purchase foods that require less time to prepare. These foods tend to
be more expensive, leaving households short on funds and at higher
risk for food insecurity. In response, some have proposed adopting
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the USDAs more generous Low-Cost Food Plan, which provides
130 percent of the benefits of the TFP

This critique has some truth, but I see several problems with
it. One is that SNAP benefits based on the TFP do not account for
the 30 percent contribution of net income after deductions that
households themselves are meant to spend on food. Second, SNAP
benefits based on the TFP do not account for outside nutritional
resources that many children in SNAP households take advantage of.
Many receive free lunch through their schools, and some receive free
breakfast as well. A substantial number of SNAP households receive
benefits through the Special Supplemental Nutrition Assistance Pro-
gram for Women, Infants and Children (WIC). Many also participate
in summer programs that provide free lunch or breakfast or in a
pilot EBT program that increases SNAP benefits over the summer to
households with children (and is likely to be expanded). Arguments
concerning inadequate preparation time often refer to households
with children. But on a per-meal, per-person basis, these families
often already have resources exceeding TFP levels because of their
own purchase contribution and a substantial share of meals that are
not being paid for through SNAP

Second, it would be expensive. If SNAP benefit levels today were
suddenly changed to adopt the more generous food plan costs, the
aggregate cost of SNAP would rise from $69.6 billion to roughly
$90 billion. This does not account for the likely uptick in participa-
tion due to an increase in maximum benefits.*0 Even a more modest
increase, such as a 15 percent increase in the TFP cost as suggested
by Diane Schanzenbach, would represent a significant expense in
the current budget environment.*!

Third, even if lack of time for food preparation leads to higher lev-
els of VLES, the proposals seeking to address that issue go far beyond
the claimed problem. They would raise benefit levels for everyone
to address an issue associated with employment: lack of time. But
does this make sense when a large share of the adult caseload is not
reporting any earnings or is not expected to work at all? Probably
not. Few would argue that it is unreasonable to expect those with
time to prepare basic foods. And for the purchase of a basic selection
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of nutritious foods to be prepared in the home, the TFP is, by and
large, sufficient.

This said, more research could be done to explore the extent to
which lack of time affects VLFS, among which populations, and
whether benefit adequacy needs to be addressed. Should it be a sig-
nificant issue, small and rigorously evaluated demonstration proj-
ects targeting the most affected populations could explore whether
increased benefits are needed—for example, contrasting an increase
in the TFP to the current level or the Low-Cost Food Plan with the
TFP in a small area, concerning the impact on both food preparation
time and VLES in general. It seems this is the proper way to address
this concern, rather than rushing into a major new expenditure.*

Should SNAP more aggressively address health issues, such as
obesity? The United States has an obesity problem. Rates are higher
among the poor and even higher among those participating in SNAP
Over the period 2007-10, 40 percent of SNAP beneficiaries were
obese, compared to 30 percent of higher-income Americans and
32 percent of the non-SNAP poor.*?

This raises legitimate questions about the extent to which SNAP
addresses one of our nation’s most pressing public health issues. 1
believe that the program should take tough, but needed, steps to
ensure that public dollars are flowing toward nutritious foods, not
junk foods. Other government nutrition programs—such as the
WIC and, increasingly, school lunches—place strict limits on the
types or nutritional content of foods to which public dollars are
devoted. SNAP should consider doing the same.

A first step, endorsed by the National Commission on Hunger,
is to eliminate sugar-sweetened beverages (SSBs) from the list of
items that can be purchased through SNAP. SSBs are not nutritious,
and their effects on obesity are significant. By one estimate, SNAP
beneficiaries spend $1.7-2.1 billion per year of their assistance on
SSBs.** A recently released survey by the USDA found that 47.7 per-
cent of SNAP participants reported drinking a regular soda on the
day covered by the dietary recall survey, and 24.6 percent reported
consuming noncarbonated sweetened beverages.*> An earlier USDA
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analysis of the National Health and Nutrition Examination Survey
data estimated that 83 percent of SNAP participants consumed some
type of SSB on the intake day.*

That change will be difficult, which I learned through my role
in an unsuccessful effort to restrict SNAP use for purchasing SSBs
in New York. In the city, the overlap between the consumption of
SSBs and the obesity epidemic—with its attendant health problems
(diabetes and heart disease) and Medicaid costs—was significant in
many of the poorest boroughs. We asked: why should SNAP, unlike
other programs operated by the USDA-FNS and applauded by anti-
hunger advocates, have no nutritional standards, while all the oth-
ers clearly outline either the allowable food packages or nutritional
standards? Our proposal made this case and included an evaluation
component to review whether the proposed ban reduced the pur-
chase of SSBs or if SNAP recipients substituted their own money to
make the same purchases.

The proposal for the demonstration project revealed a disturbing
gulf between antihunger advocates aligned with the beverage indus-
try, which vehemently opposed the project, and a broad array of pub-
lic health organizations that fully supported it. While the denial letter
from the USDA was based (in my view) on slim reeds—for exam-
ple, that it is difficult for retailers to implement or that it is too large
a catchment area—the real reason was that the USDA succumbed
to the louder, better-funded voices of the antihunger and beverage
industries, which argued that free choice to buy any items with SNAP
dollars other than those already prohibited should trump broad pub-
lic health concerns.*” A strong case can be made to the contrary.

The USDA has thrown its support behind incentivizing the
purchase of healthy foods through the Healthy Incentives Project,
which is laudable. But instead of allowing or encouraging states to
experiment broadly with restrictions as a research counterpoint,
they have, for the most part, resisted such efforts. (Proposals from
Maine, Minnesota, and New York City have all been rejected.) This
is despite evidence that providing summer meal assistance to chil-
dren using WIC5 purchase restrictions resulted in better nutrition
for children than meal assistance provided through SNAP, with no
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significant difference in VLFS between the two groups.*® It would
be useful to know which approach or combination of approaches
produces better nutritional outcomes. States should be given greater
leeway to experiment with these approaches, so long as they are rig-
orously evaluated.

The concept of banning the purchase of SSBs with SNAP ben-
efits, with a strong evaluation component, is a sound and rational
policy and should receive serious consideration in future legislation
around SNAP I fully support the National Commission on Hunger’s
final assessment that a carefully defined class of SSBs should be
excluded from the list of allowable purchases in SNAP; that SNAP
benefits should help families meet nutritional needs, not contribute
to negative health outcomes through poor nutritional choices; and
that the technology already exists to exclude certain items at the
retail store level.*

Are SNAP’s efforts to improve food buying and preparation
habits working? The Nutrition Education and Training Program
(SNAP-Ed), the programs principal effort to improve the food
purchasing and preparation habits of SNAP households, is well-
intentioned but expensive and broadly ineffective. It could be
improved in many ways.

SNAP-Ed lacks a substantial base of evidence. Few of the inter-
ventions conducted through SNAP-Ed have been evaluated, and
many of those evaluated have not been cause for celebration. An
effort completed in 2012 aimed at increasing daily at-home con-
sumption of fruits and vegetables among young children showed
no outcomes impact in any of the three interventions evaluated.>
A second wave of demonstrations completed in late 2013 was more
positive, showing statistically significant positive impacts for two
interventions aimed at increasing daily intake of fruits and vegeta-
bles among children.>! Still, there is broad agreement that we do not
really know how effective SNAP-Ed is. We have scant evidence for a
program that spent $388 million on nutrition in 2012.

This should be corrected. One option is to devote a larger share
of SNAP-Ed funds to rigorous impact evaluations with the goal of
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establishing a suite of proven interventions for bringing about spe-
cific, desired outcomes that align with the objectives of improving
food purchase, preparation, and consumption decisions. Knowing
which models are not effective is also useful. Over time, an increas-
ing share of SNAP-Ed dollars could be tied to programs backed by at
least two rigorously evaluated demonstration projects.

My preferred alternative, shared by others, is to greatly reduce or
simply end the SNAP-Ed program and reinvest the funds in other
purposes that more directly help participants increase their food pur-
chasing power and improve their health. If SNAP-Ed were ended, it
could free funding to explore other program improvements, such
as evaluating the effectiveness of benefit increases through a modest
pilot approach testing an alternative to the TFP, increasing the cur-
rent paltry asset test, and expanding other nutrition-oriented pro-
grams. One such program, the Healthy Incentives Pilot approach
(which is not a SNAP-Ed program), has been shown to significantly
increase participants’ purchase of healthier foods, predominantly
more fruits and vegetables.>?

Addressing the retailer side of the nutrition-decision equation is
also important, although it is not a part of SNAP-Ed. Retailers are
where individuals in SNAP ultimately make their purchase deci-
sions. Two things could be done here. First, an expanded array of
food items should be required offerings among SNAP participating
retailers. An effort is already underway by the USDA-FNS to cur-
tail small retailers from carrying only items of little or no nutritional
value. The USDA announced in February 2016—following require-
ments contained in the 2014 Farm Bill—that participating retailers
would need to provide SNAP participants with increased access to
healthy foods by requiring stores to stock a wider array of choices.>®
This should be continued, expanded, and enforced.

Second, the FNS should implement minimal shelf display rules
for retailers that will make healthier food items more visibly and
conveniently available to help curtail impulse buying. For example,
the USDA could require that stores accepting SNAP provide a mini-
mum of 15 feet of shelf space for healthy foods or that no more space
is devoted toward junk food than healthy food.>*
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Conclusion

SNAP is one of the nation’s best defenses against VLFS and times of
economic distress. It responds quickly to increased household need.
It substantially reduces poverty. It likely generates long-term positive
outcomes for many beneficiaries, including children, particularly in
their early development stage. But, like all social programs, it could
be improved.

With the growing debate as to whether SNAP is more of an
income transfer and antipoverty program than a nutrition program,
it is worth exploring whether USDA-FNS and the Agriculture Com-
mittees in Congress are the proper venues for oversight of SNAP,
given its close programmatic relationship to TANE Medicaid, and
employment programs under WIOA. For better coordination, con-
sideration should be given to having HHS administer SNAP and
transfer congressional oversight authority to the House Ways and
Means and Senate Finance Committees.””

Whether or not such a change in oversight is made, basic eligi-
bility rules should be established federally and enforced uniformly
and consistently, and loopholes that allow states to expand eligibil-
ity and benefits beyond federal program rules should be closed. If
changes in the basis for program benefits or any expanded deduc-
tions for earnings, housing, or child care are to be explored, they
should occur only within carefully evaluated, small pilot efforts
that analyze their effectiveness in reducing VLFS. Any broader
expansion should address the affordability of bringing policy
changes to scale.

The program should focus more aggressively on connecting its
able-bodied beneficiaries with work, not just providing them with
services to ease the burden of nonwork. Increased state flexibility
on this and many other fronts—such as improving nutritional out-
comes, including purchase restrictions, and targeting benefits to
those most in need—should be encouraged and facilitated, although
rigorously evaluated. And dollars in nutritional education should be
limited only to interventions that demonstrate results and ended for
those that do not.
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55. Primary advocates of SNAP in the antihunger world and major
research organizations that study SNAP increasingly discuss the program
as being an income and work-support program that lifts many individu-
als and children out of poverty. And new poverty measures, such as the
Supplemental Poverty Measure, treat SNAP as income. SNAP benefits,
along with recipients’ own food expenditures, do help more than 45 mil-
lion households obtain a nutritionally adequate diet, and SNAP has been
shown to reduce food insecurity. Additionally, SNAP% close connection to
other agricultural programs in the Farm Bill has dissipated since the time
when the program, then known as Food Stamps, was a major avenue
for eligible households to purchase agricultural surplus and commodi-
ties. The erosion of this link raises additional questions as to whether the
House Ways and Means and Senate Finance Committees should more
appropriately reauthorize SNAP with other programs operated out of the
US Department of Health and Human Services because of its income-
support function. Adding to that argument is the increasing alignment
of SNAP with programs such as TANF and Medicaid, as there is a major
crossover of clients served by all three programs. Additionally, a case can
be made that the administration of SNAP could just as well fall under
HHS rather than the USDA to foster greater integration and alignment of
these programs, particularly from a systems and eligibility determination
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standpoint. Lawmakers should reevaluate the long tradition of SNAP
being related to other agriculture programs and being reauthorized as
part of the Farm Bill.



Medicaid

JAMES C. CAPRETTA
American Enterprise Institute

In 1965, the authors of Medicaid thought they were creating a
program that would provide federal structure, uniformity, and
some funding for the many state programs that were already pro-
viding relatively inexpensive “indigent care” services to low-income
households. They did not foresee the transformation they were set-
ting in motion. Medicaid has grown into the largest health care pro-
gram in the country by enrollment, with 66 million participants and
with annual federal and state costs of more than $550 billion. It is
by far our nation’s largest program serving low-income households. !

Medicaids purpose is to provide access to medically necessary
health care to persons who, because of limited resources and lack
of health insurance coverage, have less capacity to secure care for
themselves. The definition of the services paid for by Medicaid has
expanded over the years through legislative changes, administrative
decisions, and court cases. Today, the program pays for hospital and
physician care, prescription drugs, screening and preventive ser-
vices, and long-term care services and supports for elderly and dis-
abled persons.

Medicaid spending has increased rapidly nearly every year since
the program was enacted, creating significant pressure in federal
and state budgets. Medicaid, along with other major entitlement
programs, is a primary reason for today’s large federal budget defi-
cit and for the massive deficits projected for the coming decades. Its
growth has forced federal and state policymakers to limit spending
on other priorities, including many programs that also serve low-
income households.

47
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There are several reasons for Medicaid’s growth, including eligibil-
ity liberalizations enacted by Congress and cost trends that have rap-
idly increased health spending for all insurance plans. But Medicaid’s
original federal-state design is also an important factor, especially the
“matching” system through which the federal government pays for
more than half of state Medicaid spending.

The Medicaid FMAP and Split Political Accountability

Medicaid is a shared federal-state responsibility. The program was
created in federal law, but it is largely administered by the states.
States pay for the medical and social services that enrollees use and
then receive funds from the federal government to partially pay for
the programs costs.

Most federal funding provided to the states under Medicaid is
determined by a standard state-specific formula called the federal
medical assistance percentage (FMAP). The FMAP is based on
the ratio of per capita income in the states relative to the national
average. States with lower per capita incomes get higher FMAPs.
For instance, in 2016, the FMAP for Arkansas is 70 percent,
meaning that for every $1.00 the state spends on standard Med-
icaid benefits, the federal government pays for $0.70 of the bill.
Medicaid law puts a floor on the standard FMAP at 50 percent,
so states with higher per capita incomes, such as California, Mas-
sachusetts, and New York, which might otherwise have FMAPs
below 50 percent, get half their Medicaid bill paid for by the
federal government.?

Special matching rates apply to different subparts of Medicaid.
For instance, the federal government generally applies a uniform
FMAP of 50 percent for all state administrative expenses. In addi-
tion, the Affordable Care Act (ACA) allows states to expand Medic-
aid eligibility to all households with incomes below 138 percent of
the federal poverty line. For three years (2014 through 2016), the
federal government is paying 100 percent of the costs for newly eli-
gible Medicaid enrollees. After 2016, the FMAP for this “expansion
population” will be 90 percent.> On average, the federal government
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pays for between 62 and 64 percent of total Medicaid spending,
depending on the year.*

The Medicaid FMAP is the fundamental flaw in the program’s
current design and the main reason it is so costly. States can ini-
tiate new spending in Medicaid—spending that often will boost
economic activity in the state—and federal taxpayers pay for at
least half the cost. At the same time, savings from state-initiated
Medicaid-spending cuts are also shared with federal taxpayers.

For instance, in a state where the FMAP is 60 percent, the gov-
ernor and state legislators face the unattractive prospect of keeping
only $1.00 of every $2.50 in Medicaid savings they can identify and
implement. The other $1.50 goes to the federal treasury. Put another
way, governors and state legislators are reluctant to impose $2.50
in budgetary pain for a $1.00 gain to their bottom line. Powerful
health-sector interests, including hospital systems, nursing-home
operators, physician groups, and insurers, also make it difficult for
states to restrict total funding on the program, although payment
rates for individual services can be quite low.

Medicaid’s current federal-state design also undermines political
accountability. Neither the federal government nor the states are
fully in charge. As a result, each side has tended to blame the other
for the program’s shortcomings, and neither believes it has sufficient
power to unilaterally impose effective reforms.

Incentives for Higher Spending

Federal Medicaid spending has no upper limit. The federal gov-
ernment continues to make matching payments to the states as
long as the spending is within the boundaries of allowable Med-
icaid expenditures.

The only check on runaway expenditures is the state contribu-
tion to the program. The FMAP establishes both the federal govern-
ments matching payments for Medicaid costs and the state share
(1 — FMAP). The requirement of a state contribution for every extra
dollar of spending should serve as a disincentive for wasteful and
excessive expenditures.
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Figure 1. Medicaid Enrollment as a Percentage of the US
Population
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Unfortunately, the discipline that comes from requiring a state
contribution to program costs has been partially undermined by
schemes that have effectively lowered states’ shares of Medicaid
expenditures. These schemes generally involve grossly inflating state
payment rates to certain narrowly defined sets of providers of ser-
vices. These high payments draw additional federal matching funds.
The state then imposes a special, narrowly drawn tax on those same
providers of services, which has the effect of reimbursing the state
for its presumed share of the higher Medicaid payment rates. The
net effect is more federal spending on Medicaid and no additional
burden on taxpayers in the state.”

States can also reduce their budgetary costs if they are able to
move programs traditionally financed with state-only funds under
the Medicaid programmatic umbrella, thus drawing partial federal
support. Not surprisingly, this has been a common practice in states
for many years as well.®
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Medicaid Enrollment Growth

Congress enacted a series of program liberalizations in the 1980s
and 1990s that fueled program enrollment growth. These changes
extended public insurance coverage to tens of millions of people
nationwide, mainly women and children.

But it was not just federal action that expanded the program.
The pressures that pushed Congress to broaden Medicaid’s reach
also pushed states to adopt some of the optional coverage expan-
sions allowed in federal law. The FMAP paved the way for these
state decisions by lowering the cost barrier to higher program
enrollment.

The combined effect of these factors has been a remarkable and
uninterrupted increase in the percentage of the US population par-
ticipating in Medicaid. As shown in Figure 1, in 1980, national Med-
icaid enrollment was 8.7 percent of the US population. By 2013, it
had risen to 18.3 percent.

Federal Cost Growth

Medicaid-spending growth over the past 50 years is an important
reason the federal government is under fiscal stress today. Moreover,
continued growth in program spending is expected to contribute
substantially to large deficits and growing federal debt over the com-
ing decades.

As shown in Figure 2, federal spending on Medicaid in 1972
was only 0.4 percent of gross domestic product (GDP). Today; it is
2 percent of GDP.

The Congressional Budget Office expects spending on the pro-
gram to continue to rise rapidly. Current long-term projections show
combined spending for Medicaid, the Childrens Health Insurance
Program, and the subsidies for health insurance provided under the
ACA increasing from about 2.2 percent of GDP today to 3.2 percent
in 2050.7
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Figure 2. Historical Medicaid Spending
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Medicaid’s Diverse Beneficiary Population

There are different program beneficiaries within Medicaid, with differ-
ent service needs. Specifically, Medicaid provides insurance to lower-
income households needing access to traditional medical services,
and it provides assistance to the severely disabled and the frail elderly
in need of nursing-home care or other support services to help them
with their activities of daily living.

As shown in Figure 3, Medicaid eligibility is dominated by chil-
dren and nondisabled adults, including pregnant women. In 2015,
these beneficiaries made up 79 percent of all persons enrolled in the
program. The elderly and the disabled comprised just 21 percent of
enrollment.

The distribution of Medicaid spending is a different matter. In
2015, more than half of all federal Medicaid spending went toward
services used by the elderly or the disabled, and less than half went
to services used by children and nondisabled adults. The higher
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Figure 3. 2015 Medicaid Eligibility Categories and Spending
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concentration of spending on the elderly and disabled is due to the
much more expensive and intensive services needed for these pop-
ulations. In 2012, the federal and state governments spent, on aver-
age, $17,848 for every disabled Medicaid enrollee, but only $2,679
for every child enrolled in the program 8

Medicaid Waivers and Budget Neutrality

Medicaid’s cumbersome rules and federal mandates have led many
states to seek more flexibility in running the program through pro-
gram waivers. These waivers, authorized by Section 1115 of the
Social Security Act, allow the Department of Health and Human
Services (HHS) to set aside certain Medicaid requirements as part
of “demonstrations,” or tests, of new approaches to providing health
benefits to lower-income households. States also seek waivers to
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help them manage their programs outside of the normal and lengthy
federal constraints that otherwise apply to the program.

The federal government has approved many state waiver requests,
but not all that have been submitted. Some have been approved
only after a lengthy and contentious negotiation between federal and
state officials over the content of the waiver program. According to
the HHS online database, 407 current waiver programs of all types
have been approved by HHS and are in operation, of which 40 are
existing Section 1115 waivers.” Twenty-six waiver requests are now
pending at HHS.

The most important consideration in any significant waiver
request is federal funding. More specifically, the waiver requests from
states are assessed by federal officials to determine whether they are
budget neutral, meaning whether the federal government would pay
more to the state under the waiver than it would without it. Not sur-
prisingly, this is the source of frequent disagreements between states
and the federal government.

The concept of budget neutrality in Medicaid waiver assess-
ments dates back to the early 1980s. Before that time, HHS could
approve state Medicaid requests without regard to the waivers’
impact on federal spending. The statute never mentions budget
neutrality as a requirement for federal approval of the demon-
stration programs. As HHS approved more and more requests
by the states to waive certain Medicaid statutory provisions, the
White House Office of Management and Budget (OMB) became
concerned that the state programs being approved by HHS were
actually costing the federal government substantially more than
the regular Medicaid program.

In 1983, the OMB and HHS came to an agreement that all future
Section 1115 waivers must be budget neutral to the federal gov-
ernment over the life of the demonstration.!? This agreement also
gave the OMB the authority to reject demonstration requests that
did not meet the test of neutrality. Since then, the OMB has played
a central role in virtually all federal-state negotiations over signifi-
cant waiver requests.
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Figure 4. Medicaid Payments Versus Medicare and Private
Insurance

Medicaid and Medicare Payments as a Percentage
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Medicaid’s Access and Quality Problems

The Medicaid program struggles to provide its enrollees with suffi-
cient access to care. The easiest way for states to slow cost growth
has been to limit payment-rate increases for hospitals and physi-
cians, so much so that payments are now well below what private
insurers and the Medicare program pay for the same services. As
shown in Figure 4, in 2013, Medicaid’s payment rates were only
61 percent of what private insurers paid for the same inpatient
hospital services. Similarly, Medicaid’s payment rates for physicians
were only 58 percent of what private insurers paid on behalf of
their enrollees.!!

Physicians and other service providers respond to these low pay-
ment rates by explicitly limiting the number of Medicaid patients
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they will see or by employing other business practices, such as
the location of their offices and facilities, to cater to patients with
higher-paying commercial insurance. Medicaid’s inadequate network
of willing providers makes it difficult for some patients to access care
when they need it, or from the most qualified practitioners.

Several academic studies have documented the problems that
occur when access to care is inadequate. A 2010 study published
in the Annals of Surgery found that, after controlling for important
demographic and risk factors, Medicaid patients fared much worse
than their private-insurance counterparts in terms of outcomes from
major surgical interventions. The study examined nearly 900,000
cases from a large patient-care database compiled from hospitals
nationwide. The authors found that patients with Medicaid coverage
were much more likely to die from surgical interventions than the
privately insured and that Medicaid patients even had higher mor-
tality rates than those who were uninsured. >

Medicaid’s low payment rates for services would seem to contra-
dict the program’ high and rapidly rising costs. But Medicaid’s costs
have been driven mainly by large increases in program enrollment
and a growth in the volume and intensity of the services provided
to each patient. States have responded by limiting what they pay
for each service, but that has only served to erode the quality of
care provided to each enrollee without keeping spending growth to
acceptable levels.

Medicaid Reform: Per Person Allotments to the States

Medicaid reform needs to start with a restructured relationship
between the federal government and the states and a reformed
approach to financing the program that does not rely on open-ended
federal matching funds.

Medicaid funding should be divided into two funding streams,
one for the disabled and elderly and the other for everyone else.
The services provided to these two populations vary greatly, as do
the state approaches to administering Medicaid for them. Breaking
Medicaid funding up into two streams would begin the process of
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implementing different kinds of reforms for the different popula-
tions of Medicaid participants.

The other important structural change would be the switch to
some form of fixed federal funding to states. The federal govern-
ment would continue to heavily support the Medicaid program,
but the commitment would have a limit, which would give states
a strong incentive to manage the program for efficiency and cost
control.

One approach would be a block grant. Under a block grant, the
federal government would make fixed, aggregate payments to the
states based on historical spending patterns. Cost overruns at the
state level would require the state to find additional resources within
the state budget. Conversely, states that were able to control costs
would enjoy the full benefits of their efforts. The block grant would
not be reduced when states found ways to root out waste and ineffi-
ciency from the program.

The key issue in converting to a block grant is establishing the
basis by which the federal government will make payments to states.
One option would be to examine the federal governments historical
Medicaid-spending levels in various states over a particular number
of preceding years. The block grant’s first year could then be calcu-
lated as the average of federal Medicaid spending in the state per
year during that time, inflated to the year in question by the national
Medicaid-spending growth rate.

Once the first year is settled, the question becomes how to inflate
the federal Medicaid block-grant amounts in future years. The index-
ing options include using the consumer price index, which histori-
cally is well below medical inflation; the growth rate of the national
economy as measured by GDP; or perhaps a measure of national or
regional health spending growth. The decision on indexing is highly
consequential because alternative approaches can result in large dif-
ferences in federal spending over time. If the block grant is pursued
in part to help ease the nations severe, long-term budgetary chal-
lenges, then indexing the block-grant amounts to something below
the historical rate of growth for Medicaid can produce significant
savings estimates, especially over the long term.
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Opponents of the block-grant concept argue that it will necessar-
ily reduce services for vulnerable populations. But that is far from
certain. The current program, with open-ended federal matching
payments, provides strong incentives to states to move as much
spending as possible under the Medicaid umbrella. With a block
grant, states would have strong incentives to eliminate waste without
undermining coverage for those who truly need it.

In 1996, similar arguments were made about the block granting
of welfare funding, with predictions that it would lead to significant
hardship for the programs enrollees. Instead, states reviewed who
was on the cash assistance program and quickly found that many
of them were capable of entering the workforce and improving their
household incomes from wages instead of government assistance. By
2000, the cash welfare rolls had fallen by about half, even as the pop-
ulation in the bottom fifth of the income distribution experienced
substantial gains in their real incomes.!3

Health coverage is more complicated than cash welfare, but there
is every reason to expect that substantial inefficiency exists in Med-
icaid and that a block grant would provide the incentive to find and
eliminate it. Among other things, states would seek to remove from
the program persons who are erroneously enrolled today. The Cen-
ters for Medicare and Medicaid Services reports that the program
has an improper payment rate of 9.4 percent and that much of the
wasteful spending is associated with persons who are ineligible for
Medicaid enrollment.!* Further, states would seek to design their
programs so that households that could enroll in more privately
financed coverage, including employer plans, do so. Taking steps to
minimize erroneous or unnecessary Medicaid spending would allow
states to concentrate on ensuring high-quality care for those who
remain on the program.

Still, concerns about the effect that a block grant might have on
health services for the vulnerable has led to proposals that mitigate
against some of the financial risks a block grant would entail. The
most prominent example of such a proposal is per capita caps.

Under per capita caps, the federal government would establish
for each state a per-person payment for each of the main eligibility



JAMES C. CAPRETTA 59

categories in the Medicaid program: the elderly, the blind and dis-
abled, nondisabled adults, and children. The federal government
would then make payments to the states based on the number of
Medicaid enrollees in each of these categories. The per capita pay-
ment would be based on historical spending rates for the various
categories of beneficiaries in each state and, again, would be indexed
to a predetermined growth rate.!

Per capita caps in Medicaid would have the same advantages as
a block grant in that the states would have strong incentives to use
federal funding wisely. The amount of the federal payment per per-
son would be the same regardless of how much the state spends
on each enrollee. The only difference with the block grant is that
the states would not be at risk for increased Medicaid enrollment
because the federal government’s payments to the states would be
made on a per-enrollee basis, including for enrollees who might not
have been expected to sign up and would have been excluded from
the block-grant formula. This could be important in times of slow
economic growth or during a recession, when Medicaid enrollment
typically surges.

Perhaps most important, per capita caps have enjoyed bipartisan
support in the past. In 1995 and 1996, the Clinton administration
proposed Medicaid per capita caps as part of a larger balanced-budget
plan. That proposal was explicitly endorsed by 46 Senate Democrats
in a letter to the president in December 1995.10

The per capita allotment approach to federal funding allows for
more enrollment flexibility and perhaps more bipartisan support.
For these reasons, policymakers should make implementation of
per capita federal payments to states the centerpiece of a Medicaid
reform plan.

Conclusion

The Medicaid program is an important component of the nation’s
safety net. The program serves tens of millions of people who would
otherwise struggle to secure access to needed medical care and
long-term care services. But it is no longer possible to ignore the
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immense budgetary pressures the program has created for the federal
government and the states. Indeed, state governors and legislators,
on a bipartisan basis, have been calling for fundamental Medicaid
reform for many years because they see the program crowding out
their ability to address other important state priorities.

What is needed is a reworking of the federal-state relationship
concerning the program’s financing and governance. The federal
government should step back from micromanaging every aspect of
program administration and instead provide the overall framework
and a predictable funding stream to the states. States should pay for a
portion of the program’s cost. They should also be given the freedom
and responsibility to make the major decisions over program design
and be held accountable for the results.

Notes

1. Congressional Budget Office, “Detail of Spending and Enrollment for
Medicaid—CBO’s March 2015 Baseline,” March 2015, https://www.cbo.
gov/sites/default/files/51301-2015-03-Medicaid.pdf.

2. For an explanation of the FMAP, see Laura Snyder and Robin Rudow-
itz, “Medicaid Financing: How Does It Work and What Are the Implica-
tions,” Kaiser Family Foundation, May 2015, http:/files kff.org/attachment/
issue-brief-medicaid-financing-how-does-it-work-and-what-are-the-
implications.

3. As enacted, the ACA required states to expand their Medicaid pro-
gram to this population. That requirement was ruled unconstitutional by the
Supreme CourtinaJune 2012 decision. Consequently, states have the option
to expand their programs to this population, but are not required to do so. As
of March 2016, 31 states plus the District of Columbia have opted into the
ACAs Medicaid expansion, while 19 states have declined to do so. See Kaiser
Family Foundation, “Status of State Action on Medicaid Expansion Deci-
sion,” March 14, 2016, http:/kff.org/health-reform/state-indicator/state-
activity-around-expanding-medicaid-under-the-affordable-care-act/.

4. CBO, “Detail of Spending and Enrollment for Medicaid.”

5. Marjorie Kanof, “Medicaid Financing: Long-Standing Concerns About
Inappropriate State Arrangements Support Need for Improved Federal



JAMES C. CAPRETTA 61

Oversight,” testimony before the Committee on Oversight and Government
Reform, US House of Representatives, November 1, 2007, http:/www.
gao.gov/assets/120/118488.pdf.

6. For instance, in 2010 the state of Connecticut moved a state-funded
and capped health insurance assistance program for low-income adults
without children under Medicaid to secure federal matching funds. Ironi-
cally, M. Jodi Rell, the governor at the time, argued against the shift on the
basis that it would be more difficult to control enrollment once the program
became part of a broader Medicaid entitlement. See Keith M. Phaneutf, “Bill
Cuts Most of This Year’s Deficit,” Connecticut Mirror, April 15, 2010, http://
www.westportnow.com/index.php?/v3/comments/bill_cuts_most_of_this_
years_deficit/. Between 2010 and 2013, enrollment in the program grew
from 45,000 to 86,000 people. See Keith M. Phaneuf, “Malloy Takes to
Air to Rebut Budget Critics,” Connecticut Mirror, May 6, 2013, http://www.
ctmirror.org/story/2013/05/06/malloy-takes-air-rebut-budget-critics.

7. Congressional Budget Office, The 2015 Long-Term Budget Outlook, June
2015, https://www.cbo.gov/sites/default/files/114th-congress-2015-2016/
reports/50250-LongTermBudgetOutlook-4.pdf.

8. Medicaid and CHIP Payment and Access Commission, MACStats:
Medicaid and CHIP Data Book, Exhibit 22, December 2015, https://www.
macpac.gov/wp-content/uploads/2015/01/EXHIBIT-22 .-Medicaid-Benefit-
Spending-Per-Full-Year-Equivalent-FYE-Enrollee-by-State-and-Eligibility-
Group-FY-2012.pdf.

9. For the HHS waiver database, see Centers for Medicare and Medicaid
Services, “Waivers,” http://www.medicaid.gov/Medicaid-CHIP-Program-
Information/By-Topics/Waivers/Waivers.html.

10. Cynthia Shirk, “Shaping Medicaid and SCHIP Through Waivers: The
Fundamentals,” National Health Policy Forum, July 2008, http://www.
nhpf.org/library/background-papers/BP64_Medicaid SCHIP Waivers_
07-22-08.pdt.

11. John D. Shatto and M. Kent Clemens, “Projected Medicare Expen-
ditures Under an Illustrative Scenario with Alternative Payment Updates
to Medicare Providers,” Office of the Actuary, Centers for Medicare and
Medicaid Services, July 22, 2015, https://www.cms.gov/Research-Statistics-
Data-and-Systems/Statistics-Trends-and-Reports/ReportsTrustFunds/
Downloads/2015TRAlternativeScenario.pdf.



62 A SAFETY NET THAT WORKS

12. Damien]. LaParetal., “Primary Payer Status Affects Mortality for Major
Surgical Operations,” Annals of Surgery 253, no. 3 (September 2010), http://
journals.Iww.com/annalsofsurgery/Abstract/2010/09000/Primary_Payer_
Status_Affects_Mortality_for_Major.16.aspx.

13. Pamela J. Loprest, “How Has the TANF Caseload Changed over
Time?,” Urban Institute, March 2012, www.acf.hhs.gov/sites/default/files/
opre/change_time_1.pdf; and Congressional Budget Office, Changes in
the Economic Resources of Households with Low-Income Children, May 2007,
www.cbo.gov/sites/default/files/cbofiles/ftpdocs/81xx/doc8113/05-16-low-
income.pdf.

14. Centers for Medicare and Medicaid Services, Medicaid Improper Pay-
ment Report: FY 2010, https://www.cms.gov/Research-Statistics-Data-and-
Systems/Monitoring-Programs/Medicaid-and-CHIP-Compliance/PERM/
Downloads/2010_long_version.pdf.

15. Fred Upton and Orrin Hatch, “Making Medicaid Work: Protect the
Vulnerable, Offer Individualized Care, and Reduce Costs,” US Congress, May
2013, http://energycommerce.house.gov/sites/republicans.energycommerce.
house.gov/files/analysis/20130501 Medicaid. pdf.

16. “Congressional Record—Senate,” Cong. Rec. 141, no. 207 (December
22,1995):519185, www.gpo.gov/tdsys/pkg/CREC-1995-12-22/pdf/CREC-
1995-12-22-pt1-PgS19185.pdf.



Empowering Child Support Enforcement
to Reduce Poverty

ROBERT DOAR
American Enterprise Institute

fall the programs that help low-income Americans, Child Sup-

port Enforcement (CSE) stands apart from the others. While
most social services programs involve providing government-
funded assistance to families, CSE requires absent parents to take
responsibility for their children and provide financial support
from their own resources. This difference between CSE and tra-
ditional government programs leaves CSE alone in the world of
antipoverty policy. “The orphan child of social services” is how
a county administrator described the program to me soon after I
became the state child support enforcement director in New York
in 1995.

To be sure, the program, which provides assistance to families by
emphasizing parental responsibility, has enjoyed periods of broad
support by coalitions of unconventional partners. President Bill
Clinton and his appointees were especially supportive and fostered
the program’s renaissance in the 1990s. David Ellwood, one of the
chief architects of Clinton’s social policy agenda, emphasized child
supports importance in his landmark 1988 book Poor Support, stat-
ing that “expecting more from absent parents makes both moral and
economic sense.” When Donna Shalala, Clinton’s secretary for the
Department of Health and Human Services, testified before the Ways
and Means Committee in 1995, she attacked the Republican welfare
reform bill for not being strong enough on child support.? And Presi-
dent Clinton recounts in his autobiography that he personally urged
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the Republican Congress to toughen child support provisions in the
bipartisan welfare reform law.3

The CSE program also benefited from a particularly effective alli-
ance of political interests. Supporters of middle-class women’s inde-
pendence, including feminists, joined forces with poverty fighters
who felt that greater financial support from the absent partners of
welfare moms would go a long way to reduce poverty. Their mutual
goal was to make the legal process of determining and collecting
child support payments fast, efficient, and reliable.

When President Clinton signed the historic legislation in 1996,
a quarter of the pages of the welfare reform law were dedicated
to child support enforcement.* These tougher provisions paid off:
total collections for custodial parents increased by 74 percent, from
$15.7 billion in 1994 to $27.4 billion in 2004 in inflation-adjusted
dollars.> Further, Census survey data show that the percentage of all
poor single parents who had an agreement to receive child support
(a proxy for CSE5 reach) increased from 50.6 percent in 19936 to
58.7 percent in 2003.7

Unfortunately, this record of success has reversed, and a program
that was collecting more for custodial parents (the single parent with
the child in the household, which is the mother 83 percent of the
time)® has become far less effective. In 2015, the program still lifted
1.4 million people out of poverty, but its reach has clearly declined.’
Inflation-adjusted total collections peaked in 2008 and have been
decreasing since.!9 In 2013, Census data showed that only 45 per-
cent of poor custodial parents had an agreement for payment of
child support, down from 58.7 percent in 2003.11

What accounts for this loss of momentum is a legitimate, although
exaggerated, concern about being too tough on poor noncustodial
parents, the parent who is not living with the child. A false wis-
dom has emerged in the policy community—from academics to the
media—that the child support system forces noncustodial dads to,
as the headline of a 2015 New York Times story put it, “Skip Child
Support. Go to Jail. Lose Job. Repeat.”!? Some influential commen-
tators even see the system as fundamentally unjust by imposing on
poor men burdens that are viewed as the government’s responsibility.
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Obama administration officials appear to be undisturbed by the
CSE program’ diminished role. Under the leadership of Vicki Turetsky,
the federal Office of Child Support Enforcement commissioner, the
administration has promoted a shift away from strong enforcement
policies that increase collections.!> Supporters of strong child support
policies have noticed the administration’s attitude. In published com-
ments on regulations proposed by the Obama administration, the
National Child Support Enforcement Association expressed concern
about the proposed regulations’ “over-lenience toward noncustodial
parents” and said that parts of the proposed rule would “undermine
the program’s fundamental purpose to collect support for children.”#

Certainly, some poor noncustodial parents are struggling and
need help to live up to their obligations. But most noncustodial
parents, poor and nonpoor alike, are capable of working and could
contribute something—even a regular payment of $25 per month
has value. Analysts who are critical of the program seem to forget
that the parent raising the child full time is often poor too. In 2013,
for poor custodial parents who received child support payments,
the noncustodial parent’s payments represented 49 percent of their
income.!> Allowing parents to completely walk away from their
financial responsibility to their children should not be an option.

Meanwhile, conservatives have hardly been running to the rescue
and have long been uncomfortable with the program. The idea of
empowering a government bureaucracy to coerce private action, even
in furtherance of a legally established order of support (not to men-
tion a value as important as parental responsibility), can be anathema
to small-government Republicans. As Ron Haskins recounts in his
history of the passage of welfare reform, one Republican member of
Congress said he felt “sick to his stomach” after hearing about this
government program’s powers to force the absent parent to pay.'®

This lack of support from both sides is troubling because CSE is
uniquely positioned to help address our most pressing social prob-
lems: more than 40 percent of children born to unmarried moth-
ers,!7 an official poverty rate for people in single-mother families
of more than 30 percent,!8 and more than seven million prime-age
men totally disconnected from the labor force.!”
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Why Is the Child Support Enforcement Program Important?

The formal child support system provides additional income to
families with children. Often these families are poor: 29 percent
of custodial parents were below the poverty line in 2013, and only
45 percent of those parents have a child support agreement. 0 If the
share of poor custodial parents with agreements had held steady at
58.7 percent (the share in 2003) instead of declining over the past
decade, an additional 500,000 poor custodial parents would have
had orders to receive support in 2013. Surely a substantial fraction
of these parents would have received enough in payments for them
and their children to be lifted above the poverty line—74 percent
of cases with orders had at least some payments during the year.?!
Reinvigorating the child support system would help ensure that
more single mothers benefited from this often-forgotten piece of
our safety net.

But CSE is extremely valuable beyond the resources it delivers to
households with children. The program sends a clear message to all
potential parents: if you play a role in bringing a child into the world,
you have a responsibility to help support him or her. Strong child
support enforcement not only communicates that essential American
value, it changes the incentives around fathering children outside
of marriage by making it impossible to abandon the responsibilities
of parenthood. These cultural and economic signals appear to have
resulted in changed behavior. Research from Irwin Garfinkel and
coauthors in 2003 and Anna Aizer and Sara McLanahan in 2006, as
well as others, have found stricter child support enforcement to be
linked to reduced nonmarital childbearing.??

Additionally, when child support obligations force an absent par-
ent to be reminded of his financial responsibilities, he is also more
likely to take up his other fatherly duties and be more involved in
the childs life. A host of studies have made it clear that child support
payments from the noncustodial parent are associated with increased
contact and time spent with the absent parent.23

Unsurprisingly then, receiving child support is also linked to bet-
ter outcomes for the children involved. “The research says that a
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dollar of child support,” explains Turetsky, “improves childrens edu-
cational outcomes more than any other income source.”?*

Studies have found that formal child support payments are associ-
ated with fewer behavioral problems, better academic performance,
and increased self-esteem.?> Both social science and common sense
confirm that having two active and involved parents contributing
financially and emotionally to child-rearing is extremely valuable for
children’s development, and a strong CSE program makes it more
likely to happen.

Finally, while it may seem counterintuitive, the CSE program
offers one of policys best opportunities to address the crisis of
prime-age male nonwork in America. Nicholas Eberstadt shows in
Men Without Work that roughly seven million men age 25 to 54 are
not working or even looking for work. His analysis shows that these
men are disproportionately less educated and never married; many
are almost certainly noncustodial parents. These declining employ-
ment rates are not only bad for men—women see unemployed men
as less “marriageable,” and children suffer from having fathers who
are absent and less reliable in contributing to the household.

But unlike poor single mothers, poor noncustodial parents receive
little in means-tested assistance and are largely left out of the system
of work requirements and work subsidies created by welfare reform,
which led never-married mothers to increase their work rates. Policy
largely ignores single men, except for expecting them to pay child
support—but therein lies the potential for CSE to help. CSE could
have an ongoing relationship with these men, and if the program
were reinvigorated with an eye toward helping men who have been
unable to make their payments find work, it could provide the com-
bination of help and hassle that enabled single mothers to leave the
welfare rolls for work after welfare reform.

Despite these potential benefits and its impressive cost effective-
ness (in 2015 the CSE program collected $5.26 in support for every
dollar of administrative expense),?® the reach and effectiveness of
the child support enforcement system has been diminishing. How
that has happened and what we should do about it is the subject of
this paper.
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How the Child Support Enforcement Program Works

CSE is undoubtedly one of governments most complicated pro-
grams. Administered by states but with strong oversight and gen-
erous funding from the federal government, the program offers the
following core services to the custodial parent:

1. Locating the noncustodial parent using employment, tax, pub-
lic assistance, and other government data;

2. Determining whether the noncustodial parent identified is
indeed the biological parent;

3. Establishing a “child support order,” which determines the
noncustodial parent’s obligation;

4. Collecting and enforcing those orders and distributing collec-
tions to the custodial parent; and

5. Modifying orders when appropriate (e.g., changes in ability
to pay).

A key step in the process is determining the correct amount man-
dated to be paid each month when establishing the order. Setting
order amounts that correspond to ability to pay has been shown by
research to lead to more regular payments and prevent large debts
from accruing.2”

While procedures vary from state to state, all states follow their
own carefully calculated guidelines that take into account the non-
custodial parent’s income and the number of children covered, and
many cap the award amounts demanded from poor noncustodial
parents. Most states have minimum mandatory amounts that should
be manageable even for low-income noncustodial parents. Some
states use a guideline model that explicitly factors in both parents’
basic needs before ordering a support amount.

A recent survey of state child support directors shows the prog-
ress that has been made in setting more reasonable orders. If the
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noncustodial parent is incarcerated at the time of order establish-
ment, 41 states say they would not impute income—usually leading
to a $0 order or no order established at all. When a noncustodial
parent returns from prison but is having a hard time finding more
than 20 hours of work a week, more states than not indicate they
will not impute income above what he is actually earning.?® Efforts
to ensure that order amounts are affordable for poor noncustodial
parents have led to significant changes in practice. In New York City
more than 15 percent of all orders of support are set at $50 or less
per month, and in the past year in Los Angeles, a stunning 49 per-
cent of all new orders required less than $50 per month in support.2°

Many of these protections of the noncustodial parent, however,
depend on his participating in the process and providing infor-
mation about his income. Failure to attend hearings can result in
“default orders” that sometimes are set beyond the noncustodial
parent’s ability to pay and can contribute to a work disincentive by
garnishing such a large share of his low wages.

But even in these cases, states and the Office of Child Support
Enforcement (OCSE) have developed a range of strategies to right-
size orders. Federal statute requires state agencies to periodically
review orders to see if they should be adjusted and to reexamine the
order at either parents request. Approximately 20 states have devel-
oped specific “review and adjustment” programs to make sure order
amounts are promptly brought into line with ability to pay.3° These
initiatives can use technology to simplify the process for requesting
a change, contact newly unemployed noncustodial parents to help
them adjust the order, or conduct public information campaigns to
inform parents of their ability to request a modification when their
economic situation changes.

In New York City, for example, several programs have been
implemented and expanded in recent years to reflect this change of
approach and help poor noncustodial parents overcome a variety
of challenges. The Arrears Cap program helped noncustodial par-
ents lower their arrears by a combined $10 million as of December
2012, and the Modify Department of Social Services Order program
helped them rightsize their orders. The city’s jobs program for poor
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noncustodial parents increased the number of participants making
child support payments by 29 percent from 2008 to 2012.3!

Reforms nationwide have clearly improved the situation:
inflation-adjusted total arrears have declined by 11 percent since
2005, in spite of an economic downturn one might expect to reduce
compliance and increase arrears.3? Critics of the child support system
need to recognize that the system has already made significant prog-
ress in limiting the establishment and enforcement of unfair orders.

Once orders are established, the child support system has a host
of tools that can automatically collect owed support. For example,
CSE agencies can garnish wages, intercept income tax refunds and
lottery winnings, suspend driver’s licenses, and use a handful of
other technologies to make sure that noncustodial parents meet their
obligations. Importantly, these techniques can be used only once the
custodial parent has helped identify the noncustodial parent and
established an order that can be enforced.

If the enforcement methods listed above are not successful, all
states have civil or criminal contempt-of-court procedures and
criminal nonsupport laws. Finally, all states’ child support agencies
have the authority to seek a judicial order that remands nonpaying
noncustodial parents to a work program—essentially requiring the
absent parent to attend work activities, pay owed child support,
or go to jail.33 As of 2014, 30 states and Washington, DC, were
operating child support work programs, but only three states had
statewide programs.3*

The History of the Child Support Enforcement Program

In 1974, Congress passed the Social Service Amendments, which
enacted Title IV-D of the Social Security Act, known as the CSE pro-
gram. Title IV-D created the OCSE and required states to participate
in the OCSE’s programs for parent location, paternity establishment,
and child support order enforcement.> In a memo to President Ger-
ald Ford on the day the law was signed, Secretary of Health, Educa-
tion, and Welfare Caspar Weinberger clearly explained the intent of
the program:
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Over 75 percent of the AFDC [welfare] caseload involves an absent
parent. Less than 15 percent of the cases are receiving any child sup-
port payment. This indicates the magnitude of the problem and the
extent to which certain parents have shifted their support obligation
to the public. Studies demonstrate that existing state and local child
support programs can produce child support collections far in excess
of corresponding administrative expenses. Therefore, the new child
support program could reduce AFDC costs by substantially increas-

ing child support collections.?6

The secretary closed the memo by stating that child support
could help many families remain independent and thus reduce the
need for public assistance. From the beginning, CSE was focused on
requiring absent parents to take responsibility for their children and
helping families acquire the resources needed to be independent,
but it also had a third original charge: reimbursing the government
for the cost of welfare benefits.

This makes conceptual sense—as Weinberger explains, absent
parents whose children end up on welfare are shifting the costs from
themselves to the public. But emphasizing cost recovery made child
supports other two, arguably more important, missions more diffi-
cult. The fact that the CSE program was enforcing orders with absent
fathers and taking the money for the government rather than distrib-
uting it to the family damaged the program’ image, leading some to
believe they were better off avoiding the program altogether.

Over the years, CSE has made remarkable progress in shifting
away from cost recovery as a primary goal. In 2014, 95 percent of
collections were distributed to families, with only 5 percent going
to recover public assistance costs—a major improvement from
80 percent going to the custodial parent in 1996.37

A host of legislative changes strengthened CSE5 ability to col-
lect payments from the noncustodial parent. In 1984, the Child
Support Enforcement Amendments, among other improvements,
implemented mandatory wage withholding and the interception of
income tax refunds for noncustodial parents who are behind on their
payments. Then, the Family Support Act of 1988 took up a different
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set of problems in the program, namely judges setting inconsistent
order amounts that were often insufficient for the family’s needs.

Leading up to welfare reform in the 1990s, a broad bipartisan coali-
tion continued to build momentum behind toughening enforcement.
The US Commission on Interstate Child Support, which included
Senator Bill Bradley (D-NJ), recommended in 1992 a series of pro-
visions, such as establishing a system for withholding income across
state lines, designed to increase collections from absent parents. The
Congressional Caucus for Women’ Issues saw strengthening child
support as an opportunity to help struggling single mothers and
turned those recommendations into proposed legislation.38

This bipartisan movement had backing from top academics. In
Poor Support, Harvard Professor David Ellwood, the eventual co-chair
of the Clinton administration’s working group on welfare reform,
argued that “what mothers desperately need is some nonwelfare sup-
ports they can count on . . . child support seems an obvious place
to look for help.” Further, Ellwood believed strengthening the child
support enforcement system was “not a matter of economic effi-
ciency; it is a matter of right and wrong. Parents have obligations.”°

As Ron Haskins details in Work over Welfare, high-ranking Clin-
ton administration officials and lawyers from the left-leaning Chil-
dren’s Defense Fund and National Women’s Law Center worked on
refining those ideas and included them in the Clinton proposed wel-
fare reform legislation of 1994.%0 When Republicans in the House
drafted their legislation that would become the welfare reform law,
they were using child support plans created largely by liberals as
their base text.

This strong support for strengthening child support enforcement
led to a series of new powers for the program in the 1996 Personal
Responsibility and Work Opportunity Act. Child support agencies
gained access to more information on noncustodial parents and were
given new authorities for penalizing noncustodial parents who do
not pay, such as suspending drivers’ licenses.

By the early 2000s, leaders of both parties had gradually trans-
formed CSE into an effective program for requiring absent parents
to contribute to their childrens well-being and delivering needed
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resources to low-income families. At the time, it seemed no one
would argue with ensuring that the payment of child support should
be, in the words of Clinton administration official Paul Legler, “auto-
matic and inescapable—like death or taxes.”#!

The Breakdown of Consensus

In recent years, the CSE program has lost its near-universal backing.
Especially in the media and in the work of some important scholars,
attention has shifted from the poor mother trying to raise a child with-
out financial help to the poor father who struggles in the labor market.

Several studies have shown that nonresident fathers have limited
ability to pay support. One paper found that the fathers in current
assistance cases have poverty rates between 34 and 43 percent.*?
Some have hypothesized that increased child support enforce-
ment functions like a tax that discourages noncustodial parents
from working. And while the results were not definitive, research
by Harry Holzer, Elaine Sorensen, and Paul Offner suggested a link
between tougher CSE policies and decreased employment for 25- to
34-year-old black males.*3

After writing Doing the Best I Can about low-income fathers in
Philadelphia, Johns Hopkins Sociologist Kathryn Edin concluded
that instead of disparaging absent fathers for not taking responsi-
bility, we should recognize that “these men desperately want to be
good fathers.”** Because these men are struggling but, in her view,
trying as hard as they can to support their children, Edin is skeptical
of tough enforcement measures:

Child support is a remnant of the days when we used to think that
dads didn't matter. With our right hand we've pushed these men
away;, we've said, “you’re worthless.” With our left hand we're pick-
ing his pocket. . . . That’s how it feels to him.*>

This new conventional wisdom has influenced policymakers
and, more importantly, administrators. As we have seen, Obama
administration officials have adopted this new perspective on the
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program—a remarkable change for Democratic policymakers, who
were formerly united on the need for collecting support for single
mothers and their children. As a result, the Obama administration
proposed new regulations that would require state agencies to take
into account the noncustodial parent’s subsistence needs when set-
ting orders, prohibit states from allowing courts to consider what
the noncustodial parent could be making so they will have to look
at only available data on actual earnings instead, and allow states
to spend federal child support dollars on employment and training
programs for fathers, among other changes.

We should be concerned about disconnected men who are strug-
gling to work regularly and make their child support payments, and
some of the ideas in the regulation are helpful. In particular, prohib-
iting the treatment of incarceration as “voluntary unemployment,” as
all but a handful of states already do, is an appropriate way to keep
orders in line with ability to pay and prevent the accrual of exorbi-
tant debts that can discourage work.

But other aspects of the proposed regulation show an ambiva-
lence about the goal of requiring noncustodial parents to support
their children. For example, limiting state agencies so they can con-
sider only available data on the noncustodial parent’s current income
would effectively disallow support orders for fathers who had only
off-the-books income and thus had no available earnings record.
It could also incentivize noncustodial parents to refuse to work to
avoid a child support order. This provision ignores the complexity
often present in real-life cases and would allow too many absent par-
ents to avoid responsibility for providing for their children.

Despite the Obama administration’s misgivings about the effect
of tough child support enforcement on poor fathers, more than
40 percent of births today happen outside of marriage, making the
program’s mission of requiring both parents to provide for their
children as important as ever. Accepting a decline in the program’s
reach, or further rolling back the infrastructure built by bipartisan
effort over the past four decades, would likely hurt these poor single
parents and their children and miss an opportunity to help absent
fathers meet their obligations rather than avoid them.
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The Two Problems in the Child Support Enforcement Program

CSE has the potential to provide valuable assistance to children in
single-parent families and to empower noncustodial parents to live
up to their parental responsibilities. However, a look at the evidence
shows the system is neither reaching custodial parents nor promot-
ing work among noncustodial parents in the way we should hope.

Declining Reach. CSEs reach has declined substantially among
eligible families. Because of the increasing focus on noncustodial
fathers, this decline has received little attention in public discussions
surrounding the program, and that is a mistake. Given the strong
poverty-reducing effects of the program for families with children
and its positive effects on child outcomes, the program should reach
more people who could use its help, not fewer.

My outline of the issue draws heavily on recent work published
through AEI from Daniel Schroeder of the University of Texas at
Austin’s Ray Marshall Center. Schroeder has evaluated many of the
employment programs for noncustodial parents who are unemployed
or underemployed and are struggling to make their payments.*©

The national CSE caseload peaked 15 years ago and has been
declining since, despite overall population growth and a growing
share of children being born to never-married mothers. The for-
mal child support caseload peaked at roughly 19.4 million cases in
1998 and has since declined by about 20 percent to 15.1 million
cases in 2014.

Further, Census data measuring the broader child support eli-
gible population show that the share of custodial parents with an
agreement for financial support is also in decline, especially in the
past decade. From 2003 to 2013, the share of custodial parents
with agreements declined by 11 percentage points, from 60 per-
cent to 49 percent.

Census data also show a sharp decline in the number of custodial
parents asking CSE for help from any number of its core services.
Between 1993 and 2013, the share of custodial parents requesting
help from a CSE service nearly halved, falling from 42 percent to
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22 percent. In 2013, 2.8 million fewer custodial parents asked for
help from CSE than did so in 1993.

Many factors certainly underlie this decline, and it is difficult to
know with certainty the extent to which each factor has contrib-
uted. Schroeder identifies several potential factors in his analysis: for
example, a rising share of male custodial parents (who are less likely
to seek CSE services than female custodial parents) or an increased
share of births to never-married mothers (order rates are higher
among divorcees).

But by far the most compelling reason for the decline is a dra-
matically diminished pipeline of cases into the program through the
Temporary Assistance for Needy Families (TANF) cash welfare pro-
gram. Establishing a CSE case is required for individuals seeking a
TANF cash benefit. This means that every applicant for TANF must
cooperate with the CSE program by providing information about the
noncustodial parent to receive assistance. Given that encouraging
personal responsibility is a core objective of both CSE and TANE, this
makes sense. It sends a strong message that custodial parents should
not receive financial support from the government if they have not
first asked the other parent to contribute.

However, TANF caseloads have more than halved since 1996,
and far fewer people are applying for benefits. This is not necessarily
a bad thing: work rates among never-married mothers, incomes, and
child poverty rates remain better today than they were before welfare
reform, in part due to TANF5 changes.

But while poor single parents may no longer be seeking cash wel-
fare through the states TANF program, they are seeking and receiv-
ing help through the Supplemental Nutrition Assistance Program
(SNAP), Medicaid, child care, and housing assistance programs—
and these programs do not effectively require opening a child sup-
port case as a condition of receiving aid.*” This is a lost opportunity
to connect parents with additional support and make sure all parents
take responsibility for their children.

Nonwork Among Noncustodial Parents. Policy should not have to
choose between helping single mothers or low-income men. CSE is
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arare government program (outside the criminal justice system) that
interacts often with disconnected, low-skilled men, but it does not
do enough to help them. Order amounts should be responsive to the
noncustodial parents ability to pay and his changing economic cir-
cumstances, and significant improvements have been made on this
front. But a singular focus on reducing order amounts and forgiving
arrears distracts from the main challenge these men face: not enough
of them are working. Instead of reducing what we expect of these
men, we should help them better meet their obligations to their fam-
ilies and society.

The reforms to the program in 1996 focused on tracking down
and holding accountable “deadbeat” dads, but it did little to
acknowledge or address those who really are dead broke. This is a
difficult balance to strike—I know from my experience working in
New York that many fathers who appear to have few assets and no
earnings are working off-the-books or involved in illicit activities,
but they are reluctant to make that known because they either do
not want to pay or do not want the government to know of their
off-the-books activities.

However, from what we know about noncustodial parents, it is
clear that many are failing to work regularly. Reliable data on non-
custodial parents are hard to come by because the Census Bureau’s
major surveys do not ask whether a man living alone is also a non-
resident father.*8 But a survey from 1997 conducted by the Urban
Institute found that only 43 percent of noninstitutionalized, non-
resident fathers who were poor worked at all—and this was during
the late 1990s economic boom.** Another study from the Urban
Institute used administrative data from nine states in 2003 and 2004
and found that 25 percent of all obligors had no reported income.>°

I suspect, given the evidence on young, low-skilled men generally,
that these rates must look even worse today. In 2000, among African
American men age 16-24 without a high school diploma and not
in school, the employment rate was 40.8 percent, and for similarly
positioned whites, it was 72.3 percent. By 2007 (like 2000, a year at
the peak of the business cycle), the rates had fallen dramatically to
28.7 and 55.0 percent, respectively!
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Given that so many noncustodial parents fail to work at all, it is
not surprising that 70 percent of arrears are owed by noncustodial
parents who have no documented income or very little earnings (less
than $10,000 a year).>? Debt forgiveness or smaller orders alone do
not solve these individuals’ challenges. They need steady employment.

Reforms to Address These Challenges

Given the crucial role that CSE plays in reducing poverty among vul-
nerable children and families, child support leaders and legislators
must work to reverse the program’s decline in reach and its contin-
ued struggles in securing payment from poor noncustodial fathers.

Expanding CSE’s Reach. A simple strategy to address the pro-
gram’s declining reach is to attach the CSE case-establishment
requirement that currently accompanies TANF to other public
benefit programs. The most obvious candidate would be SNAP,
which reaches many more families than TANF and has a regu-
lar application and recertification process during which mothers
could be automatically enrolled. In 2013, SNAP provided benefits
to 47.6 million people in 23 million households, including 4.5 mil-
lion custodial parents, or more than a third of custodial parents. In
contrast, TANF served less than 5 percent of custodial parents.>>
This simple change would almost certainly increase the share of
low-income custodial parents receiving child support and, as a
result, would likely reduce child poverty.

Sensible exemptions to this requirement must be made for those
with extenuating circumstances, such as abusive relationships. Such
exemptions already exist in the context of the TANF-CSE interaction,
and they should be applied to a CSE case-establishment requirement
in the context of SNAP To be clear, mothers who provide information
about the father while applying for SNAP should receive 100 percent
of the support generated—payments made by these noncustodial
parents should not be reimbursing state or federal government costs.

Other reforms could likely help boost participation, too. For moth-
ers receiving cash welfare from the TANF program, states are permitted
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to keep any money paid by the noncustodial parent to reimburse itself
for the assistance it is providing. However, research has found that
more generous “pass-through” policies that send a portion, or all, of a
child support payment directly to the custodial parent are associated
with increased collections at minimal cost to the government.>*

Many states pass on a portion of the payments to families on assis-
tance and keep the rest, and Colorado already passes through the
full payment made by the noncustodial parent.>> This gives custo-
dial parents and noncustodial parents a stronger incentive to coop-
erate—mothers get more money if they do, and fathers know that
at least a portion of their money is flowing directly to the family. To
maximize participation and change the perception of citizens dis-
trustful of the program, states should continue moving their distri-
bution policies in the direction of supporting families first, before
reimbursing government welfare spending.

Increasing Work Among Struggling Noncustodial Parents.
Child support professionals and legislators must develop new
strategies and expand effective ones to better help struggling non-
custodial parents meet their obligations by working regularly.
These efforts should be targeted toward noncustodial parents who
are not paying their orders—slightly more than 25 percent of cus-
todial parents with an order received no support in 2013.7% There
are already promising models of effective work programs for those
who owe child support but do not have jobs or are having a hard
time making payments.

For example, the NCP-Choices program in Texas has shown pos-
itive impacts on employment rates and child support paid among
noncustodial parents. Relative to their peers in a rigorously evalu-
ated pilot, noncustodial parents ordered into the program paid child
support 47 percent more often, paid $57 more per month, were
employed at 21 percent higher rates, and participated in workforce
development programming at 82 percent higher rates than the com-
parison group. Positive effects persisted over several years.>”

Workforce programs generally, and for noncustodial parents spe-
cifically, struggle to enroll and retain clients when participation is
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voluntary. NCP-Choices has been effective largely because an order
by a CSE judge gives those who have been noncompliant with their
orders a clear choice: you can either pay a significant amount toward
your arrears, participate in the work program, or go to jail. Partici-
pants almost always showed up.

Programs that mandate participation may sound tough, but they
show results in helping noncustodial parents get into employment
and meet their child support obligations. In the words of Lawrence
Mead, a professor at New York University who wrote an important
book on work programs for poor men, these programs succeed for
the same reason welfare reform succeeded: they provide both help
and hassle.”® They should be expanded.

However, these programs are expensive. And for judges to be able
to remand large numbers of noncompliant noncustodial parents
to work programs—to create a broad work requirement for absent
parents—they will need to be expanded dramatically. State agencies
need more flexibility and more funding to enroll more low-income
noncustodial parents in effective work programs.

Long-standing federal policy has held that state child support
agency spending on employment programs is not eligible for the 66
percent federal match that reimburses state spending on other child
support administrative expenses. The Obama administration included
in its regulation a provision that would reverse this position. Although
this important change should be made through the legislative process,
not through a regulation, the policy stands as a good one.

If we are going to require work among noncustodial parents, we
should also take steps to make sure work pays—Iike we did with
custodial parents in welfare reform. While momentum has been
building in Washington for an expansion of the earned income tax
credit (EITC) for all childless adults, this policy is not well-targeted.
A better solution is to expand the EITC for noncustodial parents
who work and pay current child support. As commissioner in New
York State, I created and implemented such a program, and an
Urban Institute analysis found that it increased the share of parents
who paid their support in full.> This idea has bipartisan support;
when President Obama was in the Senate, he proposed a bill that
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would double the EITC for noncustodial parents who paid current
child support.©0

Conclusion

CSE is aneeded and effective program. It currently lifts more than one
million families above the governments official poverty line, reduces
single parenthood, and improves child outcomes, all by enforcing
and facilitating personal responsibility at very low cost to taxpayers.

But the program has been on the decline. Its caseload has dropped,
and its reach among eligible families has been declining substantially
over the past decade. It should help more people, and it can. Efforts
should be undertaken to reach more CSE-eligible families and help
more struggling noncustodial parents fulfill their obligations through
employment. The former ought to be pursued by requiring CSE par-
ticipation as a condition of SNAP receipt and working to improve
the program’s image. The latter could be achieved by providing CSE
with greater funding flexibility through the legislative process to
expand effective workforce programs.
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Reducing Poverty by Reforming
Housing Policy

EDGAR O. OLSEN
University of Virginia

ow-income housing assistance is fertile ground for reforms that

would provide better outcomes with less public spending. The
majority of current recipients are served by programs whose cost is
enormously excessive for the housing provided. Phasing out these
programs in favor of the system’s most cost-effective program would
ultimately free up the resources to provide housing assistance to
millions of additional people and reduce taxes.!

Furthermore, the current system of low-income housing assis-
tance provides enormous subsidies to some households while offer-
ing none to others that are equally poor, and it provides subsidies
to many people who are not poor while offering none to many of
the poorest. Avoiding these excessive subsidies and focusing assis-
tance on the poorest families will contribute further to poverty alle-
viation. Well-designed reforms of the current system of low-income
housing assistance would substantially alleviate poverty with less
public spending.

Overview of Current System

To appreciate the potential for alleviating poverty through housing
policy reforms, it is essential to know the nature of current programs
and the evidence about their performance.? The bulk of low-income
housing assistance in the United States is funded by the federal gov-
ernment through a large number of programs with a combined cost
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of more than $50 billion a year. Unlike other major means-tested
transfer programs in the US, low-income housing programs do not
offer assistance to many of the poorest families that are eligible for
them. Eligible families that want assistance must get on a waiting list.

Most low-income housing assistance in the US is for renting a
unit, and the most important distinction among rental housing
programs is whether the subsidy is attached to the dwelling unit
(project-based assistance) or the assisted household (tenant-based
assistance). If the subsidy is attached to a rental dwelling unit, fami-
lies must accept the particular unit offered to receive assistance and
lose the subsidy if they move, unless they obtain alternative housing
assistance before moving.

Each family that is offered tenant-based assistance is free to
occupy any unit that meets the program’s minimum housing stan-
dards, that rents for less than the programs ceiling, that is affordable
with the subsidys help, and whose owner is willing to participate
in the program. Families retain the subsidy if they move to another
unit meeting these conditions. Figure 1 indicates the percentage of
households that receive rental assistance of various types.

The Department of Housing and Urban Development (HUD)
housing voucher program is the only significant program that pro-
vides tenant-based assistance. It is the second-largest low-income
housing program, serving about two million households and
accounting for about 32 percent of all households that receive low-
income rental assistance.

There are two broad types of project-based rental assistance: pub-
lic housing and privately owned subsidized projects. Both types have
usually involved constructing new projects. In almost all other cases,
they have required substantial rehabilitation of existing buildings.
Many of these programs no longer subsidize the construction of
projects, but most projects built under them still house low-income
households with the help of subsidies for their operation and reno-
vation. Overall, project-based assistance accounts for about 68 per-
cent of all households that receive low-income rental assistance.

Public housing projects are developed and operated by local
public housing authorities established by local governments, albeit
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Figure 1. Percentage of Households That Receive Each Type
of Rental Assistance

Public
Housing

Housing

Privately Owned
Vouchers 32%

Subsidized Projects

Note: Includes assistance from US Department of Housing and Urban Development
and other sources.
Source: Author’s calculations based on 2013 American Housing Survey.

with substantial federal subsidies and regulations that restrict their
choices. For example, regulations limit the circumstances under
which housing projects can be sold and what can be done with the
proceeds. In the public housing program, government employees
make most of the decisions that unsubsidized for-profit firms would
make in the private market—what to build, how to maintain it, and
when to tear it down. Decisions about where to build projects have
been heavily influenced by local political bodies. The public housing
stock has declined by about 400,000 units since its peak in 1991.
About one million households live in public housing projects.
Government agencies also contract with private parties to provide
housing in subsidized projects. Most are for-profit firms, but not-for-
profits have a significant presence. The largest programs of this type
are the IRSs Low-Income Housing Tax Credit, HUD’ Section 8 New
Construction and Substantial Rehabilitation and Section 236 Rental
and Cooperative Housing for Lower-Income Families programs, and
the US Department of Agriculture’s Section 515 and 521 programs.
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Under these programs, in exchange for certain subsidies, private
parties agree to provide rental housing meeting certain standards at
restricted rents to eligible households for a specified number of years.

None of these programs provide subsidies to all suppliers who
would like to participate. This is highly relevant for their perfor-
mance. In general, subsidies to selected sellers of a good have very
different effects than subsidies to all sellers. Subsidies to selected sell-
ers lead to excessive profits and much greater wasteful rent seeking.
About four million households live in projects of this type.

Performance of US Low-Income Housing Programs

Many aspects of the performance of low-income housing programs
have been studied, such as their effects on recipients’ labor earnings
and the types of neighborhoods occupied by them.> We certainly do
not have evidence on all aspects of performance for all programs,
and the evidence leaves much to be desired in many cases. How-
ever, we cannot avoid making a decision about reforms until we have
excellent evidence on all aspects of performance for all programs.
Enough evidence exists to give policymakers confidence that certain
changes would move the program in the right direction. Making no
change in current policies is a decision.

Of all the differences in the performance of various methods for
delivering housing assistance to low-income families, differences
in cost-effectiveness are by far the most consequential for poverty
alleviation. Evidence on housing programs” performance indicates
that project-based assistance is much more costly than tenant-based
assistance when it provides equally good housing. These studies
define equally good housing to be housing that would rent for the
same amount in the same locality in the unsubsidized market. This
measure accounts for the desirability of the neighborhood and the
housing itself. In the best studies, the estimated magnitude of the
excess cost is enormous.*

The best study of Section 8 New Construction and Substantial
Rehabilitation, HUD5 largest program that subsidized the construc-
tion of privately owned projects, found an excess total cost of at least
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44 percent.” That is, the total cost of providing housing under this
program was at least 44 percent greater than the total cost of provid-
ing equally good housing under the housing voucher program. This
translates into excessive taxpayer cost of at least 72 percent for the
same outcome. It implies that housing vouchers could have served
all the people served by this program equally well and served at least
72 percent more people with the same characteristics without any
increase in public spending.

The best study indicates even larger excess costs for public hous-
ing.® More recent evidence has confirmed the large excess cost of the
Section 8 New Construction and Substantial Rehabilitation Program,
and US General Accounting Office (GAO) studies have produced
similar results for the major active construction programs: LIHTC,
HOPE VI, Section 202, Section 515, and Section 811.7 In contrast, a
succession of studies over the years have found that the total cost of
various types of tenant-based housing assistance have exceeded the
market rent of the units involved by no more than the modest cost
of administering the program.®

The preceding evidence on the cost-effectiveness of project-based
assistance applies to units built or substantially rehabilitated under
a subsidized construction program and still under their initial use
agreement. Evidence from the Mark-to-Market program indicates
the excessive cost of renewing use agreements for privately owned
subsidized projects. In most cases, owners are paid substantially
more than market rents for their units.”

The results concerning the cost-effectiveness of different hous-
ing programs illustrate the virtue of substantially relying on market
mechanisms to achieve social goals, especially the virtue of forcing
sellers to compete for business. Under a program of tenant-based
assistance, only suppliers who provide housing at the lowest cost
given its features can remain in the program. If the property owner
attempts to charge a voucher recipient a rent in excess of the market
rent, the tenant will not remain in the unit indefinitely because he
or she can move to a better unit without paying more for it. Under
programs of project-based assistance, suppliers who receive pay-
ments in excess of market rents for their housing can remain in the



92 A SAFETY NET THAT WORKS

program indefinitely because their tenants would lose their subsidies
if they moved. These suppliers have a captive audience.

Recent events in Washington, DC, vividly illustrate the pitfalls of
providing subsidies to selected suppliers.' The mayor has proposed
spending about $4,500 per month per apartment to lease units in
buildings owned mainly by contributors to her campaign. This cost
does not include services to these families, and most units are dormi-
tory style. It has been estimated that these agreements would increase
the market value of the properties tenfold. At the same time, families
with HUD5 Section 8 housing vouchers have been able to find regu-
lar two-bedroom apartments for rents around $1,600 a month. These
are better than average rental units that meet HUD’ housing stan-
dards. The median rent of two-bedroom units in DC is about $1,400.

The evidence on cost-effectiveness argues strongly for phasing
out project-based assistance in favor of tenant-based assistance. This
would contribute greatly to poverty alleviation without spending
more money by increasing the number of poor families that receive
housing assistance.

Phasing out project-based assistance will contribute to poverty
alleviation for another reason. Under the current system, the best
units in new projects in the best locations have high market rents.
They are much more desirable than the average rental unit. The
worst units in the oldest projects in the worst locations have low
market rents. Identical families living in the best and worst projects
pay the same rent. Therefore, the current system provides enormous
subsidies to some families and small subsidies to others in the same
economic circumstances.

Equalizing these subsidies would contribute to poverty allevia-
tion. Under the housing voucher program, identical households
within the same housing market are offered the same assistance
on the same conditions. Therefore, providing incremental housing
assistance in the form of housing vouchers rather than subsidized
housing projects would contribute to poverty alleviation by giving
larger subsidies to the families that would have received the smallest
subsidies in the absence of reform and smaller subsidies to similar
families that would have received the largest subsidies.
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These inequities have not been carefully documented but are
obvious to all knowledgeable observers. A recent segment on PBS
NewsHour revealed that $500,000 had been spent per apartment
to build a housing project for the homeless in San Francisco.!!
This is expensive even by Bay Area standards. The median value
of owner-occupied houses in the San Francisco metro area was
$558,000, and the median household income of their occupants
was $104,000. So this government program provided apartments
to the poorest families that were almost as expensive as the houses
occupied by the average homeowner.

Ensuring that the homeless occupy housing meeting reasonable
minimum standards does not require anything like the amount of
money spent on these units. More than 20 percent of owner-occupied
houses in the San Francisco area sell for less than $300,000. Fur-
thermore, almost half of the families in the area are renters whose
median income is about $50,000. They live in much less expensive
units than homeowners.

We do not need to build new units to house the homeless. They
can be housed in satisfactory existing units at a much lower taxpayer
cost. More than 6 percent of the dwelling units in the area were vacant
at the time.

In Portland, Oregon, where the median value of owner-occupied
houses was $249,000, $360,000 per apartment was spent to build
another housing project for the homeless.!? These cases are not
anomalies. The HUD website is filled with photographs of such
housing. The desire of the people involved in the current system
to provide the best possible housing for their clients is under-
standable. However, this is not costless. Dollars spent on these
high-cost projects are dollars not spent providing housing to more
people.

Tenant-based assistance has other important advantages in addi-
tion to its greater equity and its much lower cost for providing
equally desirable housing. For example, it allows recipients to choose
housing that better suits their preferences and circumstances, such
as living close to their jobs. This increases their well-being without
increasing taxpayer cost.
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In contrast to occupants of subsidized housing projects, voucher
recipients have chosen to live in neighborhoods with lower pov-
erty and crime rates. Scott Susin found that public housing tenants
live in census tracts with poverty rates 8.8 percentage points higher
than in the absence of assistance, tenants in HUD-subsidized pri-
vately owned projects live in tracts with poverty rates 2.6 percentage
points higher, and voucher recipients live in tracts with poverty rates
2.3 percentage points lower.!? Michael C. Lens, Ingrid Gould Ellen,
and Katherine O'Regan found that occupants of tax-credit projects
live in neighborhoods with crime rates about 30 percent higher than
voucher recipients and only slightly lower than the crime rates in
public housing neighborhoods.!* Because voucher recipients have
much more choice concerning the location of their housing, this
suggests that subsidized housing projects are poorly located from
the viewpoint of recipient preferences.

Voucher recipients have exercised this choice in a way that benefits
their children. A widely cited, recent paper shows that better neigh-
borhood environments lead to better adult outcomes for children in
recipient households.!® They have higher college attendance rates
and labor earnings and are less likely to be single parents.

Before considering reforms of low-income housing policy, it is
important to address a bit of folklore that has been influential in
housing policy debates: that construction programs perform better
than housing vouchers in tight housing markets. Todd Sinai and Joel
Waldfogel show that additional housing vouchers result in a larger
housing stock than the same number of newly built units in subsi-
dized, privately owned housing projects.©

In light of other evidence, the most plausible explanations are
that subsidized construction crowds out unsubsidized construc-
tion considerably and that the housing voucher program induces
more recipients to live independently. The voucher program serves
poorer households that are more likely to be doubled up in the
absence of housing assistance. Crowding out is surely greatest in
the tightest housing markets. In the absence of subsidized con-
struction in these markets, unsubsidized construction would be
high, and unemployment among construction workers would be
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low. Subsidized construction would divert workers from unsubsi-
dized construction.

Furthermore, it is reasonable to believe tenant-based vouchers get
families into satisfactory housing much faster than any construction
program, even in the tightest housing markets. For example, the
amount of time from when new vouchers are allocated to housing
authorities to when they are used by voucher recipients is surely less
than the amount of time from when new tax credits are allocated to
state housing agencies to when tax-credit units are occupied.

Even though some households do not use the vouchers offered,
housing authorities can put all, or almost all, their vouchers to use in
less than a year in any market condition. They can fully use available
vouchers by overissuing vouchers early in the year and then adjusting
the recycling of the vouchers that are returned by families that leave the
program late in the year. No production program can hope to match
this speed in providing housing assistance to low-income households.

Proposed Reforms of Low-Income Housing Policies
to Alleviate Poverty

The available evidence on program performance has clear impli-
cations for housing policy reform. To serve the interests of taxpay-
ers who want to help low-income families with their housing and
the poorest families that have not been offered housing assistance,
Congress should shift the budget for low-income housing assistance
from project-based to tenant-based housing assistance as soon as
current contractual commitments permit and phase out active con-
struction programs.

This section describes proposals for reform of low-income assis-
tance that will alleviate poverty without spending more money. The
reforms deal with all parts of the current system—active construc-
tion programs, existing privately owned housing projects, public
housing, and the housing voucher program.

Active Subsidized Construction Programs. The Low-Income
Housing Tax Credit (LIHTC) is the largest active construction
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program. It subsidizes the construction of more units each year
than all other programs combined. LIHTC recently became the
nations largest low-income housing program, serving 2.4 million
households, and it is the fastest growing. The tax credits themselves
involved a tax expenditure of about $6 billion in 2015. However,
these projects received additional development subsidies from state
and local governments, usually funded through federal intergov-
ernmental grants, accounting for one-third of total development
subsidies.!” Therefore, the total development subsidies were about
$9 billion a year.

Furthermore, the GAO found that owners of tax-credit projects
received subsidies in the form of project-based or tenant-based Sec-
tion 8 assistance on behalf of 40 percent of their tenants.'® The mag-
nitude of these subsidies has never been documented. If their per-unit
cost were equal to the per-unit cost of tenant-based housing vouchers
in 2015, they would have added more than $8 billion a year to the
cost of the tax-credit program. If so, the full cost of housing people in
tax-credit projects would have been about $17 billion in 2015.

Unlike HUD’s programs, the LIHTC is poorly targeted to the
poorest households. Some tax credits are used to rehabilitate older
housing projects built under HUD and US Department of Agri-
culture programs that continue to provide deep subsidies to their
occupants. Other tax-credit units are occupied by families with por-
table Section 8 housing vouchers. The families in these units typi-
cally have very low earnings. However, the majority of occupants of
tax-credit projects do not receive these deep subsidies related to their
income. Their average income is more than twice the average for the
occupants who receive the deep subsidies, and they are well above
poverty thresholds.!?

The poor targeting of its subsidies and the evidence on its
cost-ineffectiveness argue strongly for the cessation of subsidies for
additional LTHTC projects. Reducing new authorizations under the
program by 10 to 20 percent each year would achieve this outcome
in an orderly fashion. The money spent on this program would be
better spent on expanding HUD’s well-targeted and cost-effective
Section 8 Housing Choice Voucher Program.
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Because the congressional committees that oversee the two
programs are different, this transfer of funds would be difficult to
arrange. However, the committees that oversee the LIHTC could
divert the reduced tax expenditures on the LIHTC to a refundable tax
credit for the poorest low-income homeowners, thereby offsetting to
some extent the anti-homeownership bias of the current system of
low-income housing assistance. About 25 percent of all unassisted
households in the lowest real-income decile are homeowners.?® To
avoid excess profits to sellers, it is extremely important that buyers
are able to purchase from any seller.?!

Existing Privately Owned Subsidized Projects. The second broad
proposal to reform low-income housing policy in the interest of pov-
erty alleviation is to not renew contracts with the owners of private
subsidized projects. The initial agreements that led to building or
substantially rehabilitating these projects called for their owners to
provide housing that meets certain standards to households with
particular characteristics at certain rents for a specified number of
years. At the end of the use agreement, the government must decide
on the terms of the new agreement, and the private parties must
decide whether to participate on these terms. A substantial num-
ber of projects end their use agreements each year. When use agree-
ments are not renewed, current occupants are provided with other
housing assistance, almost always tenant-based vouchers.

Up to this point, housing policy has leaned heavily in the direc-
tion of providing owners with a sufficient subsidy to induce them
to continue to serve the low-income households in their projects.
We should not repeat these mistakes. Instead we should give their
tenants portable vouchers and force the owners to compete for their
business. The evidence on the cost-effectiveness of renewing use
agreements versus tenant-based housing vouchers indicates that
offering such vouchers would reduce the taxpayer cost of assisting
these families. The savings could be used to assist additional families.

It is important to realize that for-profit sponsors will not agree to
extend the use agreement unless this provides at least as much profit
as operating in the unsubsidized market. Because these subsidies are



98 A SAFETY NET THAT WORKS

provided to selected private suppliers, the market mechanism does
not ensure that rents paid for the units will be driven down to mar-
ket levels. If this is to be achieved at all, administrative mechanisms
must be used. Administrative mechanisms can err in only one direc-
tion—providing excess profits. If the owner is offered a lower profit
than in the unsubsidized market, the owner will leave the program.
We should leave the job of getting value for the money spent to the
people who have the greatest incentive to do so: namely, the recipi-
ents of housing assistance.

It is often argued that giving families that live in privately owned
subsidized housing projects portable housing vouchers at the end of
the use agreement will force them to move. This would not be the
case if tenants are offered the same options as they are offered under
the current system when the projects owner opts to leave the pro-
gram. HUD will pay the market rent for the unit as long as the tenant
wants to remain in it but offers the tenant the option of a regular
housing voucher. This would enable the family to continue to live in
its current unit without devoting more income to rent, and it would
offer the family other options that it might prefer.

It is also argued that the failure to renew use agreements on pri-
vately owned subsidized projects reduces the number of affordable
housing units. If the occupants of these projects are offered porta-
ble vouchers, this could not be further from the truth. When use
agreements are extended, the only unit that is made affordable to
an assisted family living in the project is its own unit. If that fam-
ily is offered a portable voucher, many units become affordable to
the family. Contrary to the arguments of lobbyists for project-based
housing assistance, failing to renew use agreements on subsidized
housing projects increases rather than decreases the stock of housing
that is affordable to low-income households.

Public Housing. The public housing reform proposals seek to bet-
ter use the funds and assets currently available to public housing
authorities. They are designed to alleviate poverty by delivering
better housing to tenants who remain in public housing, providing
current public housing tenants with more choice concerning their
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housing, assisting additional households, and reducing the concen-
tration of the poorest families in public housing projects. The pro-
posals would require congressional action to change the restrictions
on housing authorities, except possibly for those participating in
HUD’s Moving to Work Demonstration.

Currently, HUD provides public housing authorities with more
than $6 billion each year in operating and modernization subsi-
dies for their public housing projects. My proposal would give each
housing authority the same amount of federal money as it would
have gotten with the old system, so no authority would be able to
object on the grounds that it would have less to spend on its clients.
However, the proposal would alter greatly the restrictions on the use
of this money and increase the total revenue of housing authorities.

The proposal requires every public housing authority to offer cur-
rent tenants the option of a portable housing voucher or remain-
ing in their current unit on the previous terms, unless the housing
authority decides to demolish or sell its project. To ensure that hous-
ing authorities can pay for these vouchers with the money available,
the generosity of the voucher subsidy would be set to use the hous-
ing authority’ entire federal subsidy in the highly unlikely event that
all public housing tenants accepted the vouchers. The generosity of
these vouchers would almost always differ from the generosity of
regular Section 8 vouchers, although the difference would be small
In most cases.

Housing authorities would be allowed to sell any of their proj-
ects to the highest bidder with no restrictions on its future use. This
would provide additional revenue to improve their remaining proj-
ects or provide vouchers to additional households. The requirement
that these projects must be sold to the highest bidder maximizes the
money available to help low-income families with their housing. It
also avoids scandals associated with sweetheart deals.

Many housing authorities would surely choose to sell their worst
projects. With uniform vouchers offered to families living in all of a
housing authority’s projects, it is reasonable to expect that the vouch-
ers will be accepted by more tenants in the worst projects. These are
the projects that would be the most expensive to renovate up to a
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specified quality level. They are the types of projects that have been
demolished under the HOPE VI program and that Congress intended
to voucher out under the 1998 Housing Act. By selling the public
housing projects on which they would have spent the most money
and providing their occupants with vouchers that have the same cost
as the authority’s average net expenditure on public housing units,
the public housing authority would free up money to better maintain
its remaining units or provide vouchers to additional households.

When a project is sold, the remaining tenants in that project
would be offered the choice between vacant units in other public
housing projects or a housing voucher, the standard procedure when
projects are demolished or substantially rehabilitated. When pub-
lic housing units are vacated by families that accept vouchers, the
housing authority would offer the next family on the waiting list the
option of occupying the unit or a portable housing voucher. If the
family takes the voucher, the housing authority would be allowed to
charge whatever rent the market will bear for the vacant unit. This
would provide additional revenue to housing authorities without
additional government subsidies.

To reduce poverty concentrations in public housing projects,
Congress might want to eliminate the income-targeting rules for fam-
ilies that pay market rents for public housing units. Indeed, it might
want to eliminate upper-income limits for these families. Under cur-
rent regulations, at least 40 percent of new occupants must have
extremely low incomes. Under the proposal, the new occupants will
receive no public subsidy, and so income targeting would serve no
public purpose.

Each year some former public housing tenants who had used the
proposed vouchers to leave their public housing units would give up
these vouchers for a variety of reasons. The money saved from their
departure should be used to offer similar vouchers to other families
eligible for housing assistance. The recycling of voucher funds would
ensure that the tax money spent on public housing will continue to
support at least the same number of families.

The preceding proposals would benefit many current public hous-
ing tenants without increasing taxpayer cost. The public housing
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tenants who accept vouchers would obviously be better off because
they could have stayed in their current units on the old terms. They
would move to housing meeting HUD’ housing standards that bet-
ter suits their preferences. Tenants who remain in public housing
would benefit from better maintenance of their units.

The only public housing tenants who might be hurt by the pro-
posal are tenants who want to remain in the projects that housing
authorities decide to sell. Since it is impossible to justify renovating
structures that reach a certain level of obsolescence and dilapidation,
the initial opposition of a small minority of public housing tenants
should not prevent benefits to the majority. Generally, public hous-
ing redevelopment has not required occupants’ consent.

Given the difficulty of predicting all the consequences of such
far-reaching changes, we should start with a controlled experiment
involving innovative public housing authorities willing to imple-
ment these proposals for a randomly selected subset of their pub-
lic housing projects. This experiment would produce evidence on
the effects of the proposals, and it would provide useful information
for modifying them to avoid unforeseen negative consequences and
achieve better outcomes.

Housing Voucher Program. Even though HUD5s Housing Choice
Voucher Program is the countrys most cost-effective and equitable
low-income housing program, it too offers opportunities for reform
in the interest of poverty alleviation. The Housing Choice Voucher
Program provides large subsidies to its recipients while offering
nothing to other families in similar circumstances.

In 2015, the national mean subsidy for a household with one
adult, two children, and no countable income was almost $12,000.
The poverty threshold for this family was about $20,000. A voucher
subsidy of this magnitude enables its recipient to occupy a rental
unit of about average desirability among two-bedroom units, that is,
a unit with about the median market rent.

From the viewpoint of poverty alleviation correctly conceived,
it is surely better to provide somewhat more modest housing to
more of the poorest households rather than housing of this quality
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to a fortunate few. The current welfare system provides recipi-
ents of housing vouchers with resources well above the relevant
poverty threshold, while leaving others without housing assis-
tance well below it.

In the interest of ameliorating this inequity and reducing poverty
without harming current recipients, new recipients could be offered
less generous subsidies so that more households could be served
with a given budget, and current voucher recipients could receive
the generous subsidies that are offered by the current program.
Because more than 10 percent of voucher recipients exit the program
each year, this initiative will allow more families to be served each
year without spending more money and will improve the program’s
equity. Eventually, all participants in the same economic circum-
stances would receive the same lower subsidy.

The new subsidy level could be chosen so that the voucher
program could serve all of the poorest households that asked for
assistance. At current subsidy levels, many more people want to par-
ticipate than can be served with the existing budget. Reducing the
voucher subsidy by the same amount for households at all income
levels would make families currently eligible for subsidies less than
this amount ineligible for voucher assistance. These are the currently
eligible households with the largest incomes. This would free up
money to provide vouchers to needier households that would not
have been served by the current system.

By reducing the subsidies sufficiently, we would reach a point
where all the poorest households that ask for assistance would get it.
In a previous paper, I analyze the effect of alternative reforms of this
type on who is served by the voucher program.?? This reform would
surely reduce evictions and homelessness, although these effects
have not been studied.

Conclusion

The rapid growth of spending on entitlement programs for the
elderly that will occur until they are substantially reformed will cre-
ate pressure to reduce spending on programs such as low-income
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housing programs whose budgets are decided each year by Con-
gress. In this situation, we should be focusing on how to get more
from the money currently allocated to these programs.

Building new units is an extremely expensive way to provide
better housing to low-income households, and subsidizing selected
suppliers is especially expensive. Renting existing units that meet
minimum standards is much cheaper. This also avoids providing
recipients of low-income housing assistance with better housing
than the poorest families ineligible for assistance. The proposed
reforms will gradually move the system of low-income assistance
toward more cost-effective approaches and enable us to provide
housing assistance to millions of additional people without spend-
Ing more money.

It is often argued that a shortage of affordable housing calls for
subsidizing the construction of new units. This argument is seriously
flawed. Almost all people are currently housed. If we think that their
housing is too expensive (commonly called unaffordable), the cheap-
est solution is for the government to pay a part of the rent. The hous-
ing voucher program does that. This program also ensures that its
participants live in units that meet minimum standards. Building new
units is a much more expensive solution to the affordability problem.

Furthermore, constructing new units to house the homeless is not
necessary or desirable. The number of people who are homeless is
far less than the number of vacant units—indeed, far less than the
number of vacant units renting for less than the median. In the entire
country, there are only about 600,000 homeless people on a single
night and more than 3.6 million vacant units available for rent. Even
if all homeless people were single, they could be easily accommo-
dated in vacant existing units, and that would be much less expen-
sive than building new units for them. Furthermore, most of the
600,000 people who are homeless each night already have roofs over
their heads in homeless shelters, which are also subsidized. The best
provide good housing.

Reducing the substantial differences in subsidies across identical
households that characterize the current system would contribute fur-
ther to poverty alleviation. It would help fill the gap between poverty
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thresholds and the resources of the poorest households. The current
system provides substantial subsidies to recipients while failing to
offer housing assistance to many others who are equally poor. Even
among the fortunate minority who are offered assistance, the varia-
tion in the subsidy across identical households living in subsidized
housing projects is enormous. The best housing projects offered by a
particular program are much more desirable than the worst, but ten-
ants with the same characteristics pay the same rent for units in either.
Because the most cost-effective program offers the same subsidy to
identical recipients, the shift away from other programs toward it will
focus more of the system’ resources on the poorest families.
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Child Welfare: In Search of Lasting Reform

MAURA CORRIGAN
American Enterprise Institute

Measured by federal expenditures, our nation’s child welfare
effort is relatively small. Ranked by the vulnerability of those
it serves, it ranks near the top. Many people and institutions have
failed children involved in child welfare—most importantly, the
parents responsible for their nurture, safety, and well-being. The
government cannot protect all children whose parents do not
adequately care for them. And government cannot fully repair
the damage to children caused by abuse or neglect. But the task
of child welfare programs is to prevent harm to children as effec-
tively as possible and to place children whose parents’ rights have
been terminated into safe, caring, and permanent homes. Given the
long-standing and appropriate deference society gives to parents,
and the potential consequences of a mistaken decision, child wel-
fare professionals have a tough task.

I approach this issue from the perspectives of both a child wel-
fare administrator and a judge, having heard child welfare cases
as a judge, and later as a justice and chief justice of the Michigan
Supreme Court. I left the supreme court to become the director of
human services in Michigan, where my responsibilities included
administration of child welfare programs. I managed 3,400 pub-
lic child welfare workers and a $1.1 billion child welfare budget,
principally funded by federal dollars. We received about 140,000
complaints of abuse and neglect each year, which required screen-
ing and assignment for investigation where appropriate. We had an
average daily census of 13,000 children in foster care. About 3,000
children were adopted from foster care annually. Michigan then had
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the seventh-largest child welfare system in the country, measured by
the number of children in care.

Our nation has made great strides in some aspects of child wel-
fare. Far fewer children are in foster care and awaiting adoption
than a decade ago, although the number of children rose modestly
in 2013 and 2014.! Recognizing the trauma caused by removal,
workers now try to keep children in their own homes while parents
address their issues instead of seeking removal and placement in fos-
ter care. This is a good thing. Recruiting adoptive parents has sub-
stantially improved relative to need, as has support for those parents.
The information systems used by child welfare programs have also
improved. And most importantly, fewer children are being harmed.

Child welfare is one of the few policy areas in our nation that has
generated bipartisan cooperation over a substantial period of time.
Generally speaking, federal policymakers have tended to put aside
their differences to advance legislation that they view as protecting
vulnerable children.

But significant challenges remain. Current funding structures
favor amelioration through the foster care system over prevention.
Youth in foster care who age out of the system without a permanent
home experience poor life outcomes. The short average tenure of
state child welfare leaders and the high turnover of frontline workers
impede sustained improvement. The smart use of data to quickly
triage complaints for risk to child safety is not as widespread as it
should be. The proliferation of federal requirements on practice and
reporting that has accompanied federal funds impose substantial
and, in some cases, counterproductive burdens on state agencies.

The recent Commission to Eliminate Child Abuse and Neglect
Fatalities (CECANF) report notes that nearly 30 major federal pro-
grams in more than 20 agencies across three federal departments
involve child safety and welfare.? Lack of coordination among con-
gressional committees and lack of federal oversight on these crucial
issues is a problem. And the federal courts’ involvement in setting
child welfare agency practice and goals can impede states’ ability to
exercise discretion in their programs, test new strategies, and direct
resources toward care.
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[ faced these problems directly in Michigan. I am convinced that
addressing these issues could substantially improve our child welfare
programs over the long term.

The Basics of Child Welfare

Child welfare programs seek to prevent child abuse and neglect and
to ensure that children have safe and permanent homes. States are
responsible for these efforts, although the federal government has
become increasingly involved over the past several decades. Child
welfare programs are administered by the state and local child wel-
fare agencies, generally conforming to federal requirements tied to
their acceptance of federal funds. Federal funding for child welfare
totals about $8 billion per year and is awarded to states through
myriad grant formulas and eligibility rules. Because the states cannot
afford to forgo federal funding, they assent to federal guidelines.

Child welfare programs” work typically starts with allegations of
child abuse or neglect made to agencies and departments of state
governments, tribes, and territories. These can come from anyone,
but a substantial share comes from mandatory reporters: those
required to report suspected abuse (e.g., medical professionals and
teachers). In 2014, state and local agencies received 3.6 million calls
or other referrals alleging abuse or neglect, which involved roughly
6.6 million children.?

Agencies decide whether complaints warrant investigation under
a complex web of state and federal laws. If a report is deemed to
need further investigation, a child protection worker does so. If the
childs safety is at risk, the worker will seek removal of the child from
the home through the courts. If safety is not an issue, the worker
may decide, applying governing standards, to offer preventive ser-
vices in the home to avoid future maltreatment.

A child who is removed from home may be placed with rela-
tives or with nonrelatives in the foster care system. In 2014, nearly
415,000 children were in the custody of foster care systems.* In most
cases, the goal was reunifying the child with parents. Under gov-
erning laws, parents have an opportunity to remedy the problems
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that lead to substantiated charges of abuse or neglect and improve
their parenting behavior. If the parents do not improve, CPS workers
will seek termination of parental rights in state courts, in accordance
with federal and state standards.

Following termination of parental rights, children become eligi-
ble for adoption or permanent guardianship. In 2014, about 60,898
children were waiting to be adopted because their parents’ rights
had been terminated. Many do find adoptive homes—50,644 chil-
dren were adopted with public child welfare agency involvement in
2014—but some do not.”

About 29 percent of children waiting to be adopted have resided
in foster care placements for more than three years.® The foster care
agencies move a majority of children among placements, including
foster homes and institutions, and the average number of placement
changes per stay was 3.2 as of 2008.” In 2014, more than 56,000
children in the current foster care population resided in residential
institutions, such as a group home or institution.®

In 2014, about 22,000 young people “aged out” of foster care.
That is, they grew up in foster care as legal orphans after their par-
ents’ rights were terminated. The child welfare system failed these
children. It did not find them a “forever family”—whether that was
an adoptive home or guardianship—and these youth reached the
maximum age for foster care without permanence.

Young people who age out of foster care face enormous odds.
One longitudinal study found that nearly 25 percent of youth who
aged out had no high school diploma or GED. By age 24, only
6 percent had obtained a two- or four-year college degree. Two-thirds
of the young women became pregnant after leaving foster care, and
45 percent of the young men reported that they had been incar-
cerated. Only 48 percent reported being currently employed, and
nearly a quarter reported that they had been homeless.!? Substance
abuse rates are higher than for peers with no history in the foster care
system. Rates of homelessness are very high: one national survey of
the currently homeless found that 27 percent were in foster care as
minors.!! Individuals who spend time in foster care as children are
greatly overrepresented in our nation’s prisons.?

9
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Child welfare programs walk a delicate line respecting removal
of children from their homes. On the one hand, removing a child
from his home is traumatic, and multiple foster care placements can
make things worse. On the other hand, a child’s physical safety in the
home is paramount.

The most horrifying cases in the nations child welfare system
involve child fatalities. A tragically high number of children die from
abuse or neglect each year, both inside and outside the child wel-
fare system. According to the federal governments National Child
Abuse and Neglect Data System (NCANDS), 1,580 child fatalities
resulted from abuse or neglect in 2014. These data may be ques-
tionable because states report child fatalities in different ways. Some
researchers estimate that the actual number is closer to 3,000. The
recent CECANF report states that four to eight children die every
day from abuse and neglect in the United States. Approximately
75 percent of the victims are infants and children under three; a
majority of these homicides are caused by a parent.!?

Child welfare agencies assist in nearly every step of the processes
needed to help keep children safe. They receive and investigate allega-
tions and work with parents to remedy allegations deemed credible.
They identify kin to care for children if the children must be removed
from their home and provide financial assistance and support to these
“kinship care” families. They recruit nonrelative foster care families
for children who cannot return home or live with kin, match children
in need of homes with foster families, and provide financial assistance
and support to those families once a match is established. And they
work to recruit adoptive parents for those in foster care who are not
on track to return to their parents, match children with adoptive par-
ents, and support those parents after the adoption.

These cases are frequently tragic. I recall one specific case in
which a homeless mother of three, living in her car, died in another
state. A Michigan man had been identified as the childrens father,
so the state in which she passed away sent the children to live with
their father. He initiated a paternity test, and the results indicated
that he was not the biological father of any of the children. So he
turned the children over to the State of Michigan’s foster care system.
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The children were orphaned, their father unknown, and the agency
had to pick up the pieces. These are the tragedies that child welfare
workers face.

Federal Spending

Congress appropriated roughly $8 billion in 2015 for child welfare
programs. This funding is spread across a host of programs, includ-
ing many that are quite small. The bulk of these dollars ($7.1 billion
in 2015) falls under Title IV-E of the Social Security Act. This title
primarily reimburses states for a share of the costs they incur provid-
ing foster care and adoption assistance. Most IV-E funding in 2015
($4.3 billion) was appropriated for payments to families who care for
children in foster care and for program administration, and another
$2.5 billion was dedicated to adoption assistance (financial assistance
to families who adopt children with special needs who could not be
placed after reasonable efforts to place them without assistance).!*

States also direct to child welfare efforts a substantial share of fed-
eral funds that are not explicitly tied to child welfare. These include
the Social Services Block Grant, Temporary Assistance for Needy
Families (TANF), and Medicaid. Unlike the dedicated child welfare
funding streams, states are not required to meet federal guidelines
for their child welfare programs to apply this funding to their child
welfare efforts. It is estimated that states apply as much as $5.3 bil-
lion from these sources annually toward their child welfare efforts.!>
States and localities are also contributors, of course. Combined, they
typically spend a bit more on child welfare programs than does the
federal government.

The Growing Federal Role in Child Welfare

Since the 1970s, the federal role in child welfare policy has expanded
substantially. Over that time, Congress has passed more than 20 fed-
eral acts governing the substance and procedure of child protection,
foster and kinship care, and adoption and guardianships. National
standards now affect nearly all aspects of child welfare practice at the
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state and local levels. Most such statutes and rules address important
concerns. On balance, they have improved the nation’s care for vul-
nerable children. At the same time, the scope of activities for which
states are de facto responsible by virtue of federal funding streams
have grown dramatically.

The current array of federal child welfare programs got its start in
1935, when Congress provided limited funding in the Social Secu-
rity Act. Reach expanded with the Aid to Families with Dependent
Children (AFDC) program in 1961, which allowed states to use fed-
eral funds for foster care of children in AFDC-eligible families. The
program was later expanded to include all states.

The Child Abuse Prevention and Treatment Act (CAPTA) was the
first statute solely dedicated to child abuse and neglect. CAPTA pro-
vides modest federal funding to the states (about $100 million each
year) and requires them to develop protocols to report, investigate,
and protect children at risk of abuse and neglect as a condition of
funding receipt. It also established strict confidentiality provisions.

Congress then enacted foster care and adoption assistance pay-
ments under the Adoption Assistance and Child Welfare Act of 1980
(AACWA) to support children adopted from foster care. This act
compelled states to use “reasonable efforts” to preserve and main-
tain families and to reunify them if their children are removed from
their custody. It also required state plans for case planning, relative
placements, and permanency planning, which had to be approved
by the DHHS.

In 1994 Congress established child and family services reviews
(CFSRs) of state child welfare programs to ensure compliance with
requirements in various federal funding programs. CFSRs review
many indicators, with a focus on safety; permanency; and the phys-
ical, educational, and mental needs of children involved in those
programs. Only four small states have passed these national bench-
marks. A third round of state reviews is currently underway. States
that fail to pass the reviews are required to file Program Improve-
ment Plans to ameliorate the adverse findings; federal dollars are
at risk for noncompliance or unsatisfactory implementation of the
improvement plans.
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In 1997, Congress passed the Adoption and Safe Families Act
(ASFA) and amended the AACWA significantly, making the child’s
safety the paramount criterion in assessing child abuse and neglect.
It placed time limits on parents to improve conditions that led to the
childs removal, so as to provide for timely permanency, and required
background checks for all foster and adoptive parents and for adults
living in foster or adoptive homes, so as to protect children from
harm at the hands of caregivers. The ASFA also provided bonuses for
expeditiously moving adoption cases through state courts.

In 2012, Congress passed the Fostering Connections to Success
and Adoption Improvement Act. Among other changes, it allowed
youth to remain in foster care until age 21, with continued federal
supports if states match those contributions. Fostering Connections
increased opportunities for relatives to participate by mandating
notice to relatives of a child’s removal. It also authorized subsidized
guardianships, extended adoption and guardianship assistance, and
created educational rights for foster children to attend school—
either to remain in their same school or, when a move is necessary,
to obtain assistance for a prompt transfer to a new school.

And in 2014, Congress passed the Preventing Sex Trafficking and
Strengthening of Families Act, requiring states to develop policies
around children at risk of becoming sex-trafficking victims. It further
required states to amend foster care licensing standards to allow fos-
ter families to provide developmentally appropriate extracurricular,
enrichment, cultural, and social activities, and it required the same
of group homes. Under this law, foster children 14 and older must
receive and sign an advice of rights form (for example, rights to edu-
cation, health, participation in court proceedings, and visitation).

This is just a sketch of federal developments in child welfare.
But even from this, it is clear that the scope of activities for which
states are responsible—provided that they accept federal funds—has
expanded dramatically alongside increased federal support for those
activities, as have the rules and requirements with which entities
administering child welfare programs are expected to comply.
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Successes in Child Welfare

By many important measures, child welfare has improved substan-
tially. Most importantly, fewer children appear to be suffering harm.
In 1990, child maltreatment rates were estimated to be 13.4 per
1,000 children in the country. After peaking at 15.3 in 1993, rates
are now estimated to have fallen to 9.4 per 1,000 children, although
up slightly from 2012.16 These are substantial declines reflecting a
primary goal of child welfare programs and policies, and they should
be properly celebrated.

Additionally, fewer children are living in foster care—another big
success. Complaints and the number of children in foster care have
risen modestly over the past couple of years—a subject of much dis-
cussion in the child welfare arena—but still remain far below what
they were just a decade ago.

Why? In part because fewer children are being removed from
their homes. One of the greatest advances in child welfare practice is
that child welfare professionals have become more cognizant of the
trauma caused by removal. Nationally, they have minimized trauma
when removal is necessary. More children are remaining with their
own families following complaints, often with the help of preventive
and supportive services to their families.

In 2005, 513,000 children were in foster care in the US.17 Over
the past decade, the number of children in care has decreased sig-
nificantly—about 100,000 fewer children, or nearly a 20 percent
reduction. As a result, payments to foster families to help defray the
cost of caring for a child have fallen as well.

And efforts to increase adoptions have borne fruit—federal adop-
tion assistance payments are on an upward trend. In 2005, 130,997
children awaited adoption; that number had fallen to 107,918 in
2014.18 The number of children adopted has remained essentially
stable over the past decade: 51,625 children were adopted with pub-
lic child welfare agency involvement in 2005, while 50,644 were
adopted with the involvement of public child welfare agencies in
2014.19 This is good news against a backdrop of falling numbers of
children in the system available for adoption. Of course, our goal
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should be that every waiting child finds a “forever family,” that no
child face the prospect of aging out of the system and the adversity
that entails. Nonetheless, progress has been made.

And sometimes, boring improvements are also important improve-
ments. Information systems fit that category. Agencies need to track
cases and outcomes and respond quickly with as much informa-
tion at their disposal as possible. Many agencies have substantially
improved the systems they use for complaint intake, investigation,
and case management. Of course, what agencies do with informa-
tion matters. But from what I saw as an administrator, infrastructure
capability enables success. We are far better off in this regard than we
were two decades ago.

Overarching Challenges

While there are decreasing child maltreatment rates, fewer children
in foster care, increasing federal adoption assistance, and more effi-
cient child welfare agency structures, many challenges still hinder
the continued improvement of the child welfare system. Three of the
most pressing challenges include a federal financing structure that
focuses too little on helping families stay together, an overreliance on
consent decrees to reform child welfare agencies, and low workforce
retention rates.

Federal Financing Structure. Federal funding in child welfare is
focused on supporting the foster or adoptive families of children who
have been removed from their parents. More than three-quarters of
dedicated federal funding are appropriated to these two purposes,
with two-thirds of that dedicated to supporting foster care place-
ments. Support for those efforts is needed.

Based on what I saw as an administrator, however, the current
financing approach is too ameliorative. Although practice has rec-
ognized the importance of keeping children in their families if the
childs safety is not in jeopardy, and progress has been made on that
front, federal funding structures have not fully caught up. The bulk
of dedicated federal funding for child welfare is narrowly focused on
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reimbursing states for their efforts to maintain children in foster care
arrangements. Funding is less focused on helping families stay safe
and together in the first place or on permanence once parental rights
are terminated.

A related issue is that states’ eligibility for federal reimbursement
of costs is based on the income criteria of the children involved in
their programs—criteria set in 1996 in accordance with TANF eli-
gibility guidelines through the Personal Responsibility and Work
Opportunity Reconciliation Act. This was an outgrowth of child
welfare’s historical connection to the AFDC, which enabled states to
claim reimbursement for foster care costs incurred by AFDC-eligible
children who were removed from their homes. This may have made
sense in 1996, but it does not make sense today.

State child welfare agencies have a responsibility to investigate
claims of abuse and neglect, whatever the household income of the
child in question, and respond in the child’s best interest. And there is
some concern that guaranteed federal funding for the care of poor chil-
dren may result in unnecessary foster care for low-income children.

Child Welfare Class-Action Litigation. Class-action litigation has
long been a thorn in the side of child welfare agencies. No agency
is perfect, and horrifying lapses on the part of agencies continue
to occur. Class-action suits are brought on behalf of those children
whose federal statutory or constitutional rights have been violated
while in state custody, with the underlying goal of driving child wel-
fare agency reforms. For a variety of reasons, especially the negative
publicity generated by a trial, these suits are often settled, and a con-
sent decree is frequently a major component of the settlement. The
decree often lays out a series of improvements to the child welfare
system proposed by plaintiffs that the state agrees to undertake as
part of the settlement. Progress is monitored and enforced by the
federal courts.

These decrees are widespread. In 2005, the Child Welfare League
of America documented child welfare class-action litigation in 32
states, with consent decrees in 30 states, including 26 decrees in fed-
eral courts.?° Since then, 20 new decrees have gone into effect. The
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subjects fingered for improvement in the decrees touch nearly every
area of child welfare practice, including:

* Reporting, investigating, and intake in child protection cases;

Staffing, caseloads, training, and supervision of case workers;
* Information technology;
* Quality control; and

* Recruitment, retention, and licensing of foster parents, rela-
tives, and group homes.

Operating under a consent decree substantially changes the
emphasis and focus of an agency? efforts. I know this firsthand, hav-
ing operated under one in Michigan.

Consent decrees hold states accountable for practices that result
in violating rights guaranteed in the Constitution and federal stat-
utes. Upholding these rights is, of course, vital, and consent decrees
can be useful in this regard. But as currently practiced, they also
present problems. Decrees often address concerns that extend far
beyond vindication of federal rights. They have questionable returns
on investment; they often lack sunset periods, existing in perpetu-
ity; they are difficult to modify and update; their requirements are
frequently beyond the ability of even high-performing programs to
meet; and they divert state dollars away from services and toward
payment of attorneys’ fees and court monitors.?!

The Oklahoman recently reported an example of diverting state
tax dollars to plaintiffs” attorneys and court monitors. Oklahoma has
been subject to a federal consent decree over its child welfare oper-
ations for the past four years. During that time the state has paid
$5.6 million to court monitors, including three who charged
$315/hour. Because of reduced state tax revenues, Oklahoma’s
Department of Human Services concurrently offered buyouts to 400
of its employees. The Oklahoman questioned whether children are
really better off under this federal court decree.?
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The requirements embedded in consent decrees can also be at
odds with each other. Michigan’s decree, for example, requires a cer-
tain percentage of children be placed in a permanent home within
12 months. It also requires a certain share of placements to be
successful in the long term. Michigan has a strong record on per-
manency. But requiring the state to move more quickly is likely to
result in poorer matches, dragging down the state’s success on per-
manency. The decree also contains a distance requirement that most
children be placed in homes that are geographically close to the
home from which they were removed. This makes sense in theory,
but good matches are difficult to make. It may be better for a child
to be placed in a good home further away than a less optimal home
20 miles closer.

Ordinarily, child welfare professionals would decide their priori-
ties. But in mandating measures for satisfying decrees, agencies and
their leaders are hamstrung. Lack of prioritization and inadequate
recognition of trade-offs are endemic to bureaucracies generally, and
decrees can exacerbate those problems. Narrow and inflexible con-
sent decrees can drive decisions that guard against legal action at the
expense of a child’s best interest, and they can hinder reforms.

New York City provides another good example of the problem. A
consent decree prevented the city from adopting best practices, such
as neighborhood-based services, that could have improved the child
welfare system in the 1990s. Linda Gibbs, a former top aide to Mayor
Michael Bloomberg, described her experience trying to address prob-
lems in the child welfare system as “a classic case of the adversarial
nature of litigation creating stalemates that delay reform.”%

Workforce Retention. Child welfare is hard work. Studies across
the decades have grappled with the problem of employing and
retaining frontline child welfare workers. I dealt with this problem in
Michigan. According to the Annie E. Casey Foundation, 20 percent
of the public child welfare workforce turns over every year; turnover
in private child welfare agencies is 40 percent.?*

Because long-term relationships in child welfare cases are almost
always an asset to care—not to mention efficiency—turnover is



120 A SAFETY NET THAT WORKS

more than a marker of employee satisfaction; it limits the quality of
care that agencies provide. Studies have been remarkably consistent
about the causes leading to departures of employees in such high
numbers: high caseloads, staff shortages, and lack of adequate super-
vision and training.

Too little federal attention has been directed to the problem of
worker retention. Yet in various performance-improvement plans
submitted to DHHS regulators in response to CEFSRs, 17 states
described workforce-retention issues as barriers to implementing
federal demands. Stabilizing each states child welfare workforce is
central to lasting reforms in child welfare. Certainly child welfare can
be a resource black hole—no amount of resources will make child
welfare programs perfect. But the status quo on retention suggests it
is a problem.

The worker-retention issue starts at the top. Sustained senior lead-
ership matters for change and affects agency workers’ morale. Con-
ventional wisdom holds that the tenure of a state executive branch
child welfare leader is 18 months. A revolving door of state lead-
ership presents yet another significant barrier to lasting change. In
bureaucracies, incumbents resist change—especially when leader-
ship changes frequently. Why should the bureaucracy change when
new leadership will propose a new direction in 12 months? From
both a service and agency change perspective, frontline and senior
tenure in child welfare agencies demands serious attention.

Suggestions for Reform

These shortcomings should be addressed with reforms that align
federal funding with our priorities, ensure consent decrees do not
lead to unnecessary entanglements, improve the morale of workers
on the frontlines, and better integrate predictive analytics tools into
our efforts to keep children safe.

Federal Financing. Many in the child welfare community agree that
the current federal financing system for child welfare should shift
from a “damage control” model—in which federal funding flows
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primarily toward supporting services for foster children—toward
one more attentive to keeping families together in the first place and
moving children into permanent families as quickly as possible. This
concept has received attention from leading legislators such as Sen.
Orrin Hatch (R-UT) and Sen. Ron Wyden (D-OR), was highlighted
in the CECANF report, and has been a point of focus for the Annie
E. Casey Foundation and Casey Family Programs.

Federal financing reform has the potential to make a difference on
these issues. It is worth considering how federal funding streams can
more effectively incentivize states to focus on prevention and per-
manence, as opposed to amelioration. Take Title IV-E funding, for
example. If a child meets eligibility criteria, the federal government
reimburses a share of the costs of providing for that childs care—
sometimes for a long period of time, and sometimes in less prefer-
able settings. Essentially, the federal government gets what it pays
for with Title IV-E: lots of foster care and little focus on prevention
or permanence. Title IV-E5 structure does not send strong signals to
states regarding what is important.

To address this, the federal government could limit federal reim-
bursement for less preferable arrangements with weaker links to
permanence (e.g., shelter or congregate care), placing additional
pressure on states to find kin, foster families, and adoptive parents
more quickly and encouraging a greater focus on prevention. Other
measures aimed at incentivizing permanence could also be consid-
ered but should be tempered by the knowledge that a substantial
majority of the foster caseload is, and is likely to continue to be,
extremely difficult to place in a permanent home.

State agencies should also be provided increased flexibility in
their application of federal child welfare dollars (specifically with
Title IV-E), allowing them to direct federal funds toward activities
aimed at keeping families together, recruiting and supporting kin-
ship care and foster families, and recruiting and supporting adop-
tive parents with the goal of expeditious permanency. The restriction
on a childs eligibility for federal reimbursement of foster care costs,
based on AFDC limits, could also be revised to acknowledge that
income is not the primary issue here—it is the safety and well-being
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of the child, whatever his familys income. One option worthy of
consideration is eliminating the eligibility limit entirely and lowering
federal reimbursement rates across the entire population of children
to keep federal costs and state reimbursements flat.

Significant new reforms incorporating many of these ideas appear
to be in progress. They could be some of the most consequential
reforms of the past two decades. The current system is in some ways
a funding source that provides states with little direction, and it
should be changed.

Consent Decrees. Federal policymakers should examine class-
action litigation with a critical eye. In our paper, Rethinking Con-
sent Decrees, John Bursch and I suggest that Congress look again
at legislation similar to Senator Lamar Alexander’s Consent Decree
Fairness Act and impose controls such as tying ongoing judicial
review of decrees to the election process. This would eliminate the
so-called “dead hand” problem—that is, the decree continues in
existence for decades, far beyond the terms of office of those state
actors who negotiated the decrees.

Such a reform would also tie such decrees to a violation of a
federal right. It would preclude any consent decrees, or aspects of
consent decrees, that do not remedy violations of federal statutory
or constitutional rights. And it would bar adopting standards from
federal funding carrots, such as the CFSRs, and relying on standards
created by private organizations (e.g., caseload limits), which have
no source in federally protected rights.

Any decree overseen by federal courts should be narrowly tai-
lored to the violation of a federal right. Congress should place the
burden of proof on plaintiffs to show that the decree’s terms are
necessary to prevent future violations of these rights. Such a reform
would ensure that violated rights are appropriately recognized and
remedied, without allowing consent decrees to introduce unneces-
sary entanglement in agency practice that is unrelated to the spe-
cific violation at issue. Consent decrees’ effect on agency practice,
resources, and child well-being is significant. Agencies should be
held accountable, but an appropriate recognition of the importance
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of professional judgment, flexibility, and innovation must temper
such efforts.

Workforce Retention. At the federal level, efforts to increase worker
retention should start with a critical and comprehensive accounting
of the rules and requirements placed on those at the state and local
levels who are tasked with administering programs supported with
federal funds. As decades of new programs have stacked atop one
another, many with different rules and requirements, the child wel-
fare system has become breathtakingly convoluted, landscaped by
funding silos, and tangled up with exacting reporting requirements
that seem to honor process for process’ sake.

Child welfare agencies tasked with administering these programs,
and their workers, are constantly on the defensive. Too often, in my
experience, they are preoccupied with ensuring that they do not miss
process minutiae, rather than being focused on the overarching goals
of protecting children; securing permanent, caring homes for chil-
dren removed from the custody of their parents; and supporting fam-
ilies in those efforts. This drags on morale and passion for their work.

A few examples of the questions such a review might ask are as fol-
lows. Is the requirement that each child placed in foster care be pro-
vided with a detailed notice of rights, and that this notice be signed,
useful? Does it make sense for a 14-year-old to be required to review
and sign a notice if the adults caring for these children are ultimately
responsible and are well aware of their responsibilities as caregivers?

Does it make sense to have a hard pass/fail judgment on CFSRs?
Michigan received a score of 99.35 on its recent CFSR and failed;
the federal bar for passing is 99.39. Would it make more sense to
evaluate agencies on a continuum that recognizes and rewards per-
formance without being arbitrary?

A key driver of leadership turnover is negative media attention
surrounding a child fatality, but many leaders believe CAPTAs confi-
dentiality provisions bar them from responding to these reports and
telling the agency’ side of the story. Does this make sense? Would it
be more desirable to empower leaders to defend their strategy and
employees if that could be done without violating confidentiality or



124 A SAFETY NET THAT WORKS

chilling the press, or would clearer guidance be helpful? To be sure,
many requirements are useful and needed. But they should be care-
fully chosen.

Speaker of the House Paul Ryan has called for consolidation and
flexibility in adult poverty programs. Child welfare would bene-
fit from similar scrutiny—not to simplify the system for simplifi-
cations sake, but because it would likely improve leadership and
line-worker morale and decrease turnover. Both of these are founda-
tional to long-term success and change in this arena.

A broader examination of proper metrics should accompany this
process because requirements and punishments have been added
piecemeal with each development in federal policy. What top-line
outcomes do we want to see? How will performance be rewarded
or subpar performance punished? Are we comfortable giving states
more freedom on process? I do not pretend to have all the answers
to these questions. But I do know from personal experience that the
current system is numbingly convoluted and needs a critical review
of requirements before new mandates are added. Even putting aside
resource questions, which are worthy of discussion, I am confident
that substantial improvements could be made.

Predictive Analytics. By design, child welfare agencies are reactive.
They receive allegations of abuse or neglect and respond to them.
Some agencies do this more effectively and quickly than others. But
with the development of new integrated data systems, child wel-
fare agencies have the opportunity to proactively identify the cases
in which child safety is at highest risk and address concerns more
quickly. Good caseworkers are important, but insurance companies
use complex models to evaluate risk-based decisions for a reason:
they are generally better than humans.

Child welfare agencies have ample opportunities to incorporate
such models in their services. Predictive analytics, which has been
piloted with some success in Hillsborough County, Florida, uses past
child welfare records to identify the risk factors most associated with
child abuse and neglect fatalities. Caseworkers use this information
to target their efforts to the riskiest cases. Using this model allowed
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the local child welfare program to almost entirely eliminate child
abuse and neglect fatalities.

States and localities would do well to explore how they could
integrate these predictive models into their practice. Federal poli-
cymakers should thoughtfully consider ways in which the federal
government could help—perhaps by establishing a best-practices
clearinghouse and offering technical assistance—without getting in
the way. Predictive analytics is not a panacea, but it is a likely next
frontier of improvement in child welfare programs.

Conclusion

Children involved in the child welfare system are among the most
vulnerable in our society. We have made substantial progress in
reducing the number of children in foster care and increasing adop-
tions to permanent homes. Many weaknesses remain—among them,
frequent leadership changes in state and local programs, a dated
federal financing scheme, high frontline worker turnover, poorly
designed federal requirements that impede service and change, and
federal courts overinvolved in policy and practice.

These issues are central to creating an environment conducive to
long-term change in service of those broader goals. Efforts to better
align federal funding with desired outcomes, rationalize and smartly
reign in federal requirements in child welfare programs, limit the
intrusion of federal courts into practices unrelated to specific consti-
tutional or statutory violations, and intelligently support the exper-
imentation and adoption of new predictive analytics tools would all
be steps in the right direction.

Notes

1. US Department of Health and Human Services, Administration for
Children and Families, Administration on Children, Youth, and Families,
Children’s Bureau, Adoption and Foster Care Analysis and Reporting System
(AFCARS) Reports, various years, http://www.acf.hhs.gov/programs/cb/
research-data-technology/statistics-research/afcars.



126 A SAFETY NET THAT WORKS

2. Commiission to Eliminate Child Abuse and Neglect Fatalities, Within
Our Reach: A National Strategy to Eliminate Child Abuse and Neglect Fatalities,
2016, https://www.act.hhs.gov/sites/default/files/cb/cecanf_final_report.pdf.

3. US Department of Health and Human Services, Administration for
Children and Families, Administration on Children, Youth, and Families,
Children’s Bureau, Child Maltreatment, January 25, 2016, http:/www.acf.
hhs.gov/programs/cb/research-data-technology/statistics-research/child-
maltreatment.

4. US Department of Health and Human Services, Administration for
Children and Families, Administration on Children, Youth, and Families,
Childrens Bureau, Trends in Foster Care and Adoption: FY 2005-FY 2014,
2015, https://www.act. hhs.gov/sites/default/files/cb/trends_fostercare_
adoption2014.pdf.

5. US Department of Health and Human Services, Administration for
Children and Families, Administration on Children, Youth, and Families,
Childrens Bureau, “The AFCARS Report, No. 22.” July 2015, http://www.
acf.hhs.gov/sites/default/files/cb/afcarsreport22.pdf.

6. Ihid.

7. Casey Family Programs, “Foster Care by the Numbers,” August 2010,
http://www.fostercareandeducation.org/portals/0/dmx/2013%5C07 %
5Chile_20130719_111354_0StS_0.pdf.

8. HHS Children’s Bureau, “The AFCARS Report, No. 22.”

9. Ibid.

10. Mark E. Courtney et al., Midwest Evaluation of the Adult Functioning of
Former Foster Youth: Outcomes at Ages 23 and 24 (Chicago: Chapin Hall at
the University of Chicago, 2010), https://www.chapinhall.org/sites/default/
files/Midwest_Study_Age 23 _24.pdf.

11. Martha R. Burt et al., Homelessness: Programs and the People They
Serve: Findings of the National Survey of Homeless Assistance Providers and Cli-
ents, Urban Institute, December 7, 1999, http://www.urban.org/research/
publication/homelessness-programs-and-people-they-serve-findings-
national-survey-homeless-assistance-providers-and-clients/view/
full_report.

12. Sara McCarthy and Mark Gladstone, State Survey of California Prison-
ers: What Percentage of the State’s Polled Prison Inmates Were Once Foster Care
Children?, California Senate Office of Research, December 2011, http://



MAURA CORRIGAN 127

www.sor.govoffice3.com/vertical/Sites/{3BDD1595-792B-4D20-8D44-
626EF05648C7}/uploads/Foster_Care_PDF_12-8-11.pdf.

13. Commission to Eliminate Child Abuse and Neglect Fatalities, Within
Our Reach; and US Department of Health and Human Services, Adminis-
tration for Children and Families, Administration on Children, Youth, and
Families, Children’s Bureau, Child Abuse and Neglect Fatalities 2013: Statistics
and Interventions, April 2015, https://www.childwelfare.gov/pubPDFs/fatal-
ity.pdf.

14. Emilie Stoltzfus, Child Welfare: An Overview of Federal Programs and Their
Current Funding, Congressional Research Service, January 23, 2015, https://
www.fas.org/sgp/crs/misc/R43458.pdf.

15. Ibid.

16. US Department of Health and Human Services, Administration for
Children and Families, Administration on Children, Youth, and Families,
Childrens Bureau, 10 Years of Reporting Child Maltreatment 1999, 2001,
http://archive.acf.hhs.gov/programs/cb/pubs/cm99/cm99.pdf, HHS Chil-
dren’s Bureau, Child Maltreatment 2014, 2016, http://www.acf.hhs.gov/sites/
default/files/cb/cm2014.pdf; and Andrea J. Sedlak et al., Fourth National
Incidence Study of Child Abuse and Neglect (NIS-4), HHS Office of Planning,
Research, and Evaluation and the Childrens Bureau, http:/www.acf.hhs.
govy/sites/default/files/opre/nis4_report_congress_full_pdf_jan2010.pdf.

17. US Department of Health and Human Services, Administration for
Children and Families, Administration on Children, Youth, and Families,
Children’s Bureau, “The AFCARS Report, No. 13,” September 2006, http://
www.acf.hhs.gov/sites/default/files/cb/afcarsreport13.pdf.

18. US Department of Health and Human Services, Administration for
Children and Families, Administration on Children, Youth, and Families,
Childrens Bureau, “Children in Public Foster Care on September 30th of
Each Year Who Are Waiting to Be Adopted FY 2005-FY 2014,” http:/www.
acf.hhs.gov/sites/default/files/cb/children_waiting2014.pdf.

19. US Department of Health and Human Services, Administration for
Children and Families, Administration on Children, Youth, and Fami-
lies, Children’s Bureau, “Adoptions of Children with Public Child Welfare
Agency Involvement by State FY 2005-FY 2014,” http://www.acf.hhs.gov/
sites/default/files/cb/children_adopted2014.pdf.

20. Shay Bilchik and Howard Davidson, “Introduction,” in Child Welfare



128 A SAFETY NET THAT WORKS

Consent Decrees: Analysis of Thirty-Five Court Actions from 1995 to 2005, by
Amy Kosanovich, Rachel Molly Joseph, and Kira Hasbargen (Washington,
DC, Child Welfare League of America, 2005), 2—4, http://www.acf.hhs.gov/
sites/default/files/ch/cm2013.pdf.

21. For seminal work, see Ross Sandler and David Schoenbrod, Democ-
racy by Decree: What Happens When Courts Run Government (Yale University
Press, 2003).

22. Oklahoman Editorial Board, “Despite Optics, Spending by Oklahoma
DHS Has Been Needed,” Oklahoman, March 9, 2016, http:/newsok.com/
article/5483633.

23. Linda Gibbs, “New York Citys Administration for Children’s Services
Reform Effort: When Solutions Are the Problem” in For the Welfare of Chil-
dren: Lessons Learned from Class Action Litigation, eds. Judith Meltzer, Rachel
Molly Joseph, and Andy Shookhoff (Washington, DC: Center for the Study
of Social Policy, 2012), 125-28.

24. Annie E. Casey Foundation, The Unsolved Challenge of System Reform:
The Condition of the Frontline Human Services Workforce, 2003.



Temporary Assistance for Needy Families
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ew federal programs arouse the strong reactions elicited by the

Temporary Assistance for Needy Families (TANF) program.
Most Republicans regard the program as one of the most import-
ant achievements of Republican policy in recent decades because it
fulfills the party’s primary goal of helping, incentivizing, or cajoling
poor welfare recipients to work. By contrast, some Democrats and
most progressive advocates despise the program and think it fails in
what they see as a welfare program’ single most important function:
providing benefits to destitute families. The goal of this chapter is to
provide an overview of the TANF program, examine its association
with changes in work and poverty since it was enacted in 1996,
and review what are widely seen as the weaknesses of the program,
along with possible solutions to some of these weaknesses.

Five Major Features of TANF

Although the TANF program has many complexities, its essence is
captured by five features: a focus on ending entitlement, block grant,
work requirements, time limits, and sanctions. Not only do these fea-
tures mark a radical change from the old Aid to Families of Depen-
dent Children (AFDC) program that TANF replaced, but they also
distinguish TANF from every other federal means-tested program.

Entitlement. The most important change embodied by TANF is the
end of entitlement. This is the TANF provision that most aggravated
Democrats during the welfare-reform debate of 1995-96.! No wonder.

129
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A key characteristic of AFDC and many other means-tested pro-
grams, such as Medicaid and the Supplemental Nutrition Assis-
tance Program (SNAP; formerly Food Stamps), is that everyone who
meets the program’s qualifications has a legal right to the benefits.
By contrast, many federal programs, such as housing and day care,
have a fixed appropriation each year and are given to recipients on
a first-come, first-serve basis, with many eligible families left out.
During the welfare-reform fight in the mid-1990s and previously,
Republicans were intent on implementing the principle that wel-
fare recipients should not just sit back and get guaranteed benefits.
Rather, to retain eligibility, they should have to actually work or pre-
pare for work.

Even though President Franklin D. Roosevelt told Congress
in 1935, the year he signed the Social Security Act that created
AFDC, “we must and shall quit this business of relief,”> AFDC had
become—or perhaps always was—more of a handout than a hand
up. Far from quitting relief, over the years the federal government
had surrounded AFDC with a host of other means-tested programs.

In 2012, the Congressional Research Service released a remark-
able memorandum giving a brief overview of the benefits provided
by 83 means-tested programs and summarizing federal—and state
if the program included at least partial state financing—spending on
each program. Total state and federal spending on these programs in
2011 was nearly $1.1 trillion in 2015 dollars.® Quitting the business
of relief this is not. Given the proliferation of programs and spending,
Republicans were intent on taking action to make it clear to recip-
ients that at least one program (TANF) is a contingent program—
able-bodied adults would not get cash unless they were working or
making state-defined efforts to prepare for or look for work.

Block Grant. The federal government gives money to states in many
ways. The block-grant method typically gives states abundant flexi-
bility in using federal money to achieve goals specified in federal law.

TANF is a block grant that provides states with $16.5 billion each
year. No allowances were made for inflation, thereby ensuring that
the block grant’s value in current dollars would decline over time. By
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2015, the block grants purchasing power had declined by around
a third.*

The money is distributed among the states on a formula basis; the
formulas main element is how much states had been spending on
the AFDC program in the years before the legislation was enacted
in 1996. Because of this funding formula, rich states that had high
AFDC benefits, such as California and New York, receive approxi-
mately 6.2 times more money per child in poverty than poor states
that had low AFDC benefits, such as Mississippi and Nevada ($2,216
per child for New York versus $357 per child for the latter two states).

States are authorized to spend the funds on four goals: (1) to sup-
port children from destitute families so they can be raised at home;
(2) to help families achieve independence from welfare through work
and marriage; (3) to increase the percentage of children being reared
in married, two-parent families; and (4) to reduce nonmarital births.

A particular advantage of replacing AFDC with a block grant is
that the incentives for state policy and practice are much more in
line with the goal of helping people leave welfare. Under the AFDC
entitlement, every time states added someone to the welfare rolls, the
feds gave them an average of about $0.55 for each dollar they spent
on benefits. Many AFDC critics saw this financing mechanism as
providing states with a financial incentive to add people to the rolls.
Similarly, for every person who left the rolls, sometimes because the
state helped them find a job, the federal government reduced their
payment by an average of $0.55 on the dollar.

By contrast, under the block grant, if the states add someone to
the rolls, they must pay the entire cost out of their block grant. But
if they help a recipient leave the rolls, they get to keep all the money
that had been paying for that person’s benefits. Thus, the block grant’s
structure gives states a financial incentive to help families leave the
rolls. Of course, this financing system is subject to manipulation, a
topic that I will discuss later.

Work Requirements. To make sure states get the message about
work, TANF requires every state to design a work program. The defi-
nition of work is spelled out in great detail in the law so that states
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have to provide job-search assistance, training for work, work itself,
or education or training on a limited basis.

When fully implemented, the law requires recipients to engage in
work activities for 30 hours a week, and half the state’s caseload had
to meet the work requirement. If the states failed to do so, they were
“fined” by having their block-grant allocation reduced. Education
and training were restricted; individuals were allowed to count it
toward the work requirement for a maximum of only one year, and
only 30 percent of the state’s work requirement could be fulfilled by
recipients in education and training activities.

Time Limit. Another highly controversial feature of the welfare-
reform law was the five-year time limit placed on benefit receipt for
any given individual. From its appearance in House Republican pro-
posals as early as 1991, the idea of time limits was a feature of every
subsequent House Republican proposal, including the bill President
Bill Clinton signed into law in 1996.% The concept of time limits is
incompatible with the AFDC entitlement and embodies the basic
idea of Republican welfare philosophy that welfare is not forever.

The version in the bill that passed Congress stipulated that individ-
ual families could not receive cash welfare for longer than five years.
At that point, cash benefits would terminate. Poor parents would
need to plan their lives so that once they had used cash welfare for
five years, they could rely on another source of income, presumably
earnings. The severity of this provision is considerably softened by a
provision that allows states to continue benefits beyond the five-year
limit for up to 20 percent of their caseload.

Sanctions. One way to overcome people’ reluctance to aggressively
prepare for and seek work is to impose sanctions on those who do
not meet work requirements. The authors of the TANF program
believed that sanctions were an important part of getting welfare
recipients to work.® As a result, the law requires all states to reduce
the welfare benefits of recipients who do not fully cooperate with
work requirements. States are free to design their own system of
sanctions, but it had to include benefit reductions.
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Most states used a graduated system of benefit penalties, usually
beginning with a loss of part of the benefit for a few months and
then, if the recipient continues to violate the work requirement,
moving to a loss of more benefits and for longer periods. By 2010,
36 of the 50 states had adopted policies that allowed them to even-
tually terminate the entire welfare check.”

Impacts of TANF on Work and Poverty

Virtually all policies produce positive and negative impacts. Too
often, especially in political settings, Republicans and Democrats
tend to overemphasize the success of policies they support and attack
the shortcomings of policies they oppose. What is needed is a bal-
anced appraisal that forthrightly reviews policies” successes and fail-
ures. This approach is especially important because using evidence
to improve programs is a vital characteristic of the evidence-based
culture both Republicans and Democrats say they support.

TANE like all policies, has produced successes and failures. In this
section, I deal with successes. Later I deal with the problems TANF
has caused, at least in part.

The most important goal of TANF—both for the Republicans
who wrote the legislation and for President Clinton who signed it,
with support from half the Democrats in the House and Senate—
was to promote work among low-income, single mothers who go
on welfare or could be considered at risk for going on welfare.
The claim of those who supported the 1996 welfare reforms was
that many or most of the mothers who wound up on welfare
could work.

As we have seen, an important purpose of the TANF reforms was
to signal that welfare recipients and applicants would know from the
beginning that they are required to work or prepare for work. They
face a time limit and work requirements backed by sanctions that
will reduce and could eliminate their cash benefit if they do not meet
the work requirements. The signals could hardly be much clearer.
But did they actually boost work among mothers on or at risk of
going on welfare?
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Figure 1. Employment-to-Population Ratio for Never-Married
Mothers and All Women, 1980-2014
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Source: CPS-IPUMS online tool and FRED data.

Figure 1 shows the employment-to-population ratios (EPRs) for
never-married mothers, the group most likely to be poor and to go
on welfare, as compared to all women. The EPR is a good measure
for our purpose because it shows the percentage of all people in
the group being analyzed who are working. Figure 1 shows that the
EPR for never-married mothers had been well below the EPR of all
women for many years. The ratios reversed position for the first time
after the enactment of welfare reform.

We can get a good idea of the course of EPRs after welfare reform
by comparing the average ratio of the five years before welfare reform
(1991-95) with the average ratio of the five years following welfare
reform (1997-2001). The former average was 46.4 percent; the lat-
ter was 62.6 percent—an increase of 35 percent. This may well be
the biggest increase in work rates over a short period for any demo-
graphic group in American history.

The recessions of 2001 and 2007-09 reduced the EPR of
never-married mothers—and nearly every other group. For
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Figure 2. Poverty Rate for All Children, Female-Headed Family
Households with Children Under 18, and Black Children, 1959-2014
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never-married mothers, the EPR declined from a high of 66 percent
in 2000 to a low of 57 percent in 2011. But as the economy recov-
ered from the Great Recession of 2007-09, the EPR began to move
up again in 2012. The 60 percent rate for never-married mothers in
2014 is nearly 30 percent above the comparable rate in the five years
before welfare reform.

The poverty rate is a second important measure of outcomes
associated with TANFs influences.® Figure 2 shows the poverty rates
for female-headed families with children, for all black children, and
for all children. During the period of rapid increase in work by all
single mothers and never-married mothers after the 1996 reforms,
the poverty rate dropped sharply for female-headed families with
children by 20 percent and for black children by 25 percent. Given
that the poverty rate for female-headed families with children is
just over five times the poverty rate of married-couple families, the
nation must reduce the poverty rate among female-headed families
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with children to significantly decrease the nation’s child poverty
rate. This is precisely what happened during the years following
welfare reform.

This analysis is not definitive because it is based on only correla-
tions and not on scientific-evaluation designs. But I do not argue
that welfare reform was the only factor at work here. Rather, most
analysts attribute the increase in work and the decline in poverty
shown in Figures 1 and 2 to three major factors: welfare reform; the
increase in the earned income tax credit (EITC), which boosted the
income of so many single mothers; and a hot economy that created a
net increase of about 12 million new jobs between 1995 and 2000.°
It is reasonable to argue that all these factors played a role in increas-
ing the work rates among poor mothers on welfare and reducing the
poverty rate for them and their children.'?

A study by the Congressional Research Service shows that the
decline in poverty in the two decades that followed welfare reform
is largely attributable to deliberate policy of the federal govern-
ment, both the TANF policy emphasizing work and programs
such as the EITC that provided financial support for low-income
working families. Throughout the 1980s, 1990s, and later, the
federal government created or expanded a series of programs that
provide income—often in-kind income such as food and medical
care—to poor and low-income working families. Taken together,
these programs might be called the nation’s “work-support sys-
tem” because all the programs provide cash or in-kind benefits to
low-income working families. Not only did these work-support
programs lift the families financially, but also they reduced the
disincentive to work for mothers receiving public benefits before
roughly the 1990s.

Figure 3 shows how the work-support system increases income
and reduces poverty among low-income, working mothers. The top
line shows the poverty rate among single-mother families based only
on earnings. As would be expected, as work rates of these mothers
increased beginning in the 1990s, the poverty rate based on earn-
ings fell steadily until the recession of 2001. For the next 10 years,
this poverty rate either held steady or increased, until falling again
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Figure 3. Effect of Earnings, Transfers, and Taxes on the Poverty
Rate of Households Headed by Single Mothers, 1987-2013

60

50

2
% 40
o
£
o 30 |
o
]
3
S 20 | Earned Income Only
% -+ Plus Cash Benefits Outside the Tax System
a —~Plus SNAP
10

| —«Plus EITC and ACTC, Without FICA and Federal and State Income Taxes
Plus Stimulus/Recovery Payments and Income from Other Household Members

0
1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013
Year

Source: Thomas Gabe, Welfare, Work, and Poverty Status of Female-Headed Families
with Children: 1987-2013, Congressional Research Service, July 15, 2011.

starting in 2011 during the economic recovery from the Great Reces-
sion. The poverty rate based on earnings never fell below 42 percent;
it was 48 percent in 2013 after three years of decline.

The four lines below the earnings poverty rate show that the var-
ious work-support programs substantially reduced the poverty rate
in every year and was increasingly effective in reducing poverty at
the end of the 25-plus-year period. It reduced poverty by less than
30 percent in 1987 but by 50 percent in 2013.

An interesting point highlighted by the chart is that as the poverty
rate based on earnings increased steadily during the years following
the recession of 2001, the post-transfer poverty rate held more or
less steady. This outcome is probably caused by work-support ben-
efits increasing as earnings declined for many mothers. In any case,
the work-support system almost always reduces the poverty rate of
single mothers and their children.
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Table 1. Problems with TANF

Funds in the Block Grant Shrink Every Year. The original TANF
block grant distributed $16.5 billion to states, but because funds in the
block grant are not adjusted for inflation, the block grant loses value
every year. So far, it has lost about one-third of its value.

Flawed Distribution Formula. Because the formula for distributing
funds among states is based on state spending of federal funds on ben-
efits in selected years before welfare reform was enacted in 1996, and
because poorer states had lower benefits, the funding received by states
from the block grant is inversely proportional to state per capita income;
the federal TANF annual payments to New York and California, for
example, are more than six times bigger on a per-child-in-poverty basis
than annual payments to Mississippi and Nevada.

Questionable Use of Block-Grant Funds. States use the block grant for
many purposes besides supporting work and paying a cash welfare ben-
efit to poor families with children. In 2015 states spent about 40 percent
of TANF funds on a variety of programs other than cash assistance and
work programs.

Fewer Poor People Receive Cash Welfare. While states spend
block-grant funds on a host of activities, many poor families with chil-
dren who would have received cash assistance under the AFDC pro-
gram do not receive cash assistance under TANE For example, despite
an increase in the number of families in poverty and deep poverty in
Michigan, Michigan now pays out about 80 percent less in TANF assis-
tance than before the 1996 reforms were enacted.

More Families with Children Are in Deep Poverty. In part because
of fewer poor families receiving cash welfare, the number of families in
deep poverty has increased substantially in recent years.

Caseload Reduction Credit. As an incentive to help families leave the
welfare rolls, states were allowed to subtract the percentage by which
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they reduced their TANF caseload after 1995 from the 50 percent
work requirement. For example, if a given state reduced its caseload by
40 percent, the percentage of the TANF caseload it would need to have
in work activities was reduced from 50 percent to 50 percent minus
40 percent, or only 10 percent. The TANF caseload fell so rapidly in
most states that between 1997 and 2011, between 20 and 30 states con-
sistently had a work participation requirement of O percent. The Deficit
Reduction Act of 2005 changed the base year for calculating the credit
from 1995 to 2005, which tightened the requirement considerably, but
many states still have a modest work requirement because of the case-
load reduction credit.

Separate State Program. Creating a state program separate from TANE
not specifically authorized in the 1996 TANF legislation, can be used
by states to avoid almost all the state requirements in the TANF law. For
example, states can greatly reduce the number of recipients who must
be in work programs by simply putting them in a separate state program
paid for with state funds. State funds spent in this way can be counted
toward the state maintenance-of-effort requirement in the TANF law.

Criticisms of TANF

Although TANF has played an important role in increasing work and
reducing poverty among low-income mothers and their children,
there are problems associated with the TANF program. Table 1 pro-
vides a list of the problems most frequently raised by the program’s
critics. Here I focus attention on two of the most serious: TANF’s
block-grant structure and the growing number of mothers and chil-
dren mired at the bottom of the income distribution, often in dire
poverty, most of whom appear to be eligible for but do not receive
assistance from TANE

Many problems shown in Table 1 are associated with one of the
most sweeping of the 1996 reforms. Specifically, the legislation
converted the AFDC entitlement program, in which the federal
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government reimbursed states for a portion of the cash benefits they
paid to mothers, into a block grant, in which states now receive a
fixed amount of money each year. The intent of the Republicans who
designed this approach was to give states flexibility in their use of
welfare funds and financial incentive to help mothers leave welfare
because their federal funds would not fall when mothers left the rolls
as they had under the reimbursement funding. Most Republicans
appeared to think that states would spend part of their block-grant
allocation to pay cash welfare and part to promote work by paying
for child care, transportation, and similar work supports, as well as
for job-search assistance, education, and training.

A recent detailed report from the Center on Budget and Policy
Priorities (CBPP) summarizes how states spent TANF block-grant
funds in 2014 and how much the 1996 law required states to spend
from their own funds in a requirement called maintenance of effort
(MOE).'! In 2014 states spent only 26 percent of their total TANF
and MOE funds on cash assistance. This figure is down from around
70 percent of spending on basic assistance in the years before the
1996 reforms. There is significant variation across states; 10 states
spent less than 10 percent of their funds on basic assistance.

The second major category of spending the authors of welfare
reform assumed states would pursue is work and supports related to
work. The three categories of block-grant spending that could reason-
ably be counted as work or work-related are work-related activities
and support, child care, and refundable tax credits. States spent 32
percent of their block grant and MOE funds on these three categories.

The combined 26 percent for basic assistance and 32 percent for
work activities leaves a little more than 40 percent of block-grant
spending in the average state for purposes that are not directly
related to basic assistance or work. Not surprisingly, according to
the CBPP, states are spending a “large and growing share” of their
TANF and state MOE funds on child welfare, for which the federal
government already gives states about $8 billion in separate funds,
and “to replace existing state funds” in non-TANF programs.'? Few
if any of these state expenditures are illegal under the great flexibility
TANF provides states, but such expenditures do not appear to be



RON HASKINS 141

what Congress had in mind when states were given a block grant to
facilitate flexible spending.

That state block-grant spending on basic assistance has declined
so much is especially surprising in view of the number of families
with children living in poverty. There is now a well-developed litera-
ture on “disconnected” mothers, those who do not have cash welfare
or earnings.!? This body of research shows that the number of dis-
connected mothers has more than doubled since 1996 and that more
than 80 percent of these mothers and their children live in poverty.
Research also shows that these mothers have multiple barriers to
work, such as depression, disabled or chronically ill children, poor
transportation, and living in an area with a depressed economy, '*

Despite the multiple problems these mothers face, states are
now much less likely to provide them with either cash welfare or
help qualifying for or finding work than before welfare reform was
enacted. In 1979, for example, for every 100 families in poverty,
82 families received AFDC,; by contrast, in 2013 the comparable ratio
was 26 families receiving TANF for every 100 families in poverty.!>

Similarly, over the past 15 years or so, the Census Bureau’s mea-
sure of deep poverty (poverty at or below half the poverty level or
about $9,550 in 2015) has shown a troubling trend. Like the mea-
sure of poverty, in the years just after welfare reform, deep poverty
fell. But starting with the recession of 2001, deep poverty rose or
held steady in most years, gradually building up over time. Between
2000 and 2014, it rose from 4.5 percent to 6.6 percent, or by more
than 45 percent. Not all those in deep poverty were disconnected
mothers, but many were. Besides, the deep-poverty measure is a
general indication that an increasing number of families and indi-
viduals at the bottom of the income distribution are experiencing
serious economic distress.

Conservatives have responded to these figures on state spending
and deep poverty with several arguments. First, a major problem
with the Census Bureau’s data on poverty and deep poverty is that
abundant evidence now shows that when interviewed by the Census
Bureau, people tend to seriously underreport the level of benefits
they receive from government programs. A recent study by Bruce
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Figure 4. Share of People in Deep Poverty
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Meyer and Nikolas Mittag of the University of Chicago compares
administrative data from New York State to survey data from the
Census Bureaus Current Population Survey (CPS).'© They find that
“program receipt in the CPS is missed for over one-third of hous-
ing assistance recipients, 40 percent of food stamp recipients and
60 percent of TANF and General Assistance recipients.””

It follows that the estimates of poverty rates and deep-poverty
rates cited earlier are probably too high because they are based on
underreported TANF income. Any broader measure of poverty, such
as the measure used in the CRS analysis that showed considerable
progress against poverty, would be even more deeply flawed because
these measures include public benefits other than cash, such as
SNAP and housing, which are also underreported. An interesting
implication from this work is that underreporting income on surveys
may explain, at least in part, why poverty rates and poverty gaps
based on income data are higher than poverty rates and gaps based
on consumption data.!®
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In addition, conservatives argue that claiming that all “discon-
nected” mothers and children are destitute—or even “disconnected”
from public benefits—is an exaggeration. All are eligible for SNAP,
and the overwhelming majority actually receive it; and all the chil-
dren and many if not most of the mothers are eligible for Medicaid.
The children are also eligible for additional benefits, such as school
lunch and the Special Supplemental Food Program for Women,
Infants, and Children.

Possible Solutions

Even so, given their primary role in writing the 1996 reforms, it seems
appropriate for Republicans to respond to the problem of declining
assistance for poor mothers and children by helping states find ways
to help these mothers hold jobs or ensure that, if they are meeting the
state work requirement and trying to find work, they would remain
eligible for cash assistance and actually receive it. One approach
would be to ensure that troubled families receive casework from the
social workers employed by the TANF program. With advice and
encouragement from experienced caseworkers, some mothers may
be able to stabilize their lives and take steps toward work.

States should devote some of the TANF resources they have been
spending on other programs to help these mothers move toward
self-sufficiency. To do so, they could strengthen the TANF program
by initiating special caseworker training, perhaps supplemented by
coaching; giving mothers small doses of job experience; improving
the way they deal with barriers to work; and helping mothers who
work get the work-support benefits for which they qualify, such
as the EITC, Additional Child Tax Credit, SNAP, and child care.
This last focus of state caseworkers is especially important because
high-quality research shows that children from families leaving wel-
fare with increased income from earnings and work supports had
enhanced school achievement. ™

A particularly robust example of the enhanced-casework approach
is the Pathways program developed by Toby Herr and her colleagues
at the Erikson Institute in Chicago.?” The Pathways program features
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five types of activities: a supportive environment for mothers to
discuss their day-to-day lives, including barriers to employment;
choices about how the mothers can meet the Pathway monthly work
or participation requirements; a sufficiently broad array of activities
so that nearly all mothers can participate in an activity for which they
experience success; assistance in moving to more complex activities
that lead to employment; and recognition for incremental progress.

Few if any of the enhanced-casework programs have strong
evidence of success from rigorous research designs. Helping
mothers with multiple barriers to work move toward work and self-
sufficiency will apparently require new and innovative programs.
State and local social service and workforce agencies, perhaps work-
ing with nonprofit organizations, are in a good position to develop
and test these programs.

For this reason, Congress should initiate a research program
administered by the Departments of Health and Human Service
(HHS) and Labor to work with state agencies that emphasize educa-
tion, training, job search, counseling, and similar activities that lead
to employment. Programs must enroll parents who are qualified for
the state TANF program (both or either mothers and fathers) and
must be evaluated by rigorous designs. The secretaries of HHS and
Labor should be given a moderate annual sum of money, perhaps
$500 million, to conduct these experiments for five years, with man-
datory reports to Congress after two and five years.

In addition to other outcomes, the experiments must report enroll-
ment and participation in the job-preparation programs, and out-
comes should include employment, duration of employment, wages,
and reasons for termination of employment for those who lose or leave
their jobs. At least one experiment should include long-term follow-up
of at least five years. States must agree to use the state workforce agen-
cy’s employment records to track employment and earnings.

The nation needs effective employment programs for mothers
with barriers to work to fulfill the promise of welfare reform. Unless
the nation can develop successful programs of this type, a group of
mothers and their children will likely remain at the bottom of the
income distribution and in or near destitution.
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core goal of US social policy is to promote equal opportunity

for children to become self-sufficient adults. For children with
disabilities, this goal is supported by targeted legislation. The Indi-
viduals with Disability Act (IDEA), passed in 2004, ensures access
to a free and appropriate public education. The Americans with
Disabilities Act (ADA), passed in 1990, ensures access to the built
environment and to the labor market in adulthood.

Despite these supports, many children with disabilities fail
to enter the labor market as adults. This shortfall is particularly
apparent among low-income children receiving benefits from the
Supplemental Security Income (SSI)-disabled children program.
A majority of SSI-disabled children move directly onto the adult
SSI program at age 18, and those who do not, work and earn
less than their counterparts without disabilities.! These data raise
the possibility that more should be done to assist children with
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disabilities living in low-income families and eligible for SSI.

In this chapter, we review the history of the SSI-disabled chil-
dren program and argue that the programs goals, laid out nearly
a half century ago, have fallen behind the modern view of people
with disabilities embedded in IDEA and the ADA. We conclude that
a fundamental change in the way we think about providing finan-
cial support for low-income children and youth with disabilities is
warranted.

This new mindset would focus on investing in their human cap-
ital and giving them the best chance to be work-ready as adults.
These changes will bring the SSI-disabled children program more
in line with the tenets of self-sufficiency in IDEA and the ADA. We
suggest that this is especially important given the rapid growth of the
SSI-disabled children program since 1989.

History and Growth

The federal SSI program for disabled children provides cash benefits
to low-income families with a disabled child.? When the program
began in 1974, about 71,000 disabled children received benefits,
and program expenditures totaled around $40 million. As Figure 1
shows, the program is far larger today. In 2014, about 1.3 million
disabled children received benefits, and program costs were around
$10.3 billion in 2015.

Program growth increased most rapidly immediately following
the 1990 Supreme Court decision in Sullivan v. Zebley, which greatly
expanded disability eligibility criteria for children. Welfare reform in
1996 tightened eligibility standards and slightly reduced the rolls for
one year. However, since that time, recipients and expenditures have
steadily increased. Today, children are now twice as likely to reside in
a household with some SSI income (6.9 percent) as in a household
with some Temporary Assistance for Needy Families (TANF) income
(3.4 pelrcent)."r

In principle, several factors could explain this growth. Since SSI
is an income-tested welfare program, one possibility is that more
families with a disabled child are meeting the income-eligibility
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Figure 1. SSI-Disabled Children Caseload and Expenditures
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threshold. Another is that the underlying health of US children has
deteriorated, increasing the number of children who meet the pro-
gram’s disability criteria.

In practice it is difficult to verify whether growth in the income-
eligible population has contributed to caseload growth. The SSI
means-test rules are complicated, and no reliable, publicly avail-
able data are available on how many children meet them. Hence,
researchers must estimate the number of children who, if they were
disabled, would be eligible for benefits.

One way to do this is to estimate the income-eligible population
using the US poverty line. Figure 2 shows the results of this exercise.
Our estimates are based on multiples of the US Census Bureau pov-
erty line for a family of three, which was $19,078 in 2015. The top
line shows caseloads as a fraction of all children below the US Cen-
sus Bureau poverty line each year, indicating what the take-up rate
would be if only families below the poverty line were income eligible.
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Figure 2. Growth in Caseloads per 1,000 Eligible Children

100 1 Sullivan v. Zebley <100% FPL
90 - 1996 Welfare Reform

80 1
70 1
60 -
50 -
40 1
30 -
20 -
10 A

0 T T T T T T T !
1974 1979 1984 1989 1994 1999 2004 2009 2014

<125% FPL
rmSeao-’ N

<150% FPL

<200% FPL

Caseloads per 1,000

Note: “FPL” means federal poverty line.
Sources: Social Security Administration, “Annual Report of the Supplemental Security
Income Program,” 2015; US Census Bureau; and authors’ calculations.

Since the maximum SSI income test level is likely to be above the
poverty line for many families, we also compute what take-up rates
would be if household income eligibility were set below 125 percent,
150 percent, and 200 percent of the poverty line.

Not surprisingly, estimates of the percentage of eligible children
receiving SSI-disabled benefits in any given year vary with estimates
of the income-eligible population. It is lowest for the most generous
view of the size of the eligible population, 200 percent of the pov-
erty line, and highest for the most conservative view, 100 percent of
the poverty line. But no matter which income-eligibility estimate we
use, the take-up rate has risen significantly over time. This pattern
holds across all our measures of income eligibility, confirming that
income-eligible population growth has not predominantly driven
the rise in caseloads and expenditures.

Another possibility is that the underlying health of children
explains program growth. Identifying such a trend is quite difficult.
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Figure 3. Children Reporting Activity Limitations by Poverty
Status
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However, the limited information on trends in child health and
functional limitation suggest little change over time. Figure 3 shows
the percentage of children ages 5 to 17 with an activity limitation
reported by a parent according to poverty status. Functional limita-
tions have changed little among any of these status groups, including
those who may be income eligible. These data are limited, but they
do not indicate that changes in child health explain the growth over
time in the SSI-disabled children rolls.

If Not Income and Health, Then What?

When Congress originally enacted the SSI-disabled children pro-
gram, it recognized the difficulty of applying the standards of the
adult Social Security Disability Insurance program to children. Thus,
Congress determined that a child should be considered disabled for
program purposes if “he suffers from any medically determinable
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physical or mental impairment of comparable severity” to a disabling
impairment in an adult. Between 1974 and 1989, the child disability
determination process neither included functional assessment nor
accounted for equivalents of adult vocational factors. The program
experienced only modest growth and served children with severe
physical and intellectual disabilities.

However, in 1990 the Supreme Court ruled in Zebley that a func-
tional limitation component parallel to that in the adult program
must be included in the initial disability determination process for
children. In response, the Social Security Administration added two
new bases for finding children eligible for benefits: functional equiv-
alence, which was set at the medical-listing level of the disability
determination process, and an individualized functional assessment,
which was designed to parallel vocational assessment for adults.
These assessments lowered the severity level required for children to
be eligible for SSI benefits, allowing applicants who did not meet the
medical-listing criterion to be found disabled if their impairments
were severe enough to limit their ability to engage in age-appropriate
activities, such as attending school.” In recent work, Mark Duggan,
Melissa Kearney, and Stephanie Rennane argue that the most import-
ant factor causing SSI-disabled children program growth has been an
expansion in the programs eligibility criteria.®

In 1996, as part of welfare reform, Congress revisited the defi-
nition of disability for children. It created new standards that were
similar in spirit to those for adults but unique to children. Legis-
lators intentionally tightened the eligibility criteria by raising the
threshold for being functionally impaired and removing certain
behavior-related limitations, such as maladaptive-behavior disor-
der, from the functional-listing criteria. Thus, the post-1996 stan-
dard represents a broader measure of disability than the one applied
when the program began, but a narrower standard than the one used
between 1990 and 1996. This reduced caseloads per 1,000 children
across all our measures of the income-eligible population for one
year. (See Figure 2.)

Changes in disability rules for children applying for SSI notice-
ably affected caseloads. But the way SSI administrators interpreted
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these rules also had an impact. Administrators found themselves
interpreting more subjective eligibility criteria. The outcome can be
seen in the percentage of SSI-disabled children awards for two cate-
gories: intellectual disability and other mental conditions. These rep-
resent extremes of the distribution between medically measurable
and more subjectively determined conditions.

In 1983, approximately 37 percent of new beneficiaries quali-
fied based on intellectual disability. Only 5 percent had other men-
tal conditions. By 2003, more than half of new enrollees qualified
based on other mental conditions, and that rose to around 57 per-
cent in 2014.7

Welfare reform also contributed importantly to SSI-disabled
children caseload growth among low-income families after 1996.
Reform ended the Aid to Families with Dependent Children (AFDC)
program, replacing it with TANE TANF came with time limits and
work requirements.

These reforms noticeably affected the SSI-disabled children pro-
gram. The SSI program does not directly provide services to children
with disabilities nor tie benefits to obtaining such services. It simply
provides cash benefits to families with low incomes and a disabled
child. In that sense, it is like AFDC or TANE but with the addi-
tional stipulation that a family must include a child judged to have
a disability.

Researchers have recognized that the populations served by
TANF and the SSI-disabled children program overlap and have
looked for evidence of program interactions. They have found that
a low-income single mother who is also eligible for TANF heads the
typical SSI-disabled children applicant family.

SSI-disabled children benefits are larger than TANF benefits and
lack the TANF work requirement. Thus, single mothers have an
incentive to apply for SSI-disabled children benefits. There is evi-
dence that the greater the difference in benefits, the more likely they
are to do so.® Moreover, in contrast with the old AFDC program,
states have an incentive to move TANF families to the SSI-disabled
children program. This allows them to shift costs from their TANF
federal block grants to a fully federally funded program.”
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In sum, the 1996 welfare reforms strictly limited low-income
families’ access to cash benefits and shifted more of the financial
burden of support for such benefits onto the states. This created
additional incentives for families with potentially eligible children to
seek SSI-disabled children benefits, and it motivated states to help
them. When these factors combined with relatively lower and more
subjective eligibility standards, the SSI-disabled children program
was poised to grow.

Unintended Consequences and Long-Term Costs

The data suggest that the rise in SSI-disabled children caseloads and
costs are largely policy driven. Of course, this may not be a bad
thing. While there are expenditure costs associated with providing
benefits to low-income families via this program, it is a redistribution
of income to a needy subgroup of poor and near-poor families. The
problem is that additional costs associated with the redistribution,
while unintended, have potential long-term impacts on recipients.
For example, Jeffrey Hemmeter, Jacqueline Kauff, and David Witten-
burg find that nearly two-thirds of SSI-disabled children beneficia-
ries move directly onto SSI-disabled adult rolls, with few attempting
to work thereafter. !

Perhaps more concerning are results from research by Manasi
Deshpande and Michael Levere looking at the adult earnings of for-
mer SSI-disabled children recipients. Deshpande finds that the mar-
ginal child recipient aging off the program, who is presumably most
work-ready, earns only modestly more than those who remain on
SSI benefits. Importantly, she also finds little increase in labor supply
among these marginal former recipients over time, even into their
mid-30s.!! Similarly, Levere’s results show that being an SSI recipient
as a child reduces labor market earnings as an adult.!?

One interpretation of these results is that graduates of the
SSI-disabled children program are not being given the opportuni-
ties for success in adulthood that IDEA and the ADA intended. The
average SSI child beneficiary moves directly to the adult SSI program
and remains there throughout working life. Some beneficiaries have
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such severe disabilities that this outcome is inevitable. But others,
especially those coming into the program under the less severe diag-
nosis permitted since the Zebley decision, might be able to hold a job
with appropriate accommodation, training, and encouragement. In
the context of our social and cultural commitment to include indi-
viduals with all types of disabilities in the labor market, the labor
market outcomes for graduates of the primary support program for
low-income children with disabilities are unacceptable.

Aligning Goals with Outcomes

The SSI-disabled children program’s underlying goal is to allow
low-income parents or guardians of children with disabilities to pro-
vide for them. Since the passage of IDEA and the ADA, our social
commitment to children with disabilities has expanded to include
preparing them for employment and self-sufficiency as adults, just
like all other children. Measured against this goal, the SSI children
program is failing. The question is what should be done about it.

While any proposal for change along these lines would be funda-
mental in its recognition that preparing SSI children for employment
and self-sufficiency as adults is a core goal of the program, some
proposals are more sweeping in scope than others.

In the incremental-change group are proposals to improve com-
munication and coordination among families, schools, and the Social
Security Administration (SSA) offices. At present, families primarily
rely on their own networks to coordinate services.!> Moreover, there
is no formal transitional planning for SSI child recipients, meaning
most are entering the redetermination point at age 18 without much
knowledge of potential outcomes or plans for what to do, should
they be denied.

In practice, communication can begin far earlier than age 18 and
focus on helping parents learn about the potential employment
opportunities for their children. For example, Wittenburg has pro-
posed using the SSA Work Incentives Planning and Assistance pro-
gram to proactively reach out to youth to develop, plan, and connect
to other state services. He also suggests that for those who are able,
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SSA should require SSI child recipients to meet with counselors to
plan for the transition to self-sufficiency.'* Tools such as the Youth
Opportunity Guide, which gives youth an opportunity to compare
scenarios with and without work over their lifetimes, could be used
in these settings.!®

More sweeping types of change would involve better incentiviz-
ing SSI child recipients and their families to invest in activities that
promote work-readiness. For example, Wittenburg proposes waiv-
ing rules for reporting youth earnings to SSA and eliminating the
implicit benefit tax on work.'® The idea behind this proposal is to
remove the burdens and fear associated with trying work. If youth
are able to test their employability without fear of temporarily or per-
manently losing benefits, they can work more and discover if they
need additional skills.

Along those lines, it seems reasonable to consider tying ongo-
ing benefit receipt to school attendance, conditional on the abil-
ity to come to school. Since school is an obvious way to invest in
work-readiness, requiring parents to hit attendance goals could
improve outcomes. '’

Most sweeping would be to rethink who is best able to adminis-
ter an SSI-disabled children program whose primary goal is making
its child beneficiaries work-ready as adults. In this vein, we have
proposed moving jurisdiction of the SSI-disabled children program
from the SSA to the states.!® Unlike previous periods when SSI-like
programs were in state hands, this devolution would, like TANE
hold states accountable to federal guidelines regarding outcomes of
people with disabilities.

The federal government would continue to fund the program, but
states would be able to use these funds to provide services, rather
than cash, to children with disabilities. These services could be
refined to match the specific needs of the local population and, most
importantly, to improve these children’s long-run ability to enter the
labor force as adults, like all other children are encouraged to do.
States would also be allowed to encourage greater work effort among
the able-bodied parents of these children and greater work-related
investments in the children themselves. Overall, moving the
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jurisdiction of the SSI-disabled children program to the states would
better align states’ incentives to their residents’ needs, potentially
resulting in investments in education, training, and accommodation
necessary to enable children with disabilities to enter the workforce
as adults.

Conclusion

To be effective, social policy must evolve with changes in understand-
ing and knowledge. In the case of the SSI-disabled children program,
the original mindset of protecting children and families from short-run
financial hardship has failed to deliver on the more modern goals of
preparing all children, even those with disabilities, for employment
and self-sufficiency as adults. It is time for a fundamental change in
that mindset to one that makes a core goal of the SSI-disabled chil-
dren program the development of the skills necessary for them, as
adults, to fully integrate into the economy and society.
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Child Care Assistance in the United States

ANGELA RACHIDI
American Enterprise Institute

Helping poor parents work is an important goal of our nation’s
social safety net. But to work, parents need child care. Pay-
ing for care can be difficult for workers with low incomes, and the
inability to pay can lead to reduced or unstable employment.

Over time, several government programs have been created to
address this challenge. But under the current system, many poor
families do not receive child care assistance, and the assistance that
is available may not align with the scheduling demands of today’s
labor market, which increasingly involve nonstandard work hours.
A targeted expansion of the child and dependent care tax credit to
poor families could increase employment and better meet the needs
of poor, working families.

Government-funded child care assistance in its current form
dates back to the 1970s. President Gerald Ford created the first fed-
eral program when he signed the Child and Dependent Care Credit
into law in 1976. In his words, the tax credit was intended to help
defray “expenses for household or dependent care services necessary
for gainful employment.”!

In 1990, President George H. W. Bush established the first direct-
subsidy program for child care because he believed that helping
low-income parents provide a safe environment for children while
working was part of creating a “better America.”> As part of the 2001
comprehensive tax reform, President George W. Bush expanded the
Child and Dependent Care Credit to cover more child care costs for
low- and moderate-income families and the Child Tax Credit to pro-
vide more tax relief to low-income, working families with children.?

160
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Together, these efforts have created a system of government-supported
child care for low- and moderate-income families.

However, a substantial share of poor, working families do not
receive the assistance for which they are eligible. According to fed-
eral data, less than half of eligible poor families (those with family
income below poverty level) receive child care assistance. If eligible
working families felt that they did not need it, this would not be a
problem. Certainly some prefer that a spouse or relative care for the
children at no cost. But evidence suggests that many poor families do
not receive assistance because of insufficient program funding and
that the current system is not well-suited to workers with nonstan-
dard schedules who need informal care.

Why Should Government Fund
Child Care Assistance for Poor Families?

Child care assistance can be an important part of our nation’s social
safety net. It can increase employment for poor families and contrib-
ute to economic growth.

A lingering concern in today’s economy is the relatively low
labor force participation rate and its negative impact on economic
output. In the average month in 2015, 62 percent of people age
16 and older were in the labor force, compared to 66 percent in
2007.% According to researchers at the Federal Reserve Board of
Washington, DC, much of this decline is structural in nature (for
example, an aging population), but not all of it, and government
policies can help raise labor force participation among marginally
attached workers.®

Even policy experts and economists who are generally cautious
in their view of government’s effectiveness have argued that child
care assistance can increase employment and ultimately strengthen
economic growth. Abby McCloskey, a former economic adviser to
Jeb Bush’s and Rick Perry’s presidential campaigns, wrote in 2015,
“In a country dealing with stalled economic growth, rising govern-
ment debt, and low work-force participation, increasing rewards
for work and reducing the barriers that make work difficult for



162 A SAFETY NET THAT WORKS

mothers will encourage more women to participate in and con-
tribute to the economy.”’ In 2014, AFI Resident Scholar Aparna
Mathur and McCloskey argued that if America is to remain an eco-
nomic powerhouse, all factors that hold women back in the labor
market must be examined.®

A related concern that can be partially addressed by child care
assistance is the high and increasing levels of nonwork among the
poor, working-age population in America. US Census data show that
61.7 percent of working-age poor people in 2014 (according to the
official definition of poverty) did not work at all in the prior year; in
1995, 50 percent of working-age poor people did not work.” The
second most common reason among this population for not work-
ing in 2014—behind illness or disability—was home and family
responsibilities.'® Encouraging more poor people to work by pro-
viding child care assistance can improve their immediate economic
situation and increase economic mobility over time.

Child care assistance for poor families also recognizes that the
American economy, now global and increasingly technological, has
left some workers behind. According to federal data, from 2000 to
2012, the real median income of families with children has stag-
nated, while the real cost of child care has increased 20 percent.!!
Providing child care assistance to close this gap could substantially
help poor families.

Others have proposed large expansions of child care assistance.
In 2015, the Center for American Progress proposed a “high-quality
child care tax credit” that expands government-provided child
care assistance to low- and moderate-income working families,
at a cost of up to $40 billion per year.!? Publicly funded univer-
sal pre-kindergarten for three- and four-year-olds has also gained
national attention, at an estimated cost of $12 billion per year.
Together, these proposals could cost as much as $60 billion per
year in new federal spending. It is unclear whether such large and
expansive efforts would have measureable gains for children, let
alone whether it is politically feasible. But well-targeted efforts
that increase child care assistance for poor families could increase
employment and ultimately reduce poverty.
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Benefits of Child Care Assistance

Research consistently shows that child care can be a problem for
working families, especially unmarried or low-skilled mothers. In
three separate studies of low-income working mothers from the
early 2000s, problems with child care were found among approx-
imately one-third of study participants.!?

Not surprisingly, difficulties with child care can hinder employ-
ment.!* Child care problems have been shown to eliminate employ-
ment altogether and to lower the number of months and hours
worked.!> Among low-income mothers, half of the women who
experienced child care disruptions had to miss work as a result.'®

Research also shows that child care costs can be a barrier to
employment and that assistance can help mothers work, which is
essential for many low-income families and supports broader eco-
nomic growth.!” Studies find that child care subsidies reduce out-of-
pocket child care costs, and lower costs make employment more
attractive.'® Research finds a range of effects, but most suggest that
child care assistance increases maternal employment anywhere from
5 to 21 percent among single mothers, depending on the subsidy’s
size.1¥ Research has also linked receiving child care assistance to
increased earnings and months worked.?° For comparison, studies
suggest that the earned income tax credit (EITC) increased employ-
ment among unmarried mothers by between 3 and 7 percentage
points, which means child care assistance could affect employment
more than the EITC does.?!

The question of whether child care assistance leads to increased
maternal employment is indisputable. However, questions remain
about the general effects of child care on children. Research suggests
that early and extensive nonparental child care can lead to elevated
levels of externalizing behavior problems, along with possible neg-
ative effects on cognitive development.>> While these findings are
cause for concern, high-quality care in reasonable amounts has not
been linked to poor outcomes. In addition, even among studies that
have found negative outcomes, some positive effects for children
from low-income households were found.?* As such, negative child
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outcomes associated with child care, while important, should not be
used to argue against child care assistance, especially in light of the
positive benefits that employment can provide for families.

Child Care Assistance System in the United States

The current child care assistance system is complex. The main chal-
lenge is providing a system that values quality (health, safety, and
child development), while also meeting the employment needs of
poor families. The 2014 reauthorization of the Child Care Devel-
opment Fund, the countrys main child care assistance program,
brought many needed quality improvements to the program, but
it raises questions about whether a system focused on day care cen-
ters—which arguably is what the current system is becoming—can
adequately meet the employment needs of most poor families. It
also raises questions about whether the current system has adequate
resources to support work for most poor parents and meet the devel-
opment needs of children.

Government child care assistance for families in the United States
involves four main programs: direct-subsidy programs administered
through the Child Care Development Fund (CCDF) and the Tempo-
rary Assistance for Needy Families (TANF) Program, and tax-based
assistance through the Child and Dependent Care Credit and flex-
ible spending accounts. Early childhood programs, such as Head
Start and universal pre-kindergarten, can also be considered part of
the child care assistance system, but these programs are addressed in
the Early Learning chapter in this volume.

Child Care Development Fund. The Personal Responsibility and
Work Opportunity Act of 1996 consolidated existing child care
assistance programs into one block-grant program—the CCDF—
which provides states with funding to offer child care assistance to
low-income families. It is administered by the federal governments
Administration for Children and Families Office of Child Care, but
because it is a block grant, states have flexibility to design and operate
their own child care assistance program. The CCDF was reauthorized
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in 2014. Improvements to the program included an increased focus
on health, safety, provider quality, and continuity of care.

The original CCDF was created to streamline the way states pro-
vided child care assistance at the time, but it is still complex. The
CCDF pulls federal money from two programs—the TANF Child
Care Block Grant and the Child Care Development Block Grant
(CCDBG)—and the rules and regulations governing the use of these
funds are specified by the legislation.?* States are allowed to allocate
up to 30 percent of their TANF block grant for CCDF subsidies,
and the remaining funds are appropriated by Congress. CCDF block
grants are distributed to states according to a formula included in
the legislation.

Within certain federal parameters specified in the legislation,
states have flexibility in determining who is eligible for child care
assistance, the amount of assistance provided, and the amount of
out-of-pocket expenses families must pay. Federal law allows sub-
sidies to be used for formal and informal care (including relatives),
but states have final discretion in deciding the types of providers that
can be subsidized. The result is that some states provide subsidies for
only formal care (for example, Massachusetts and Wisconsin).

Federal law has certain requirements around licensing and reg-
istering providers within states, with health, safety, and training
requirements for providers, including background checks. The fed-
eral law also allows for exemptions to some of these requirements for
certain providers (license-exempt providers), but all providers must
follow health and safety requirements, except relative providers.

To be eligible for child care assistance through the CCDE fami-
lies must have income below 85 percent of the state median, have a
child under 13 (or under 19 with special needs), and be working or
in an approved work or education activity.?> States are also required
to prioritize children with special needs and families of very low
income, and states often interpret this to mean that TANF families
be given priority2°

The vast majority of child care assistance (90 percent) is offered
through certificates or vouchers, in which individuals are given
assistance to use with any licensed or registered provider. Vouchers
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tend to cover only a portion of the costs, and families must cover
whatever is leftover. The remaining receive assistance through con-
tracted care, in which the state contracts the care directly and places
the child in a contracted slot. Only three states (California, Delaware,
and Massachusetts) use contracted care for 40 percent or more of the
children served.?’

In total, the federal government and states spent $8.6 billion on
child care assistance through the CCDF in FY 2013, with approxi-
mately one-third from the states.”® The vast majority (80 percent) of
expenditures was on direct services, meaning child care assistance pro-
vided directly to families, with the remaining spent on quality activ-
ities, administration functions, or other nondirect services.?” These
expenditures, primarily offered through vouchers, provided assistance
for approximately 1.4 million children in the average month.

In 2014, the CCDF was reauthorized for the first time since
its inception in 1996. Several important changes were made. An
increased focus on health and safety was initiated, including requir-
ing providers to conduct staff background checks and comply with
annual monitoring inspections. These requirements also apply to
license-exempt providers (typically informal child care providers not
based in a day care center), but not to relative providers.

Other changes aimed to increase the stability of care for children
and the availability of providers. CCDF reauthorization imposed a
requirement that states must provide 12-month eligibility for chil-
dren that accounts for the parents temporary work status changes,
as long as income remains under 85 percent of area median income.
It also required that states follow standard payment practices, such
as paying a provider for a slot rather than based on a number of
hours. The purpose of these changes was to improve the quality of
providers from a health and safety perspective, while also improving
the stability and accessibility of care for children.

Temporary Assistance for Needy Families. Beyond the 30 percent
of TANF block-grant funds that states can allocate to CCDF subsi-
dies, states are also allowed to spend additional TANF block-grant
money on child care directly>® However, recipients of child care
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assistance through TANF must meet TANF eligibility requirements,
including income eligibility, which is similar to CCDE and program
participation requirements. TANF expenditures on child care are
also subject to broader TANF rules, such as federal time limits.3!
This means that different rules apply to how CCDF funds can be
used compared to TANF funds, and each state determines how to
allocate funding depending on their specific needs.

For child care purposes, states can use federal TANF money or
state money that they are required to spend for TANF purposes—
that is, state maintenance of effort (MOE) funding.32 In total,
$3.4 billion of TANF block-grant money (not allocated to CCDF)
was spent on child care in FY 2011 ($1.1 billion federal, $2.3 billion
state MOE).? This represented 10.2 percent of TANF expenditures
in that year.

Added to the $8.6 billion spent on child care assistance through
the CCDE roughly $11 billion is spent annually on child care assis-
tance for low-income families through these two sources, although
the financing mechanisms are complex, making it difficult to deter-
mine how much is actually spent directly on child care assistance.
To put this into context, more than $60 billion was spent by the fed-
eral government on the EITC, $20 billion on the Child Tax Credit,
and $76 billion on the Supplemental Nutrition Assistance Program
(SNAP) in FY 2014.%*

Child and Dependent Care Credit. Direct child care assistance for
moderate- and high-income families is also provided through the
tax system in the form of the Child and Dependent Care Credit and
a dependent care flexible spending account. The tax credit covers
20 to 35 percent of child care expenditures when one (in the case of
a single, custodial parent) or both parents are working or in school
full time. It depends on the tax filers’ adjusted gross income for tax
purposes; it starts at 35 percent and is reduced starting at approx-
imately $15,000 in annual income, but there is no income limit.
The maximum amount of qualifying expenditures is $3,000 for one
child and $6,000 for two or more children per year, which means
20 to 35 percent of these expenditures is provided as a credit. The
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Child and Dependent Care Credit is not refundable, meaning that it
only lessens taxes owed to the government. If there is no income tax
liability, the credit is not provided, which is why it is not applicable
to most poor families.

According to data from the Tax Policy Center, 6.4 million house-
holds received a child care tax credit in 2012 for a total of $3.4 bil-
lion.?> The average tax credit was $538. However, less than 1 percent
of total expenditures went to households with income in the bottom
quintile because they typically have no tax liability.>°

Flexible Spending Accounts (FSA). Employers can also pro-
vide flexible spending plans for child care expenses. Through an
employer-sponsored flexible spending plan, the IRS allows up to
$5,000 to be deducted from annual pay (pre-tax) to be used for qual-
ifying child care expenditures. The total cost to the government was
approximately $1.5 billion in FY 201237 Children must be under 13
and parents must be working or actively looking for work to qualify.
If two parents are in the households, both must be working, looking
for work, or in school full time. Once the parent pays for child care,
he or she can file a claim to get reimbursed for the child care cost
from the FSA.

Similar to the Child and Dependent Care Credit, benefits through
FSAs primarily go to moderate- and higher-income earners. This is
because low-income earners are often not offered the FSA through
their employer and because they would not benefit from the pre-tax
deduction since they typically have no income tax liability. The same
qualifying expenditures cannot be claimed against both the Child
and Dependent Care Credit and FSAs, but families can use both pro-
grams if they have enough qualifying expenditures for both.

Child Tax Credit and Earned Income Tax Credit. Although the
Child Tax Credit and the EITC are not directly related to child care
expenses, both are intended to help cover the costs of raising children.
However, because they are available to families no matter the child’s
age and whether they have child care expenses, these tax credits are
generally not considered part of the child care assistance system.
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Challenges Associated with the Current System

Combining the four main programs identified earlier (excluding
early-learning programs, the Child Tax Credit, and the EITC) sug-
gests that the government spends approximately $16 billion per year
on child care assistance for families across income levels. It is difficult
to know how many children are covered by these programs based on
available data, but it is likely up to 10 million or more.

Even though CCDF reauthorization in 2014 made some import-
ant improvements, the system as a whole still faces two crucial chal-
lenges: (1) lack of assistance for many poor families and (2) limited
options for families who need flexible (likely non-center-based) care.
Failing to address these challenges means that existing child care
assistance programs are not meeting their full potential and that
opportunities to help more poor families strengthen their position in
the labor market, as well as strengthen the economy more broadly,
are lost.

More Assistance for Poor Families. Although CCDF reauthoriza-
tion made several important changes, new requirements were not
matched with funding increases. This likely means that fewer families
will receive assistance as states attempt to meet the new requirements.
While a 12-month certification period is good from a stability of care
perspective, without additional funding, fewer families will receive
assistance, even if families who get assistance receive it for longer.

Another concern is that the supply of providers who accept
subsidies—especially those who offer informal, flexible care—will
likely diminish because of the new health and safety requirements
and annual monitoring inspections. While well-intentioned, these
requirements may make it harder for small, informal providers to
accept subsidies. In turn, this will make it harder for low-income
families to use subsidies—even if they can get them—by reducing
the already limited supply of providers.

Relatives are exempt from these new requirements, which makes
relative care an option for nonstandard-hour workers. But according
to federal data, 86 percent of children receiving a CCDF subsidy in
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FY 2014 were in a regulated setting, and only two-thirds of those in
an unregulated setting (13 percent) were cared for by a relative >
This means that 92 percent of existing providers will be subject to
requirements, including annual monitoring visits. While the change
is important from a health and safety perspective, it might uninten-
tionally limit the availability of providers who accept subsidies from
low-income families.

Already only 41 percent of poor working families receive child
care assistance.>? As CCDF reauthorization is implemented, this will
likely be reduced even further. Without increased resources for child
care assistance, the unintended consequence of quality improve-
ments in CCDF-funded programs might be less employment among
poor families.

Limited Options for Families with Nonstandard Work Hours.
Another problem with the current system is that it provides lim-
ited options to families who need child care outside of normal busi-
ness hours. As designed, CCDF subsides can be used for informal
providers, including relatives, who might offer nonstandard-hour
care. But in practice, some states do not allow informal care at all,
and even if a state allows informal care to be subsidized, research
shows that subsidies are much more likely to go to families using
day care centers.* According to a recent analysis, this means that
nonstandard-hour workers are less likely to receive child care assis-
tance because they use day care centers less than their peers who
work standard schedules.*!

The most obvious reason why day care centers are more common
among subsidy recipients is that a child care subsidy allows parents
to afford a day care center. Another is that day care centers may help
families secure a subsidy once the family expresses interest, which
would exclude many nonstandard-hour workers who do not use day
care centers. A more likely scenario is that state requirements may
discourage some informal or family day cares from accepting subsi-
dies, and this may also disproportionately hurt nonstandard-hour
workers because they are more likely to use these types of providers
because of their flexibility.
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Small providers who might be more responsive to the needs of
nonstandard-hour workers may not be able to meet the new require-
ments around training and annual monitoring visits. In addition, to
make implementing the law easier for the states, states may choose
to focus their attention on day care centers rather than encouraging
small informal providers to accept subsidies.

All of this suggests that low-income working parents may need
child care assistance that is offered outside of the direct-subsidy system.
Enhancing existing tax credits for low-income families with young chil-
dren is one way to provide additional child care resources and reduce
economic hardship among poor families by promoting work.

Proposed Reforms

Expanding the Child and Dependent Care Credit for poor families
(those below the official federal poverty level) with children under age
five would provide more resources to poor families to cover child care
costs and would better meet the needs of those who are unable to use
day care centers, including many nonstandard-hour workers. Cur-
rently, the Child and Dependent Care Credit is not refundable, which
means it provides no benefit to families who owe no income taxes.
Making the credit refundable and increasing its amount to cover more
qualifying child care costs for poor families—for example, 50 percent
of qualifying costs instead of 35 percent and up to a maximum $5,000
per child—would provide more assistance for child care.

Expanding the Child and Dependent Care Credit, as opposed to
other child-based tax credits, would ensure that the benefit goes to
families with child care costs and does not overlap with the existing
CCDF subsidies. For example, a poor family that receives a CCDF
subsidy would be eligible for the Child and Dependent Care Credit
for only out-of-pocket child care expenses that were not covered by
the subsidy:.

Using the tax system to distribute resources to help cover child
care costs allows families the maximum level of choice and flexibil-
ity to find the child care provider that meets their needs. While the
CCDF was originally passed because of the flexibility it seemingly
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provided, the reality is that many providers do not accept subsidies
and states have discretion to exclude certain types of providers. This
limits the amount of choice and flexibility that poor families have
in the current direct-subsidy system. For example, 72 percent of
children who receive a CCDF subsidy receive care from day care
centers,*? but among all children under five in a regular child care
arrangement, only one-quarter are in day care centers. ™

Based on existing estimates of children eligible for and receiving
CCDF subsidies, approximately 1.5 to 1.75 million children under
age five with family income below 150 percent of the federal poverty
level are not receiving a CCDF subsidy and could be eligible for an
expanded child care tax credit.** Assuming that each child received
amaximum $5,000 credit, which most likely would not happen, the
total cost could be between $7.5 and $9 billion.

Two problems would need to be addressed before using the tax
system to distribute child care assistance more broadly. First, because
tax credits currently are provided only once per year at tax time,
efforts are needed to provide periodic payments, similar to the Afford-
able Care Act premium support provisions. Periodic payments could
provide families with child care resources closer to the time they
incur child care expenses. This involves estimating annual income
and then receiving a quarterly payment from the IRS to reflect the
estimated tax credit based on that income.

Second, improper payments related to refundable tax credits
would need to be addressed. Studies have documented problems
associated with improperly claiming the EITC and the refundable
portion of the Child Tax Credit (the Additional Child Tax Credit).®
Estimates suggest that as much as $15 billion of EITC payments are
issued improperly.*® Addressing this issue is crucial before expand-
ing tax credits more broadly.

Conclusion

The current social safety net for poor families in America is largely
conditioned on work. Cash assistance for work-able parents is
mainly provided through the EITC and the Additional Child Tax
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Credit, both of which require that a parent be working. This makes
child care crucial.

But an effective child care assistance system is one that meets the
needs of poor working families who need the help. Too many poor
families cannot access child care subsidies at all—which might be
made worse with implementation of CCDF reauthorization—and
those who work nonstandard schedules may be at a particular dis-
advantage. Supplementing the existing direct-subsidy system with
an expanded and refundable child care tax credit for poor families
with young children will provide more child care resources for those
who need it most and may be better suited to influence employment
and reduce poverty than the existing system.

Some may argue that providing broader child care assistance will
publicly subsidize child care that is either currently being privately
provided (for example, relatives providing no-cost care) or being
secured without government assistance. These are valid concerns.
However, they must be balanced against the fact that some mothers
may not work at all because they do not have resources for child care,
or they may work less than they would otherwise because they have
unstable or unreliable child care. Expanded access to child care assis-
tance may strengthen the attachment to employment for poor parents
and help them afford stable, better-quality care for their children.
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WIC’s Expanding Eligibility,
Rather Than Enhanced Services
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he Special Supplemental Nutrition Program for Women,
Infants, and Children (WIC) started as a two-year pilot pro-
gram in 1972 and was made permanent in 1975. As Peter H. Rossi
explained in Feeding the Poor: Assessing Federal Food Aid, “The main
rationale for the WIC program is that significant numbers of poor
pregnant and postpartum women, infants, and children have nutri-
tional deficiencies that endanger the proper development of fetuses,
infants, or children, leading to conditions such as prematurity, neo-
nate mortality, low birth weight, slow development, and anemia.”!
In 2014, WIC was an $8 billion program (about $6.2 billion in
federal funding and about $1.8 billion through rebates from infant
formula manufacturers),> which served about 8.2 million people,
including 2 million infants, 4.3 million children ages one through
four, and 2 million pregnant and postpartum mothers. Although
WIC is a program of the US Department of Agriculture (USDA),
most of its grantees are state health departments. Those state agen-
cies, in turn, fund WIC services through local health-related agen-
cies, such as health departments, hospitals, public health clinics, and
community health centers.
Given WICS purpose, benefits package, and putative eligibility
rules, one would assume that its benefits would be targeted to the
most needful Americans. But various formal and informal changes
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have liberalized eligibility criteria so that, according to the Census
Bureaus Current Population Survey (CPS), in 2014, about 24 per-
cent of WIC recipients lived in families with annual incomes above
WIC’s putative income cap of 185 percent of poverty, and about
8 percent in families with annual incomes at or above 300 percent of
poverty.® In 2014, about 49 percent of all American infants were on
WIC, and about 39 percent of postpartum and breastfeeding moth-
ers received WIC benefits.*

We believe that the expenditures for these expansions in enroll-
ment could have been much more effectively used to improve or
intensify services for generally needier families. Aggravating the sit-
uation, WIC5 rigid spending rules effectively prevent local programs
from spending more than about 30 minutes with clients for nutrition
education every six months and preclude enriching food packages
with such items as iron supplements.

WIC Benefits

WIC serves seven groups of low-income women and children (see
Table Al). As the USDA explains, “WIC was never intended to be a
primary source of food, nor of general food assistance,” except pos-
sibly for those young infants who are fed only formula.” That role is
assigned to the Supplemental Nutrition Assistance Program (SNAP),
previously Food Stamps, and other cash and noncash assistance pro-
grams. Instead, WIC seeks “to safeguard the health of low-income
women, infants, and children up to age 5 who are at nutritional
risk”® by providing “a package of supplemental foods, nutrition edu-
cation, and health care referrals at no cost.”’

WICs monthly food packages contain such basics as milk or
cheese, adult cereal, fruit juice, eggs, and peanut butter (or an equiv-
alent legume product), worth on average about $45 per person/per
month for women and children. Infants who are not “fully breast-
fed”® also receive iron-fortified formula, which brings the value of
their package to about $124 per month.” Including the benefit for
infants’ mothers, the monthly value of the WIC package is about
$175 for mothers with one child.!°
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WIC Food Packages: Monthly Contents and Values, 2014'!

e Pregnant women and partially breastfeeding women (up to the
infants first birthday) receive milk, adult cereal, fruit juice, eggs,
peanut butter (or an equivalent legume product), whole wheat
bread, and a $10 cash voucher for fruits and vegetables, worth on
average about $49.71.

* Non-breastfeeding postpartum women (up to six months after
the end of the pregnancy) receive milk (in lesser quantities than
breastfeeding women), adult cereal, fruit juice (in lesser quanti-
ties than breastfeeding women), eggs, and a $10 cash voucher for
fruits and vegetables, worth on average about $38.58.

o Fully breastfeeding women (up to the infants first birthday)
receive milk, cheese, eggs, cereal, juice, peanut butter (or an
equivalent legume product), tuna, and a $10 cash voucher for
fruits and vegetables, worth on average about $53.37.

 Infants up to five months old receive iron-fortified formula. Six- to
12-month-old infants receive iron-fortified formula, infant cereal,
baby-food fruits and vegetables, and (for breastfeeding infants
only) baby-food meat. All infant packages are worth on average
about $123.99 (at a cost of about $53.39 after the rebate).

e Children age one to four receive milk, adult cereal, fruit juice,
eggs, peanut butter (or an equivalent legume product), whole
wheat bread, and a $6 cash voucher for fruits and vegetables,
worth on average about $40.10.

e Children or women with special dietary needs (that is, those who
cannot consume food in the other packages for medically docu-
mented reasons) are supposed to receive tailored food packages,

(continued on the next page)
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so the contents and value vary from person to person, but the pack-
ages generally include special forms of formula, cereal, and juice.

e Changes in these packages were adopted as an interim rule in
December 2007 and become mandatory in 2009. The final rule
was published in March 2014.12

Nutritional counseling is also a WIC benefit. Besides the fact that
WIC provides a prescribed food package, its counseling services
are what many think set it apart from SNAP, which is essentially a
voucher (now in the form of a debit card) with which to obtain food.
(In fact, most analysts consider SNAP to be a form of income sup-
port.)!3 WIC agencies, in contrast, are required to offer at least two
nutritional education sessions on nutrition and health to all WIC
participants during each certification period!*—although they are
normally no more than 15 minutes long and only once every three
months.! For WIC recipients, these sessions are voluntary; the food
package is not conditional on attendance.

At these sessions, staff advise parents on how to manage their
own nutritional risks and those of their children, as well as encour-
aging breastfeeding.!® As Abt Associates researchers describe:
“Although WIC participants are not required to attend nutrition
education, local WIC agencies often schedule nutrition counseling
to coincide with food instrument issuance to encourage WIC cli-
ents to attend.”*’

Does WIC Work?

WICs popularity stems from the widespread belief that research
studies have proved that WIC “works.”!8 Although some studies
suggest real improvements in the diets and health of WIC recipients,
the extensive benefits cited by some—including a widely repeated
3:1 benefit-cost ratio—are surely overstated, especially if one goes
beyond WICS prenatal program.!”
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Here are the updated conclusions, still applicable, from an earlier
volume by the authors of this chapter.°

* Studies of WICSs impact are almost entirely nonexperimental,
in other words, they are based on statistical analyses of program
or survey data and, therefore, are subject to various threats to
causal validity, including selection and simultaneity bias. More-
over, many of the most convincing studies are of limited appli-
cability to assessing the current program because they are based
on the program as it existed more than a decade ago and thus
do not reflect the composition of the caseload today:.

* WIC probably makes at least a small improvement in the diets
and behaviors of some pregnant women, especially the most
disadvantaged, and that improvement, in turn, may improve
the birth outcomes for some infants. But these effects seem to
be small and of limited policy significance.

* WIC probably increases the nutritional intake of some infants,
especially those who would not have been breastfed, but for
most groups, the health consequences of these increases are
not clear. Moreover, WIC may reduce breastfeeding, which
many believe can have negative health consequences.

* Opverall, WIC probably makes little significant difference in the
diets of all one- to four-year-olds in the program, but it may
benefit some subgroups more noticeably, particularly those
whose intake of nutrients might otherwise be inadequate.

* WIC has expanded beyond the truly disadvantaged, and its
new participants are unlikely to need or benefit from the ser-
vices it provides nearly as much.

» WIC is largely irrelevant to the most serious nutritional prob-
lem facing disadvantaged Americans: overweight and, too
often, obesity:.
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* WIC does not result in the major cost savings that its advocates
claim, and the overall program probably does not pass a basic
benefit-cost test.

As those points suggest, research on WIC, when read in the
most favorable light, provides some (and perhaps substantial) sup-
port for the proposition that WIC has significant social and policy
effects on particular subgroups of participants. Little research iden-
tifies the makeup or identity of those subgroups, but they are likely
the neediest families—the poorest of the poor. Rossi notes that this
lack of focus on subgroups is one of the shortcomings of most cur-
rent research.?! That is what makes all the more concerning WIC’s
continuing eligibility expansion to families and households with
higher incomes.

Eligibility and Enrollment

The main statutory rule for WIC eligibility is income at or below
185 percent of the federal poverty guidelines.*? For simplicity,
and in accord with common practice, this paper refers to income
in relation to the “poverty line” or “poverty,” rather than the more
technically correct “poverty guidelines,” “federal poverty level,” or
“FPL.”23 Because WIC uses the poverty guidelines rather than the
poverty thresholds (as do most means-tested programs), for large
households, program eligibility reaches far above the official poverty
line (Table 1).

Officially, income is measured as the combined income “of related
or nonrelated individuals who are living together as one economic
unit.”?* This is a major issue in the expansion of WIC eligibility.
Hence, throughout this paper, and depending on the context, we
refer to both families and income-sharing households.

WIC eligibility can also be established adjunctively—that is,
individuals are automatically eligible if they are receiving Medicaid,
SNAP, TANF cash assistance, or certain other state-administered,
means-tested programs, as long as these state programs have
income-eligibility caps at or below 185 percent of poverty?> As
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Table 1. WIC Income-Eligibility Guidelines in Contiguous
United States, 2014-15

Persons in Family or 185 Percent of
Income-Sharing Household Poverty Guidelines

1 $21,590

2 $29,101

3 $36,612

4 $44,123

5 $51,634

6 $59,145

7 $66,656

8 $74,167
For each additional individual, add: $7,511

Note: The poverty guidelines for Hawaii and Alaska (each has its own) are higher than
those for the contiguous United States. All numbers are in 2014 dollars.

Source: US Department of Agriculture, “WIC Income Eligibility Guidelines, 2014-2015,”
http://www.fns.usda.gov/sites/default/files/wic/FY2014-2015_WIC_IEGs_WEB.pdf.

described below, adjunctive (or “categorical”) eligibility for the fed-
eral programs can result in income eligibility substantially above
WIC’s general income cutoff of 185 percent of poverty.

These relatively high income thresholds—in 201415, $36,612
for an income-sharing household of three and $51,634 for an
income-sharing household of five’0—are presumably meant to be
mitigated by the additional requirement that applicants be found
to be at “nutritional risk.” Over the years, however, the criteria for
determining nutritional risk have been watered down, and now just
about all WIC applicants are deemed at-risk.?’

For 2013 (the latest year for which eligibility estimates are avail-
able), the USDAs estimates of the percentages of each demographic
group that were WIC eligible were as follows: 55 percent of all relevant
demographic categories, 61 percent of infants, 56 percent of children
age one to four, and 47 percent of pregnant and postpartum women. >

Our estimates are even higher. First, we believe that WIC agencies
count only the income of subfamilies—not of all members of the
household sharing food, as required by statute. Second, we estimate
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that more families and income-sharing households are categorically
eligible for WIC because of the growth in other government pro-
grams. Hence, for 2013, we estimate that between 71 and 81 percent of
all American infants were WIC eligible, with similar increases for WICs
other demographic categories.

This percentage may continue to increase as states continue to
raise Medicaid income-eligibility caps, which automatically increases
the number of adjunctively eligible families and income-sharing
households. For example, we estimate that if the 2016 state Medic-
aid income-eligibility caps are applied to the 2013 infant population,
then the number of adjunctively eligible infants in 2013 would have
been about 55 percent higher.>”

The fact that half of all American infants receive benefits from
the program is especially striking. These high rates of eligibil-
ity and enrollment are partly explained by the fact that families
and income-sharing households with young children have lower
incomes than the general population and are an increasing portion
of the population. But enrollment is also rising when measured as a
percentage of the families with annual incomes above 185 percent
of poverty. In 2014, there were 17 percent more WIC infants than
infants in families with annual incomes below 185 percent of pov-
erty. In fact, according to the Census Bureaus CPS, in 2014, about
21 percent of WIC infants lived in families with annual incomes
above 200 percent of poverty (for a family of three, about $39,904),
and about 8 percent lived in families with annual incomes above
300 percent of poverty (for a family of three, about $59,370).%

Despite a long-term increase in WIC enrollment, enrollment has
declined more recently. Between 2009 and 2014, WIC enrollment
fell from about 9.2 million to about 8.2 million. This decline appears,
at least in part, to be the result of the declining number of births over
this same period of time, resulting in a smaller population of possible
eligible participants for WIC.>! Some analysts think that some of the
decline may also have been caused by how some states and localities
responded to reductions in appropriations between 2011 and 2014
(a reduction of about $1.1 billion). According to Richard Lucas,
deputy administrator for policy support at the Food and Nutrition
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Figure 1. Ratio of WIC Recipients to Persons in Households
Below 185 Percent of Poverty

WIC Recipients
185 Percent of Poverty Cutoff (Family Household Income)

0.8

0.6

0.4

0.2

1980 1990 2000 2013

Sources: Author’s calculations based on data from the following sources: US Depart-
ment of Agriculture, Food and Nutrition Service, Office of Policy Support, WIC Program
Average Monthly Participation by Calendar Year, 2015; University of Maryland, “Pov-
erty Analysis and Tabulation Tool,” Welfare Reform Academy, 2007; David Betson et
al., National and State-Level Estimates of Special Supplemental Nutrition Program for
Women, Infants, and Children (WIC) Eligibles and Program Reach, 2000-2009: Final
Report, Urban Institute, December 2011, http://www.fns.usda.gov/sites/default/files/
WICEIigibles2000-2009Vol1.pdf; Michael Martinez-Schiferl et al., National and State-
Level Estimates of Special Supplemental Nutrition Program for Women, Infants, and
Children (WIC) Eligibles and Program Reach, 2010: Final Report, Urban Institute, Jan-
uary 2013, http://www.fns.usda.gov/sites/default/files/WICEligibles2010Vol1.pdf; Erika
Huber and David Betson, National and State-Level Estimates of Special Supplemen-
tal Nutrition Program for Women, Infants, and Children (WIC) Eligibles and Program
Reach, 2011: Final Report, US Department of Agriculture, March 2014; Paul Johnson
et al., National and State-Level Estimates of Special Supplemental Nutrition Program for
Women, Infants, and Children (WIC) Eligibles and Program Reach, 2012: Final Report,
US Department of Agriculture, January 2015; and Paul Johnson et al., National and
State-Level Estimates of Special Supplemental Nutrition Program for Women, Infants,
and Children (WIC) Eligibles and Program Reach, 2013: Final Report, US Department of
Agriculture, January 2016.
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Service, some states closed WIC sites, which may have dampened
applications for the program.3?

Definitional Liberalization

The growth in WIC5 eligibility and enrollment is substantially the
product of liberalized interpretations of eligibility rules by WIC staff
and officials at all levels of government, as well as formal congres-
sional action (extending the length of WIC certification periods for
children) and inaction (failing to cap income eligibility for WIC
recipients who are adjunctively eligible). This section identifies the
factors behind this liberalization and makes recommendations about
what to do about them.

The major definitional elements that were loosened in WIC are
similar in other means-tested programs. The WIC program has the
added vagueness of the “nutritional risk” requirement, which has
been interpreted away, as also discussed below.

Subfamily Income Versus Shared Household Income. To deter-
mine income eligibility, WIC agencies are supposed to count the
entire households income—if it is shared as one economic unit.
Many agencies do not do so, however, and instead count the income
of only the nuclear family, leaving out other sources of household
income—for example, grandparents, siblings, and boyfriends.>>

Using the CPS, in 2014, when the entire income of the family was
counted, 46 percent of WIC recipients in related subfamilies lived in
families with incomes at or above 185 percent of poverty; 21 percent
in families with annual incomes between 200 percent and 299 per-
cent of poverty, and 20 percent in families at or above 300 percent of
poverty.>* The failure to count all the households income could, by
itself, expand eligibility over the base of those with annual incomes
below 185 percent of poverty by about 20 percent.>>

Current Income Versus Income That “More Accurately Reflects
the Family’s Status.” Because incomes can rise and fall throughout
the year, WIC agencies are allowed to choose among annual, monthly,
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or weekly income. USDA regulations allow (but do not mandate)
states to require that agencies select the period that “more accurately
reflects the family’s status.”*® Most WIC agencies, however, simply
seem to use the lowest income, whatever it is, to maximize eligibility.
Because only current income is counted, WIC ignores the higher,
long-term (and truer) income of some families.

For example, in instances of unemployment, WIC regulations
mandate that state and local WIC agencies count current income.>’
In instances of temporary illness or when a mother takes time off
to have a baby, USDA regulations give state and local WIC agencies
discretion in determining whether they will count current income or
income that “best fits the family’ situation,” which most often results
in the selection of current income.

In the 1990s, an additional 47 to 74 percent of pregnant women
became eligible for this reason (between about 350,000 and 460,000
women).?® According to Anne Gordon, Kimball Lewis, and Larry
Radbill, these newly eligible women “were more educated, were
more likely to live with the father, were more likely to be white,
and had fewer children than those who were income-eligible during
pregnancy.”® Similarly, Alison Jacknowitz and Laura Tiehan used
the Early Childhood Longitudinal Study, Birth Cohort (ECLS-B) to
analyze the differences between mothers who enrolled in WIC in
the prenatal period and those who enrolled in the postnatal period.
They found that women who delayed enrolling had higher educa-
tion levels, had higher household income, and were more likely to
be employed before they gave birth.*

This failure to use the most appropriate income period could, by
itself, expand eligibility over the base of those with annual incomes
below 185 percent of poverty by about 20 percent.*!

Certification Periods Versus Income Changes (Especially
During Pregnancy). Once found income-eligible, successful appli-
cants do not have their income eligibility recertified for six months
or more (up to one year for infants and children)—even if incomes
rise enough during that “certification period” to make them other-
wise ineligible.
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WICs current 6- and 12-month certification periods could, by
themselves, expand eligibility over the base of those with annual
incomes below 185 percent of poverty by as much as 30 percent.*?
(Legislation currently pending in the Senate proposes that WIC cer-
tification periods for children be extended to two years.)*?

Expanded Adjunctive Eligibility Versus Income Caps. Eligi-
bility for WIC is also established adjunctively (in some other pro-
grams called “categorically”)—that is, it is automatically granted
to members of families and income-sharing households who are
receiving™ Medicaid, SNAP, or TANF cash assistance (if they can
“provide documentation of receipt of assistance™).*> When this pro-
vision was added to the law, income eligibility for these programs
was set below 185 percent of poverty. Hence, the original purpose of
adjunctive eligibility was simply to facilitate the enrollment process,
not to expand eligibility. However, recent legislative changes to Med-
icaid and the State Childrens Health Insurance Program (SCHIP)
authorized states to raise income limits for those programs to above
185 percent of poverty (and, in many states, above 300 percent of
poverty), making adjunctively eligible a potential source of substan-
tially enlarged WIC eligibility.

Between 2002 and 2014, according to the Congressional Budget
Office, theestimated number of childrenreceivingMedicaid increased
from about 23 million to about 36 million, an increase of about
57 percent.*® As more states increase Medicaid income-eligibility
caps, the number of children on Medicaid will continue to rise,
thereby increasing WIC eligibility. We estimate that if the 2016 state
Medicaid income-eligibility caps were to be applied to the 2013
estimates of the number of infants who were adjunctively eligibil-
ity through Medicaid (the latest year for which data are available),
the number would increase by 55 percent from about 442,000 to
about 655,000.%

Under current Medicaid eligibility rules, adjunctive eligibility
could, by itself, expand eligibility over the base of those with annual
incomes below 185 percent of poverty by as much as 40 percent.
And, barring legislative change, there is no limit to how much WIC
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eligibility can expand—rvia further increases in Medicaid and SCHIP
income eligibility.

Nutritional Risk Assumed. In addition to being income-eligible or
adjunctively eligible, WIC applicants are supposed to be at “nutri-
tional risk.” It appears, however, that this proviso has little practical
impact on eligibility determinations. In a widely noted practice, WIC
agencies find almost all applicants to be at nutritional risk.*® This
broad application of the definition of actual nutritional risk could,
by itself, expand eligibility by as much as 25 percent.*”

Poor Targeting and Horizontal Inequity

Why should we care about WICs expansion beyond its putative
income limit? Certainly, 185 percent of poverty is not a magic line.
Those just above the line are not significantly better off than those
just below it.

First, the way in which eligibility has been liberalized is deeply
unfair to those families and income-sharing households whose
incomes are just above 185 percent of poverty. The three main factors
that have raised eligibility do not simply increase the level of WIC’s
income cap—they leapfrog eligibility to families and income-sharing
households with significantly higher incomes.

Second is the long-standing unfairness that results from ignor-
ing various forms of cash and noncash assistance (but counting
other forms of income) in determining income.”° This includes, for
example, cash assistance such as the earned income tax credit (an
average of about $3,000 per household with children)!: noncash
assistance such as SNAP (an average of more than $3,000 per house-
hold)’?; and housing assistance (an average of about $7,675 per
household).”® Most of these programs have almost universal cover-
age, so that the unfairness is somewhat limited. Housing assistance,
however, reaches less than one-third of these eligible,>* so its bene-
ficiaries are much better off than some families and income-sharing
households denied WIC because their incomes are slightly above
185 percent of poverty.
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More fundamentally, this kind of hidden and priority-distorting
expansion of eligibility—whether in WIC or any other means-tested
programs—undercuts sound program planning. The addition of so
many somewhat-better-off families and income-sharing households
makes WIC less able to focus on the deep-seated nutritional and
social needs of the most disadvantaged families and income-sharing
households. Instead of enriching the services WIC can deliver to
those below the income threshold, the funds that have been added
to the program were used to expand coverage to higher-income fam-
ilies and income-sharing households.

Recommendations

This paper documents how the liberalization of WIC eligibility rules
has substantially increased eligibility and enrollment. We believe
that WIC would be most effective if its resources were targeted on
those families and income-sharing households most in need of its
services, including spending less on those better off financially and
more on those in greater need. That would be the best way to make
it more successful in meeting its prime goals.””

This analysis, however, should be important even for those who
want to see WIC enrollments increased. Even those who want expan-
sions in WIC eligibility and recipiency should be troubled by the
haphazard and unequal expansions this report documents. Because
eligibility depends on varying state and local policies concerning the
income unit, period, and limits for Medicaid and SCHIP, the current
program is plagued with substantial horizontal and vertical inequity
in who receives benefits.

In our 2009 report, we made recommendations for the USDA
to instruct state and local agencies on income measurement and
to guide eligibility determination.”® In 2013, the USDA issued a
policy memorandum that provided clarification to states on the
definition of the economic unit and “current income.” We think
this is a positive step and encourage the USDA to make the fol-
lowing steps:
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1. USDA regulations should mandate careful attention to eligibil-
ity determinations.

2. USDA regulations should use a term such as “family and
income-sharing household” and not just “family” to describe the
income unit for WIC, and WIC agencies should use the income
of the family and income-sharing household, not just the sub-
family of parent and child, to determine income eligibility.

3. Adjunctive eligibility through Medicaid (directly or through
SCHIP) and SNAP should be capped.

4. WICs now meaningless test of “nutritional risk” should be
dropped from eligibility determinations, or perhaps used as a
means for directing program resources.

5. State and local WIC agencies should have a more direct finan-
cial stake in the proper governance of their programs, includ-
ing the eligibility determinations.

This review of WIC5 eligibility and enrollment practices illus-
trates how, when means-tested programs are not restrained by legal,
financial, or political forces, they can expand beyond their putative
income-eligibility limits. Sometimes, such expansions do nothing
but add recipients to the program. Too often, though, as in the case
of WIC, the addition of less-needy recipients diverts the program
from its essential purpose, undermines sound program planning,
creates significant horizontal inequities, and at least in a small way,
puts pressure on other, less politically popular programs.

All means-tested programs would benefit from a similar examina-
tion. Hence, the larger lesson from this paper’s analysis is that policy-
makers, administrators, and the public need a better understanding
of the nature and application of income-eligibility rules across the
panoply of means-tested programs. Details matter. As we have seen,
identifiable variations in how and when to measure income can shift
eligibility for large numbers of families.
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Appendix

Table A1. WIC Eligibility at a Glance

Element Formal or Original Rule Implementation
Categories | Pregnant women up to entire
of Eligible pregnancy
Persons Infants up to age one
Children age one to four
Breastfeeding women up to one year
Postpartum women up to six
months after end of pregnancy
Income Eligibility is set between 100
Eligibility percent and 185 percent of the
poverty level, at the state’s option.
Maximum All states have set maximum eligi- | The expansion of
Income bility at 185 percent of the federal Medicaid eligibility
Level poverty guidelines, unless the has inadvertently
applicant is adjunctively eligible. raised income
limits in several
states.
Income Unit | A unit is defined as households Often, only
“of related or nonrelated indi- members of the
viduals who are living together subfamily and
as one economic unit.” Unborn their income are
children are counted as household | counted.
members for determining income
threshold.
Income Income is defined as income Usually, the lowest
Period during the past 12 months or income is chosen,

current income, whichever “more
accurately reflects the family’s
status.” However, “persons from
families with adult members who
are unemployed shall be eligi-

ble based on income during the
period of unemployment if the loss
of income causes the current rate
of income to be less than” the
income guidelines.

regardless of
whether it “more
accurately reflects
the family’s sta-
tus.”




DOUGLAS J. BESHAROV AND DOUGLAS M. CALL 195

Included Gross cash income before deduc- | Income verifica-
Income tions for income taxes, employees’ | tion can be lax.
social security taxes, insurance

premiums, bonds, and so forth are

included.
Excluded Excluded income includes non-
Income cash benefits (such as SNAP and

housing benefits), military housing
allowances, low-income energy
assistance, and Title IV student
financial aid. Also excluded

are reimbursements for work
expenses such as travel or meals.

Earnings None
Disregards

Asset None
Tests

Adjunctive | Applicants are automatically
Eligibility eligible if they receive Medicaid,
(Sometimes | SNAP, or TANF cash assistance
Called “Cat- | or are certified as eligible by the
egorical” or | program. Medicaid enrollment
“Automatic” | also confers adjunctive eligibility
Eligibility) on other eligible members of the
household. At the state agency’s
option, this includes those eligible
to participate in other state-
administered programs, so long
as this eligibility is based on
income at or below 185 percent of
poverty.

The applicant must still be at
nutritional risk.

Nutritional Applicants must be at “nutritional Few applicants fail
Risk risk,” as determined by a WIC to qualify under at
clinic or health professional. least one category

of nutritional risk.
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Priorities
for
Services

Services are prioritized in the
following order:

1. Pregnant or breastfeeding
women and infants with evident
medical problems who demon-
strate the need for supplemental
foods

2. Infants whose mothers had
medical problems during preg-
nancy who demonstrated the
need for supplemental foods or
whose mothers were program
participants

3. Children with medical problems
who demonstrate the need for
supplemental foods

4. Infants or pregnant or breast-
feeding women at nutritional risk
because of an inadequate dietary
pattern

5. Children at nutritional risk
because of an inadequate dietary
pattern

6. Postpartum women with any
nutritional risk

7. Individuals certified for WIC
solely due to homeless or migrant
status and current WIC partici-
pants who could have medical or
dietary problems without WIC

Following the
order is seldom
necessary due to
funding increases
in the 1990s.

Recerti-
fication
Periods

Basic Rules

Pregnant women are certified
for the duration of their preg-
nancies and up to the last day
of the month in which the infant
becomes six weeks old or the
pregnancy ends.
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Postpartum women are certified up
to the last day of the sixth month
after the baby is born or the preg-
nancy ends.

Breastfeeding women are certified
approximately every six months.
(The state agency may permit local
agencies to certify a breastfeeding
woman up to the last day of the
month in which her infant turns
one year old, or until the woman
ceases breastfeeding, whichever
occurs first.)

Infants are certified approximately
every six months. (The state
agency may permit its local agen-
cies to certify an infant under six
months of age up to the last day
of the month in which the infant
turns one year old, provided the
quality and accessibility of health
care services are not diminished.)

Children are certified approximately
every six months, ending with the
last day of the month in which a
child reaches age five. (The state
agency may permit local agencies
to certify a child for up to one year.)

State As noted above, state agencies Thirty states have

Agency may authorize local agencies to opted to certify

Options increase certification periods to children for one
up to six months for infants and year.

breastfeeding mothers and one
year for children.

They may also authorize local
agencies to use shorter certifica-
tion periods than noted above “on
a case-by-case basis,” as long

as guidance is provided to local
agencies.
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Longer or shorter periods of up
to 30 days may be granted when
there are scheduling difficulties.

State and local agencies may
require recipients to report
changes in their income during the
certification period.

Applicants must be physically
present at certification.

Verifi- State agencies must require proof | States usually

cation of family or shared-household require proof of

Require- income or of identity, residency;, income through

ments pregnancy, and adjunctive eligi- pay stubs,

bility. employer state-

ments, or W-2
forms. Documen-
tation is needed
for pregnancy
unless visually
apparent.

Time There are none while eligible

Limits for because of pregnancy, post-

Receiving pregnancy status, or child’s age.

Benefits

Other Applicants must reside in the state

Require- in which they are applying (except

ments for Indian State agencies).

Source: Authors.
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Homeless assistance programs constitute the safety net of last
resort for individuals and families who have fallen through all
the cracks. As a result of extreme poverty, depleted support from
relatives, and ineffective help from other safety-net programs, the
homeless are unable to meet their basic housing needs. For many
individuals, mental illness and substance abuse are linked to home-
lessness as well. It is essential that our programs catch the vulnera-
ble populations that may otherwise go without shelter and provide
the services necessary to lift them back up.

This chapter first describes who the homeless are, distinguishing
between the single adults with high rates of substance abuse and
mental illness, who frequently sleep on the streets, and the families,
who most often are found in shelters. Then it summarizes our major
federal efforts to confront homelessness. Finally, it offers recommen-
dations to better prioritize assistance to the most vulnerable and, at
the same time, provide more flexibility to local communities to try
innovative ideas and boost program performance.

Who Are the Homeless?

Homelessness, as defined by the US Department of Housing and
Urban Development (HUD), includes people who sleep in (1) places
not intended for human habitation, such as parks, abandoned build-
ings, sidewalks, and vehicles; (2) emergency shelters, which provide

206
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Figure 1. Sheltered and Unsheltered Status for Homeless
Families and Single Adults

206,286 Homeless People in Families 353,536 Homeless Single Adults

10%

. Sheltered Unsheltered

Note: Families include at least one adult and one child. Single adults are not accompa-
nied by children. Excluded from both figures are 4,886 homeless children under the age
of 18 who are unaccompanied by adults.

Source: US Department of Housing and Urban Development, “CoC Homeless Popu-
lations and Subpopulations Report,” 2015, https://www.hudexchange.info/manage-a-
program/coc-homeless-populations-and-subpopulations-reports/.

nightly or short-term stays; and (3) transitional housing programs,
which provide stays for 6 to 24 months.! On a single night, just
over 170,000 people are found sleeping in unsheltered locations,
while close to 400,000 people are found in shelters (emergency shel-
ters and transitional housing).2 That implies that 1 in 1,849 Amer-
icans are found on the streets and 1 in 819 Americans are found in
a homeless shelter at a single point in time. Over the course of an
entire year, 1 in 214 Americans will sleep in a shelter on at least one
night.3 Homelessness is serious but not common, and for most, it
does not last long.

In understanding who experiences homelessness and what that
experience is like, it is important to distinguish between single adults
and families. While 43 percent of homeless single adults are found
on the street, only 10 percent of homeless families are found in
unsheltered locations (see Figure 1).* Furthermore, shelters for sin-
gle adults are much more likely to have shared sleeping arrangements
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without the ability to come and go, while families more often receive
private rooms for extended periods of time.

Homeless single adults and families also differ substantially in
their personal characteristics. Among single individuals access-
ing shelter throughout the year, 71 percent are male, 75 percent
are over the age of 30, and 47 percent have a disabling condition
(e.g., a substance abuse problem or severe mental illness).” Among
adults in families, 78 percent are female, 53 percent are at or below
the age of 30, and 21 percent have a disabling condition. Among
children in families, 51 percent are below the age of six.® In broad
terms then, single adults experiencing homelessness tend to be
middle-aged men who often have an addiction or a severe mental
illness, while the typical homeless family is a single mother with
young children.

Our Federal Homelessness Programs

Programs to assist the homeless are funded by federal, state, and
local governments, as well as private sources. The federal govern-
ment alone funds 15 separate programs across 8 different agencies,
with the bulk of funding administered by HUD, the Department of
Veterans Affairs (VA), and the Department of Health and Human
Services (HHS). Altogether, the federal government spent $4.2 bil-
lion on these programs in 2014 (see Figure 2).

The largest and most influential of the federal programs is HUD’s
Homeless Assistance Grants program, which allocated $2.1 billion
dollars to local communities in 2014.7 This represents 50 percent
of all federal funds spent on homelessness programs overall and
75 percent of all funds not specifically dedicated to veterans. Table 1
summarizes the interventions funded in part by HUD.

Emergency shelter is the safety net of last resort for people who
find they have nowhere else to sleep. It is noteworthy then that only
12 percent of HUD% homelessness budget can potentially be used
for emergency shelter, with a portion of those funds used for other
interventions as well.® As a result, emergency shelters are largely
funded by local governments and private sources.
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Figure 2. Federal Spending on Homelessness Assistance by
Agency, FY 2014 (in Millions $)

Other
$248

HHS
$487

Source: Libby Perl et al., Homelessness: Targeted Federal Programs and Recent Legis-
lation, Congressional Research Service (RL30442), May 6, 2015, https://www.fas.org/
sgp/crs/misc/RL30442.pdf.

The majority of HUD’s budget is used for longer-term, service-rich
interventions. Transitional housing provides time-limited housing
and supportive services intended to help people overcome prob-
lems and achieve self-sufficiency. Permanent supportive housing
provides indefinite housing paired with supportive services for
people with disabling conditions such as severe mental illness or
substance abuse problems.

Other less intensive interventions funded by HUD include rapid
re-housing and homelessness prevention. Rapid re-housing provides
short- or medium-term rental subsidies along with case manage-
ment to individuals or families soon after they become homeless.
The intervention is intended to provide only the housing assistance
and services needed to avert costly stays in shelter and prevent the
recipient from returning to homelessness. Homelessness prevention
is generally short-term financial assistance that helps families remain
in their current housing.

These interventions are typically carried out by nonprofit service
providers, which for the most part apply for HUD funding through
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Table 1. Homelessness Interventions Funded in Part by the US
Department of Housing and Urban Development

Intervention

Description

Emergency
Shelter

Transitional
Housing

Permanent
Supportive
Housing

Rapid
Re-Housing

Prevention

Qutreach

Short-term shelter (in congregate
facilities, dormitory style arrange-
ments, motels, or apartments) that
often provides supportive services

Medium-term housing programs
that provide supportive services that
help people achieve self-sufficiency

Permanent housing programs that
provide supportive services to
people with severe mental iliness,
substance problems, or other dis-
abling conditions

Short- or medium-term rental assis-
tance to quickly re-house people
entering homelessness, accompa-
nied by case management

One-time financial assistance for
people facing imminent threat of
homelessness

Seeking out and building relation-
ships with people sleeping on the
street to provide access to other
services

Note: Beds for child-only households and safe haven beds are excluded from the table.
Source: US Department of Housing and Urban Development, Office of Community
Planning and Development, The 2015 Annual Homeless Assessment Report (AHAR) to
Congress: Part 1, Point-in-Time Estimates of Homelessness, November 2015, https://
www.hudexchange.info/resources/documents/2015-AHAR-Part-1.pdf.
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local Continuums of Care (CoCs). Each CoC represents a specific
geographic area (a city, county, or collection of counties), and its
board includes representatives of local service providers, government
officials, and at least one currently or formerly homeless individual.
CoCs collect and rank funding applications, conduct annual counts
of their homeless populations, maintain data systems that track
individuals and families across participating service providers, and
monitor the performance of providers.” HUD also requires CoCs to
allocate interventions to people using coordinated entry systems that
prioritize the most intensive interventions to the most vulnerable
people and less intensive interventions to those with fewer needs.'°

While CoCs have significant autonomy to determine how funds
are allocated across providers, HUD rewards CoCs that target partic-
ular subpopulations and use certain types of interventions. In recent
years, HUD has encouraged CoCs (via higher scores on applications
and thus more funding) to offer permanent supportive housing to
the chronically homeless—individuals or families who have been
homeless for the past year or four separate times during the past
three years and who have a disabling condition.'!

As a result, the national inventory of permanent supportive
housing has increased by 69 percent since 2007.'% With these
units, service providers are rewarded for employing a Housing First
approach—providing housing and services without requirements
that people maintain sobriety or engage with treatment.!® For peo-
ple who do not require intensive services, HUD encourages CoCs to
offer rapid re-housing in lieu of extended stays in emergency shelter
or transitional housing. '*

Agencies besides HUD have smaller homelessness budgets. The
VA distributes $1.3 billion across six programs for transitional hous-
ing, health care, and supportive services for homeless veterans. HHS
distributes $487 million across four programs for health care and
youth-specific programming. Other agencies that distribute small
amounts of funding include the Department of Homeland Secu-
rity ($120 million), the Department of Education ($65 million), the
Department of Labor ($38 million), and the Department of Justice
($25 million).!>
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Lastly, a special agency called the Interagency Council on Home-
lessness is charged with coordinating the collective federal response
to homelessness. In 2010, the council released a strategic plan
known as Opening Doors, which sought to end homelessness in a
decade.'© Specifically, it set out to end homelessness among veterans
and the chronically homeless by 2015 and among families by 2020.
The word “end” is used loosely, however. The original plan called
these goals “aspirational,” and an amended plan in 2015 clarifies that
ending homelessness means preventing it “whenever possible” and
otherwise making it a “rare, brief, and non-recurring experience.”’
Nonetheless, the rhetoric in combination with HUD funding priori-
ties may have been instrumental in driving large increases in perma-
nent supportive housing and investment in housing and services for
veterans over the past several years.

While the federal government plays an extremely important role
in assisting the homeless, state, local, and private efforts are import-
ant as well. There is tremendous variation across the country in the
availability and quality of local efforts. For example, New York City
is one of the few places in the country to offer immediate shelter
to all residents who need it as a legal right, and for families, shelter
often means a private apartment unit. Perhaps as a result, 22 per-
cent of all homeless families in the country are found in New York
City alone.'® Other cities often have waiting lists for shelters without
legally mandated minimum quality standards and have much lower
rates of family homelessness. !

Local variation in service quality not only complicates federal
efforts but also brings to light a more fundamental problem; better
options for the homeless increase the number of people who will take
them up, including many who would have otherwise been housed.
This means that services must be targeted carefully and must avoid
promising benefits that are more generous than is necessary.

How to Improve Our Efforts

Our system of homelessness programs constitutes the final safety
net for people who have no place else to go. It is a failure of that
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system when vulnerable human beings nonetheless sleep on our
streets. While counts of the homeless have fallen since beginning
in earnest in 2007, recent work suggests that much of that reduc-
tion may be due more to changes in methodologies and the quality
of street counts than to how many homeless people there actually
are.’® Meanwhile, a number of major cities have reportedly seen
recent spikes in the numbers sleeping on the street, leading sev-
eral to declare a homelessness state of emergency.?! Rather than
double down on plans to end homelessness with old solutions,
we should invest in innovative ideas that push progress forward,
while ensuring that resources are prioritized to the people who
need them most.

Better homelessness policy starts with making a fundamental
distinction—homeless families are different than homeless single
adults, and they require wholly different policy responses. Home-
less families generally live in private rooms in shelters. They most
often need temporary housing assistance to get back on their feet.
Homeless single adults generally sleep on the street or in congre-
gate shelters, and they often suffer from severe mental illness or sub-
stance abuse problems. They are more likely to require longer-term,
service-rich interventions.

It makes little sense to lump these groups together. It is important
that federal funds are intentionally allocated to each group separately
and that they support the package of interventions best suited to
each group. Solutions for each group are discussed next.

Single Adults. The federal government should have a strong, pro-
active response for homeless single adults. This group includes the
most vulnerable individuals within the homeless population—indi-
viduals who suffer from severe mental illness or chronic addiction
and who live on the streets as a way of life. Acting alone, locali-
ties have strong incentives to avoid the most vulnerable, perhaps in
hopes that they move somewhere else, rather than bring them in to
provide the expensive services they often need. But simply increas-
ing federal funding will not solve the problem. The federal govern-
ment must insist that funds are prioritized to the most vulnerable
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and that service providers achieve the best possible results with the
resources they receive.

Fortunately, significant progress has been made on prioritization.
HUD requires communities to implement coordinated entry sys-
tems that assess the needs of individuals experiencing homelessness
and prioritize them based on vulnerability. But HUD has not fully
embraced coordinated entry. Driven by a goal of ending chronic
homelessness, HUD rewards CoCs for targeting permanent support-
ive housing to chronically homeless individuals.

Chronic status is a crude distinction that should be abandoned
as long as CoCs are using a vetted coordinated entry process for
allocating assistance. An individual with a severe mental illness
and a co-occurring addiction problem who has been homeless for
11 months is not considered chronically homeless, but this individ-
ual may be much more vulnerable and in greater need of supportive
housing than a chronically homeless individual who has been home-
less for more than a year but solely has an addiction problem.

Even perfect prioritization is not sufficient, however, if the peo-
ple who are most vulnerable do not actually use the services they
are offered. HUD should take a more proactive role in ensuring
that CoCs successfully bring in the most vulnerable. This may in
part mean increasing funding for high-quality outreach efforts. But
it also means finding ways to hold CoCs accountable for outreach
quality.

For example, CoCs could be required to submit a list of all individ-
uals encountered sleeping on the street who suffer from severe mental
illness or a chronic addiction problem, ordered by their vulnerability.
The CoC would then be required to explain why any individuals are
still sleeping on the street if they were deemed more vulnerable than
others who were actually brought into supportive housing.

Better prioritization and outreach is only half the battle for single
adults, however. More attention must be paid to increasing the qual-
ity of services themselves. If service providers can more effectively
address underlying problems such as addiction or family disconnec-
tion, or if they can help clients receive treatment needed to improve
their mental health, clients can more quickly be transitioned out of
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supportive housing programs and into private living environments
with family or on their own, freeing up resources for future people
in need. These outcomes are also inherently valuable.

Unfortunately, HUD has stifled innovation by focusing more on
encouraging specific service models than on service-provider perfor-
mance. In particular, HUD encourages service providers to adhere to
a Housing First approach, which does not require sobriety or treat-
ment for clients to maintain housing. This approach is not inherently
bad, and it may be the best one for some individuals. But it has not
been shown to be superior to other models in reducing substance
abuse or improving mental health; it may even be less effective than
certain models that have yet to undergo rigorous testing with ran-
domized controlled trials.??

A better way to unleash innovation is to focus on performance.
Service providers should be offered substantial flexibility in their
service models, but they should be held accountable for their per-
formance in helping their clients achieve desired outcomes. Perfor-
mance measures should take into account the vulnerability of clients
served so as not to punish service providers for accepting hard-to-
serve individuals. This approach requires a renewed commitment
to collecting high-quality data so that individual outcomes can be
reliably tracked.

Over the past decade, HUD has taken the important step of requir-
ing CoCs to establish data systems that track individuals through
homeless assistance programs. But even better data are needed to
monitor broader outcomes of individuals, including records from
hospitals, emergency rooms, detox centers, mental health facilities,
and jails. These records can indicate the costly use of other public
services, as well as problems associated with poor mental health,
addiction, and unstable living situations. HUD should offer addi-
tional support and flexibility to CoCs to build these broader data
systems and evaluate service providers on performance measures.

Larger-scale innovation that altogether rethinks how homeless
services are provided should be encouraged as well. For exam-
ple, I discuss in a recent proposal how homelessness policy could
be reoriented around smartphones and big data.’* Homeless

23
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individuals could be given free smartphones and full service plans
in return for providing daily information on their sleeping loca-
tions, health status, and other outcomes. Research could be revolu-
tionized with access to detailed, longitudinal data on an otherwise
hidden population. Innovative interventions could be delivered to
individuals via smartphones, and using randomized controlled tri-
als, their effects could more easily be tracked. Statistical algorithms
could help homeless individuals make data-based choices about
service use and other major decisions. Newly created Homeless
Innovation Centers staffed by data scientists and homelessness
experts could be charged with dynamically creating unique pack-
ages of interventions for each homeless individual, in conjunction
with implementing a dynamic research agenda. Flexibility from
other federal restrictions could be offered for CoCs wishing to
experiment with this or other innovative ideas.

Families. A strong federal response to homelessness among families
is less necessary than that needed for single adults. Families rarely
sleep on the streets, and they almost never do so as a way of life.
Family shelters are not highly desirable places in which to live, but
they usually offer families private rooms without forcing them to
leave in the morning, as is more often the case with single adults. As
a result, the number of homeless families in a community depends
largely on whether quality shelter is actually made available. Rather
than keep families off the streets, shelters are more likely to keep
families out of doubled-up situations that may or may not be prob-
lematic. Nonetheless, the federal government has an important role
to play in empowering communities to provide an efficient housing
safety net for families.

Prioritization of families for the appropriate intervention is just
as necessary for families as it is for single adults. Diverting fami-
lies who have safe places to stay with relatives or who can be better
served by mainstream programs is a necessity if resources are to be
available for families who otherwise face unsafe housing situations,
especially in unsheltered environments. Meanwhile, service-intense
interventions should be reserved for families who would actually
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benefit from them. HUD already requires that CoCs use coordinated
entry systems but again impedes efficient prioritization by artificially
prioritizing chronically homeless families.

The actual interventions offered to homeless families should
primarily emphasize helping families to quickly regain housing.
Toward this end, HUD has encouraged CoCs to increasingly rely on
rapid re-housing, which by providing temporary rental assistance,
can be a cost-effective way to help families get back on their feet.
But HUD should also encourage CoCs to experiment with modi-
fied ways of offering rapid re-housing assistance that could better
increase self-sufficiency without major cost increases.

For example, families could be allowed to share housing (or “dou-
ble up”) with others, with cost savings used to provide the family
financial incentives for maintaining employment. HUD could also
allow CoCs to experiment with providing greater autonomy to
caseworkers assigned to families in rapid re-housing. Caseworkers
could, for instance, require job-seeking activities or set expectations
for other steps that would bolster self-sufficiency.?

At the same time that HUD has encouraged CoCs to invest more
heavily in rapid re-housing, it has also discouraged investment in
transitional housing. Given that transitional housing is expensive and
its effectiveness is uncertain, this is a sensible decision.2® However, if
CoCs implement reliable methods of identifying specific transitional
housing programs that achieve better outcomes than other forms of
assistance, HUD should offer federal resources to such programs as
well. Finally, HUD should continue to fund homelessness-prevention
assistance, but it should remain cautious given the inherent difficulty
in predicting which families would otherwise enter shelters.

Conclusion

Our homeless assistance programs are supposed to act as the final
safety net for people who would otherwise have no other place to
go. It is a failure then when, despite the billions of dollars spent by
the federal government alone on programs for the homeless, tens of
thousands of people with severe mental illness and chronic substance
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abuse problems live on the streets. Meanwhile, homeless families do
not typically face life on the streets, but it is important to provide effi-
cient assistance to those who otherwise would be housed in unsafe
environments. Federal and local government must do better.

Better federal policy for single adults requires fully embracing
coordinated entry systems, holding communities accountable for
actually serving the most vulnerable living on the streets, and reward-
ing service providers for their performance in helping clients achieve
a broad set of outcomes. At the same time, the federal government
should provide more flexibility to localities to meet these objectives
in innovative ways, rather than stifle innovation with blunt political
goals. For homeless families, a full commitment to coordinated entry
and experimentation with cost-effective variants of rapid re-housing
assistance is needed. Ultimately, improving our homelessness poli-
cies requires clear thinking about who needs what, accountability for
results, and a culture of innovation.
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[We aim] to lighten the burdens of children, to set their feet upon
surer paths to health and well-being and happiness. . . .

Let no one believe that these are questions which should not stir a

nation; that they are below the dignity of statesmen or governments.

If we could have but one generation of properly born, trained, edu-

cated, and healthy children, a thousand other problems of govern-
ment would vanish.

—President Herbert Hoover, 1930

Address to the White House Conference on Child Health and Protection

he poor life prospects for children born into disadvantage in

America are increasingly recognized as an urgent national con-
cern. More than a third of children born into the bottom fifth of
the income distribution remain there as adults, while just 41 per-
cent make it into the middle quintile or above. For children in
single-parent homes, opportunity is especially lacking: 50 percent
of children in the bottom quintile raised by never-married moth-
ers remain there as adults, compared to just 17 percent of children
raised by continuously married parents.! The circumstances that an
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American child is born into determine too much about his chances
to succeed in life.

Since the War on Poverty was declared in 1965, America has relied
on public education as the primary strategy for breaking the cycle of
intergenerational poverty and advancing equal opportunity for all
children. Over the past several decades, spending on the country’s
schools has escalated dramatically toward that end. Federal, state,
and local governments spent a total of $636 billion on K-12 edu-
cation in 2013-14.2 Public expenditures per student have doubled
since the mid-1970s, reaching an average of more than $12,000 per
student in 2012-13.3

A good education is key to social mobility and self-advancement.
Yet it has become increasingly clear that K-12 schooling is falling
short as our nation’s primary engine of opportunity and human
capital development. Three-quarters of low-income fourth graders
and 80 percent of low-income eighth graders score below profi-
cient in both reading and math on the National Assessment of Edu-
cation Progress (NAEP). Seventeen-year-olds’ reading and math
scores have remained flat for almost half a century (see Figure 1).*
Less than 40 percent of high school seniors scored at college- and
career-ready levels on the 2015 NAEP exam, and just 5 percent of
black students who took the ACT exam in 2013 were ready for
college.> The bottom line is that two trillion public dollars and
decades of efforts to improve schools have produced little prog-
ress in the economic and social well-being of America’s neediest
citizens. Children born poor today are just as likely to stay poor as
they were 45 years ago.®

Recent reform initiatives, such as expanding school choice, have
been gaining momentum and show some encouraging results.
But progress is slow, and millions of children are left behind every
year. In addition to continuing these efforts, we need to pursue
new approaches to build our nation’s human capital and ensure
that all children have an equal chance to realize their full poten-
tial. High-quality child care that helps the country’s youngest,
most disadvantaged children get a good start while enabling their
parents to work is an especially promising strategy. Done right, it
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Figure 1. Total Public Spending on K-12 (in 2015 Dollars) and
Achievement of 17-Year-Olds on the National Assessment of
Education Progress (NAEP)
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provides a powerful approach to breaking the cycle of intergen-
erational poverty and advancing opportunity for two generations
simultaneously.

Gaps Emerge Early

While we have long counted on K-12 schools to give children a
strong start, often the schools’ biggest task is to compensate for a
weak start that handicaps many children long before they enter
kindergarten. Developmental gaps between advantaged and disad-
vantaged children have been observed among children as young as
nine months.” By 18 months, toddlers from low-income families can
already be several months behind their more advantaged peers in
language development.® By age three, children with college-educated
parents have vocabularies as much as three times larger than those
whose parents did not complete high school.” These gaps continue
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to widen: fewer than half of poor five-year-olds are ready for kinder-
garten, and some are up to two years behind their peers.10

In other words, many children enter school unprepared to suc-
ceed, and subsequent schooling largely fails to remediate those
gaps.!! Indeed, K-12 schools often amplify, rather than diminish,
the consequences of early disadvantage. Achievement gaps between
advantaged and disadvantaged children widen as they progress
through school, and over the past quarter century, widening gaps
have been growing even larger.!2

The Lifelong Importance of Children’s First Years

A rapidly expanding body of research indicates that one cause of this
problem is that we have greatly underestimated the importance of
children’s preschool years. Extraordinary development occurs from
conception to age five, laying the foundation for lifelong health,
intellectual ability, emotional well-being, and social functioning. In
just the first 1,000 days, a child grows from a helpless infant to a
running, jumping, climbing preschooler. And, although less visible,
children’ early cognitive, social, and emotional development mir-
rors this dramatic physical growth.

Human brains are not fully born—they are built, through the
interactive influences of children’s genes and early experiences. An
infants brain has about 100 billion brain cells, roughly the same
number as an adult brain, but with many fewer connections between
cells. In the first years of life, the brains neural network expands
exponentially, from around 2,500 connections per neuron at birth
to about 15,000 connections between ages two and three, with
rapid growth continuing into early elementary school (see Figure 2).
Those new connections—called synapses—“wire” the structure of
a young childs brain in response to the childs environment, driven
almost entirely by his interactions with parents and other caretakers.

The developing brain is an integrated organ; emotional, social,
and cognitive capacities are interconnected and interdependent.
Foundational development begins at birth, peaks in the first few
years of life, and is cumulative. Healthy development at any stage



KATHARINE B. STEVENS 225

Figure 2. Development of Synapses in the Human Brain
Between Birth and Age Six
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depends on healthy development in the previous stage as more com-
plex neural connections and skills build on earlier, simpler ones.
Neuroscientists from Harvard University’s Center on the Developing
Child underscore, “Early experiences determine whether a child’s
developing brain architecture provides a strong or weak foundation
for all future learning, behavior, and health.”!3

The bottom line is that a solid early foundation, constructed in the
first years of life, is crucial to a child’s opportunity to fulfill his poten-
tial. While children’s physical development unfolds naturally given
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adequate nutrition and physical freedom, their cognitive, social, and
emotional development is driven by time- and attention-intensive
adult nurture and care. From birth, back-and-forth, language-rich
communication in the context of secure, loving relationships with
adult caregivers literally builds the architecture of children’s brains.
Just as a plants growth depends on sufficient water and light, chil-
dren’s development depends on hour-to-hour, day-to-day interac-
tions with caring, responsive adults.

So for better or for worse, the early experiences of babies and
young children have a profound, lasting impact on the rest of their
lives. Young children raised in nurturing, supportive families learn
and develop well. But when children’ early environments—whether
at home or elsewhere—are unsupportive or even damaging, it can
compromise their development and jeopardize their chances for suc-
cess in school and beyond.

Large numbers of young children in the United States are affected
by interrelated factors that put them at particular risk, such as pov-
erty, single motherhood, and low parental education. Of the 20 mil-
lion children under age five, 23 percent of all children, 34 percent
of Hispanic children, and 43 percent of African American children
are living in poverty.!* Almost half of all babies are born to women
on Medicaid.!> Among poor children under age six, 65 percent live
with a single parent, and 42 percent have a mother who lacks a high
school degree.1© For many of these children, K-12 schooling—even
starting in pre-K—is simply too little too late.

A New Strategy

Children do not choose their families. Yet they often pay a steep, life-
long price for being born into circumstances that fail to provide the
early experiences promoting later academic, social, and economic
success. Longer-term solutions to strengthening families, such as
reducing single parenthood and increasing parental education and
skills, are crucial.!'” At the same time, helping disadvantaged babies
born today is equally significant in breaking the intergenerational
cycle of poverty and family fragility.
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Instead of continuing to rely on shopworn, often ineffective
school-centered approaches, we need new strategies to improve the
life chances of our youngest citizens. While parents bear the pri-
mary responsibility for their young children’s upbringing, early care
and learning programs that support vulnerable families in nurtur-
ing and developing their children hold great untapped potential to
increase poor children’s chances for success. By shifting the focus to
reducing early gaps rather than remediating ever-worsening prob-
lems through K-12 schooling, early childhood programs target the
very foundation of educational opportunity, providing an upstream
approach that can help low-income children avoid falling behind
before they even start school.

Reforming Federal Early Care and Education Programs

As the long-term impact of children’ earliest years becomes increas-
ingly clear, it has also become clear that federal early childhood
programs are in urgent need of reform. Since 1935, the federal gov-
ernment has supported early care and education for poor children to
promote their healthy development and give them a better chance to
succeed. But the policymaking legacy of the past 80 years is a hap-
hazard array of uncoordinated programs, shaped by outdated science
and entrenched political interests, and long driven by addressing
unintended consequences of previous policies rather than core goals.

The federal government now funds dozens of small programs
providing services to children from birth through age five, but the
preponderance of federal funds—$17.2 billion—is spent on three
major programs: Head Start at $9.2 billion, the Child Care Develop-
ment Fund (CCDF) at $5.4 billion, and child care expenditures from
Temporary Assistance for Needy Families (TANF) at $2.6 billion
annually.!8 All three programs fund poor children’ participation in
early care and education, and all originated in efforts to promote chil-
dren’ healthy development.1? Yet today, they are disconnected from
one another and lack coherent purpose. At the state and local levels,
integrating disparate federal funding streams—each constrained by
its own administration, rules, and monitoring frameworks—with
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growing city- and state-funded early childhood initiatives is difficult
at best and often impossible.

At the heart of the current policy dysfunction lies a counterpro-
ductive conceptual split between custodial care and early educa-
tion. While child care is recognized as an essential work support
for adults, it also has a crucial impact on children during the most
consequential phase of human development. Indeed, the commonly
made distinction between “care” and “education” in early childhood
is a false one, reflecting a fundamental misunderstanding of early
learning and development.

We now know that young children are continuously and rapidly
learning, wherever they are and from whomever they are with, start-
ing at birth. So while we have long thought of “school” as where chil-
dren learn, the reality is that every environment—whether home,
school, or child care—is a learning environment for young children.
The only question is the quality of that environment and whether it
promotes or impedes children’ learning.

This has crucial implications for federal policy. Head Start has
long been emphasized as the federal governments primary early
education program. But because children often spend many more
hours in child care, starting much earlier in their lives, child care can
actually have a much greater impact on their development. That is,
child care is early education, no matter what we call the program or
the funding stream.

In fact, child care is unique among early childhood programs pre-
cisely because it serves multiple purposes. Unlike any other federal
program, it lies at the intersection of three paths to reduce poverty
and expand opportunity: increasing work, supporting vulnera-
ble families, and laying the crucial groundwork for children’ later
school and life success.?? By promoting the complementary aims of
adult responsibility and self-sufficiency on the one hand, and healthy
child development on the other, child care offers a valuable strategy
for two-generation human capital development in America’s most
disadvantaged communities. Yet Head Start, CCDF, and TANF all
fall short of realizing the significant potential of this dual-generation
approach to help needy families move ahead.
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Head Start. Head Start has dominated the federal early childhood
landscape for decades as the federal governments preschool pro-
gram for poor children. Founded in 1965 as a centerpiece of Pres-
ident Lyndon B. Johnsons War on Poverty, Head Start reflects the
then-emerging emphasis on schooling as the means to advance poor
children. A half century later, it remains the largest and most vis-
ible federal early childhood program, with a total 2016 budget of
$9.2 billion and spaces for almost 800,000 preschoolers in about
56,000 classrooms and 2,100 homes nationwide.?! Early Head Start,
a much smaller arm of the program, aims to support the healthy
development of low-income infants and toddlers through home vis-
iting and center-based care, with spaces for about 170,000 infants,
toddlers, and pregnant women annually.2?

While science has borne out Head Starts long-standing focus
on the importance of early childhood development, the program’s
implementation quality is uneven across the country?? and bur-
dened by a half century of accumulated federal rules and regula-
tions.2* Perhaps Head Start’s biggest shortcoming, however, is that it
does not meet the needs of low-income working families: most Head
Start programs run just three and a half hours per day for 128 days
per year. Only 9 percent of center-based slots provide services for a
full workday, year-round.?

Child Care Development Fund and Temporary Assistance for
Needy Families. CCDF and TANF are the two major federal child
care subsidy programs, aimed primarily at supporting low-income
adults’ participation in the labor market by helping them pay for
child care.?° In 2014, the programs together provided almost $8 bil-
lion in child care subsidies.

With a total federal budget of $5.4 billion, CCDF served an aver-
age of 1.4 million children per month in 2014. Fifty-six percent
(784,000) were under age five and in out-of-home care an average
of 37 hours per week.2” TANF spent $2.6 billion federal dollars on
child care subsidies in 2014; however, the program does not require
detailed state reporting on families provided with TANF-funded
child care, so the number of children served is not known.28
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Although CCDF and TANF are now primarily focused on pro-
moting adult work, they grew out of an early-20th-century effort to
advance the development of disadvantaged children. The initial iter-
ation of these programs, Aid to Dependent Children (ADC), was the
federal governments first early childhood program, enacted in 1935.
ADCs5 goal was to allow poor mothers to exit the workforce and care
for their young children at home, aiming to ensure children’s “health
in mind and body,” in President Herbert Hoovers words, and thus
open “the door of opportunity” for every child.2?

As the 20th century wore on, however, ADC evolved into Aid to
Families with Dependent Children, expanding its scope to explicitly
include support for adults. Adult welfare rolls exploded, and pol-
icy focus gradually shifted from children’ early development to the
financial self-sufficiency of adults. Through welfare reform passed in
1996, today’s CCDF and TANF programs were established, framing
child care as a work support for adults while deemphasizing its role
in children’s early development.3°

Since then, efforts to strengthen federal early childhood policy
have largely been confined to tinkering with these three existing
funding streams. Useful improvements have been made over the
past several years, but current, long-established programs do not
provide the best means for accomplishing our fundamental goals.3!
We need new thinking to make substantial headway in improving
the lives and life chances of poor children.

Moving Forward: A Better Approach

Family and child well-being are inextricably linked. Today’s fed-
eral care and education programs for poor children from birth
through age four must have two purposes: supporting parents’
work in a modern, 24/7 economy and advancing children’s healthy
growth and learning. Those two aims are complementary, equally
important strategies for building human capital in disadvantaged
communities.

For most of history, early human development has been accom-
plished through full-time maternal care. But when low-income
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mothers of young children have to work outside the home to support
their children financially, they cannot provide the time-intensive nur-
turing and care that is as necessary as material security for children’s
adequate development. A work-based safety net can unintentionally
harm children, families, and society if it means that disadvantaged
children are spending a large proportion of their most crucial devel-
opmental years in inadequate, counterproductive settings. While
conditioning the social safety net on work improves children’s finan-
cial security and helps adults move ahead, the gaps left for children’s
early development must also be addressed to advance the ultimate
aim of ensuring opportunity for all.

The best path forward for federal early childhood programs is to
realign them around a child care focus, strengthening whole families
by simultaneously supporting healthy child development and adult
work. Here are three principles to guide a dual-generation approach
targeted at those most at risk.

Child care advances children by fostering their learning and
development. Among children under age six, 65 percent of chil-
dren overall and three in four African American children have all
residential parents in the workforce.3? Almost 11 million American
children under five are now in out-of-home care, for an average of
36 hours a week.?3 So while childrens home environment has the
greatest impact, the second-most influential environment for many
young children is child care.

Indeed, child care, long seen as an important safety net program
to support parental work, has an equally important function as pub-
lic education—investing in young children’s human capital so they
can grow into healthy, happy, and productive adults. Our current
public school system emerged at a time when mothers remained at
home to care full time for their young children, building the founda-
tion necessary for children’s success in school. However, as increas-
ing numbers of low-income parents are working full time outside
the home, the public role in supporting childrens early learning and
development becomes much more significant. Rather than trying to
remediate early educational disadvantage in K-12 schools, it makes
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more sense to reduce that disadvantage by helping parents lay a
strong foundation in the first place.

The Abecedarian Project provides an outstanding example of
high-quality, educational child care. A well-known model pre-
school program run in North Carolina from 1972 to 1985, it served
poor children 50 hours a week for five years, starting just after
birth and continuing until they entered kindergarten while their
mothers finished school and found employment. A rigorous study
carried out over the past half century has shown extraordinarily
positive, long-term social and economic outcomes—far stronger
than those of any Head Start or pre-K program studied—demon-
strating child care’s potential efficacy in advancing the well-being
of poor children.?*

Child care advances adults by supporting and rewarding work.
Child care of any kind supports parental work. Yet while child care
subsidies have been shown to increase work, research also shows
that they can harm young children’s academic, social, and emotional
development if used to pay for poor-quality care.?> And if subsi-
dies are inadequate to purchase high-quality care, they can also fall
short in promoting work because some parents may be reluctant to
jeopardize their children’s developmental well-being as a trade-off
for improving their financial security.

At the same time, high-quality, educational child care can
both incentivize and reward—as well as support—work. Parents
care deeply about their children, and many may be additionally
motivated to work if employment provides access to good early
learning programs, empowering them to further their children’s
developmental and financial well-being simultaneously. Coupling
work with high-quality child care honors the dignity of parent-
hood, promoting self-sufficiency while helping parents lay the
early groundwork that enables their children to have a better
future than their own.

Child care advances family well-being by supporting children
and working parents together. A focus on adult work to the
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exclusion of child development leaves out half the family equation.
While having self-sufficient, working parents can benefit children
by providing increased income and positive role models, it can also
detract from child and family well-being by leaving less time for
young children and increasing parental stress.3¢

High-quality child care can fill in gaps left when parents do not
have enough time or social capital to invest sufficiently in their chil-
dren’s development. It can strengthen parents’ child-rearing skills.3”
And it can both compensate for the effects of parental stress on chil-
dren, while also removing some of that stress because parents know
their children are in a stable, high-quality environment that supports
their development. Done correctly, child care advances whole fam-
ilies, helping two generations at the same time and amplifying the
impact on each.

A Crucial Role for Federal Leadership

Unlike K-12, early childhood care and education largely remains
a decentralized, market-based sector, making it an ideal arena for
innovation. Yet pressures for counterproductive regulation and cen-
tralized control have been growing rapidly. The federal government
plays a large role in public spending on care and education programs
for children under five and is well positioned to provide prudent
leadership at this pivotal moment for the field.

What is needed now is countering the misguided push for pre-K,
facilitating state and local experimentation to align federal funding
around advancing families, and promoting rigorous research and
innovation that increases our knowledge about what works best for
children and families.

Counter the misguided push for pre-K. An increasing number
of states, both red and blue, are committed to boosting investment
in the well-being of disadvantaged young children. Powerful coali-
tions of K-12 stakeholders are seizing this opportunity to push for
expanding pre-K nationwide.3® The number of states with publicly
funded pre-K programs has increased from 10 to 45 since 1980,



234 A SAFETY NET THAT WORKS

and state spending on pre-K has risen from $2.4 billion in 2002 to
almost $7 billion in 2016.%°

But tacking a pre-K grade onto ofen-underperforming public
schools is the wrong strategy for supporting vulnerable children
and their families. A few hours a day of school for four-year-olds
neither serves working parents nor adequately meets the devel-
opmental needs of many at-risk children. And pre-K expansion
often precludes state spending on more effective early childhood
approaches. As states continue to make crucial decisions about
new early childhood investments, the federal government can play
a timely and invaluable role by highlighting—and even incentiv-
izing—smarter ways to invest in the most disadvantaged children
and their families.

Promote alignment of federal funding streams at the state level
around the dual goals of child development and adult work. The
best way for the federal government to advance good early childhood
policy is to support the work of leading, innovative states, allowing
them to break down government silos and focus on the needs of
children and families rather than the demands of bureaucracy.

One promising strategy is for the federal government to experi-
ment with a competitive program that offers waivers enabling lead-
ing states to align early care and education dollars around the dual
goals of advancing healthy child development and supporting adult
work.* Using this approach, states could propose five-year pilot
projects that increase access to high-quality early learning programs
for disadvantaged children from birth through age four and, simulta-
neously, serve the needs of low-income working parents.

Approved states would be given flexibility to combine their state
dollars with CCDE, TANE and Head Start funds into a single pool, all
subject to high, evidence-based standards of quality, established and
enforced by the state. Means-tested scholarships would be provided
directly to poor and low-income parents to use at the state-approved
program of their choice. Providers that meet defined state guide-
lines—whether public, private, nonprofit, for-profit, center-based,
home-based, Head Start, or religious providers—would be eligible
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Minnesota’s Early Learning Scholarship Program

Minnesotas Early Learning Scholarship program provides a good
model of a market-based, choice-driven approach. The program pro-
vides scholarships to poor and low-income families to pay for early care
and education at a broad range of state-approved providers.

With support from the business and philanthropic sectors, the state
of Minnesota operates Parent Aware, a system that rates the quality of
early education providers on a scale of one to four stars. Parent Aware
helps parents choose the best place for their child by providing acces-
sible, user-friendly information on providers’ locations, characteristics,
and quality.

Providers must participate in Parent Aware to qualify for the state’s
approved-provider network and be eligible to receive scholarship dol-
lars. Over time, providers are required to meet a three- or four-star level
to participate and are thus incentivized to raise quality to remain in the
network and better attract parents.*!

for scholarship payments, stressing value for children and families
rather than federal funding stream or tax status.

The goal would be to support states in building market-based,
choice-driven early childhood systems. These systems would
increase the supply of reliable, high-quality early care and education
programs that accommodate parents’ work schedules, while ensur-
ing that parents have sufficient information and means to make opti-
mal decisions for their children.

This approach eliminates the counterproductive distinction
between custodial and developmental settings and incentivizes state
innovation and experimentation around how best to serve poor chil-
dren and working parents. It makes states and programs account-
able to parents as the final decision makers for their children. And it
empowers parents to choose what is best for their family’s well-being
and their child’s healthy development.
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Advance research and innovation. Finally, we badly need better
knowledge about what works in early learning programs for chil-
dren from birth to five, both to improve current approaches and
inform future action. The federal government has an essential role
to play by supporting research on program effectiveness and invest-
ing in smaller-scale demonstration projects to test new approaches.
Rigorous evaluation should be required of all programs, both estab-
lished and experimental.

An Early Learning Research Program—modeled on the suc-
cessful federal Small Business Innovation Research program for
technology—could fund the development and testing of entrepre-
neurial, field-initiated ideas in multiple areas of early learning.*?
An online Federal Clearinghouse on Early Learning could dissem-
inate evidence on existing initiatives, highlight best practices to
inform smart policymaking, and spark new thinking on persistent
problems.

Conclusion

The first 60 months are the most crucial developmental period of a
childs life. The cognitive, social, and emotional growth that occurs
from birth to age five lays the essential groundwork for all future
learning and success. And too many children enter kindergarten so
far behind that they can never catch up. Improving the well-being of
America’s youngest, most vulnerable children is crucial to both their
life chances and the success of our country as a whole.

Federal early childhood programs play a key role in addressing
inequality of opportunity and lack of economic mobility for disad-
vantaged children. Targeting investment to children’s earliest years
is sensible policy because it aims to build a strong foundation in the
first place rather than trying to fix expensive, preventable problems
down the line. Too often, though, our thinking is limited by what
currently exists, not driven by what we are actually trying to accom-
plish. We need new strategies to accomplish our core aim: promot-
ing the well-being of poor children so they can grow into healthy,
happy, productive citizens.
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The best path forward is to align funding around advancing
disadvantaged families through a two-generation human capital
development strategy that simultaneously enables adult work and
supports young children’ learning and development. By amplifying
the impact of currently siloed programs and reducing regulatory and
fiscal barriers to innovation, this solution-oriented, whole-family
approach will increase states’ capacity to support strong families and
give America’ least-advantaged children a fair chance at a good life.
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