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AGENDA Belleview Hotel 
15 E Street, NW 

Antipoverty Developlllellt Strateclea aD4 Welfare R.ro.... ,; (Russell Room) 
l 

November 18-19, 1993 
WashinBfDn, DC 

1:00 - 2:30 p.m . 

.~ 
.. AmdpJes. 

3:00 • 4:30 p.m. The Spt.Ctlum ofDeYdopmenI S~ 
.. What douImi,ht rile uniw:ru ofdevelopmenllJl strat4,ia look likI!? 
• W1I4f tlTe tire broad range ofstrategies cW1'elll1y in UIe thal we WOIIld COMideT 
~? 

.• Wlsat typU t1/orgQlliztJtJDnslUutiluIions an involw!d III creali.n.g dneloJ»MfIIal 
......", 

.. How much it(rG..Yt1'llt:llll is t:IIfTf!JItlyout there? How much scok do ~CIUTbtly 
,Ittwe? WIJar will it ~ to CN.IlIe ~~? 

S:OO - 6:00 p.m. 	 Federal Role and Support b DewJopDent SU.aics 
• How should du! Pederol gO'tlt!nlmfltnl support cIeve10pmefIIIJI strategw? 
• WItat shlJvldbe doM I" termS ofdUectlnvuiml!n.t and Slipport? 
• Wllat odteT relaIetl chtlllgu tit tIM "we"'e" system must occur ifdew:lopmenl

ajJpmot:lwu tII't! 10 be tlUCCtlssfu/? 

Frida". Nomnber 12 	 . 
9;00 - 10:00 LID. 	 J.oc1udinl aDevelopmem Component in Wclt~ Reform: A Discussion 

witbBob On:cnsrcin, Center for Budget IIIId Policy Priorirics 

10:00· 10:4S'a.m. &cIeral Roles and Support (continued) 

11:00 - 12:00 p.m. PDUdcs. Malia aDd NGt Steps 
• WId tdtouJIl 0lIl' poIIdI:tII ""."be! 

.. WIIo In owpoIiIkxJJ1IlIIa, and #tow aM wt!1'eIICh 1h4m? 

• WIaar is rite best way It) iI1'ticuIlW tJIId dJ.f~ OUT ideas tJIfd~? 

Luach Discussion wiIh WodinlOroap OIl WcJ.f'a Reform\v-~S.2~ 
, 2:00 - 2:30 p.m. , Fidal Canuneatl and Ad.Pamnem 

2:30 - 6:00 p.m. 	 Mcerinp with Cmp:llioDal S1di and c*r' Policy Leaders 
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October 28. 1993 

Dear «First Name.: 

We write to invite you CD p~ in a collaboradve effort 10 desigli an 
antipoverty devclopment ~ fur inclusion in the welfare tefmm initiative 
presently being prepaml by the ClinlOll AdminiSD'alion. The meeaing will be held 
In Washingron, D.C. OIl November'll and 19, 1993. ' 

As you know, the focus ofU.S. andpoverty poJ.k:y ever since tile New Deal hu 
been on a set of inaxne maintenaDce/sodal scrvtce progams aimed. at subsidirJng 
consumpdon. Very littJe effon or dloney bas been devorcd to encouraging and 
supporting the ctTorts ofpoor people dJemselves to escape pcwerty -- tIuough 
post-secondary education. skil1ed employment and enbep.teneu:rsbip. Now, with 
Prcsidcru Clinton's campaign endoJ.'sement ofsome central clements of such a 
~gy-'raising the AfDC asset Ibnh:ation. aeating a netWOrk of ltl)(} 
mk::roenfaptise ~ and humcldng a nadonal Indlvidual Development 
Account Demonstralion - d1.ere is a mal oppartUDity to include an ec~ic 
development pacbp of proposals as 1111 imcgral part of the Federal antipoverty 
'strIIIegy. Indeed. such a package would build on the community. sta.re. and 
intanational innovadcas of the laa.t decade. 

Bm ifwe are to take advanlage of this opponunitY. the cue for a development 
approach will ha\'e to be. bcacr articulated. the elements of Ihat package must be 
idenUfied and detailed, AdminiS1ralion and Congrc:ssionalleaders will have to be 
briefed, and the ooalidon ofnational, stare and comntWlity groups,w40 have 
pioneered an support this IQfIJnJBCh will have to be a.pniml You ~ key to 
Ica:Jmp.Hshtng an of these O&jecli~. . 

TIumks 10 a small gram fmm the Joyce Foundadon. we can cover your travel and 
expeues to attend. Pleuc'make your own nvel ammgcm.en1S, and bin us for 
nrunburscment We will send you informadon on hcxel and. meeling place in the 
near futun:. Obvioualy. '\1fr'e will greatly appreciate anything you can do to 
minimiD:: expenses., and promise that '\PJC will apply any savings to enable others 
10 pmicipate. \ ' 

The meeting will combine group work sessions with briefmgs ofand by Federal 
offIda1s aDd eJ:per1I OIl abc BIBle of the 1IIC1fam refonn effort'Ibe Working 
Omup 011 Welfare Reform, Family Support and Independence bas indicated its 
iDte.tBSt in working cJosdy with us in dJis undenaIdng, and wiD be mee1ing with 
UI during pardons of fhese meetings. A draft of their CUlTCftt thinking on.this 
issue is anacJled 10 provoke your thoughts; Please Cleat it as confidential and. 
pmtiminaIy. 
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We haw anaahed a very pretiminary draft staa::ment of the radonalc for and elements of a 
. Federal AntipoYen:y Development Agenda to be included in the welfare reform initiative. 

We offer it solelf as a starting point to spark your own thoughts and suggestions. Please 
regmi any oversights as requests for assistance. We hope that over the next several 
mOlllbs, with your belp. this document will ac:qui:le grcau:r c1oquen~ clarity, political 
acuity, sobstlnce and sipatcJries. Please give us your commenD, and. send ana.tcriaIs on 
your walk and its leslOtaS that might add support and illustration to the doalmcru. even if 
yal cannot aucod the session. We intend to n:Yise the document before and after the 
mectinC. 8Dd will tefl.cct your IIlgcst:ioos IS we receive them. 

The ~ hm'e is great. nme is shon. We look f<rwml to workingwidl you to . 
aeiIJD the 1DOII.Ie.ftt. 

Robert E. Friedman Kathryn Keeley 
Clair Dirccmr, Mid-West Office 
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MEMORANDUM 

To: The Working Group on We1We Reform, Family Suppon and Independence 
.From: Robert Friedman, Kathryn Keeley. 10yce Klein and Michael Shenadcn 
He: Innovative PubliclPrlvatc ~hips for We1f;m: Reform 
Date: November 2, 1993 . 

We write as requested to sugest ways the Working Oroup couJd to develop the 
private sector job crtaJion/employment piece of me wettare ",fonn proposal as 
*tchcd io.1he concept papereolitled "Innovative PubliclPrivalc Pan:nershlps for 
Welfare Reform. to Let us start by saying mill we arc fully in support of the 
principles and purposes articulared in the section of thm paper which begins, 
"JD.'YCIting in people sbould pay off. It We should also admit that while we have 
some XlIX of the ocher e1c:men1l of the welfare mOlll1 proposal and cenainly 
undc.nland Iba.t the privall: employment oomponCnt 01 it must be developed in the 
conal of those other elements. we me DOl fully conversant with all those other 
eJemeurs. 

In the remainder of this memorandum we seck 10 outline our preJimioary thinking 
on the purposes. premises, princlP1ea.. proposal for, flOanclng and administration of 
me priVBIB secror employment dement. as well as eQlIlplcs of the types of 
iniIiati.wI dl8t might resalr. . 

Pllrpasea: 

• 	 To muilDizc tbe opportunitIes tor endurlnSt sustalD.lD, prJ".",
sector employmeat 'or welfare recipien.... This portion 0 me plan 
should be aimed not only at reduclnS we.llare depeDdeDcy. but at !educing 
poverty; h.cnc:e there must be an emphasis on employment that iJ enduring and 
a level ofwages and benefits that are sustaining. or above minimum wage. 
Oppartunities to be ae8ICd involve employmcot pJatement, employment 
advancement, job and busineS'S creaDan. and the means 10 get there, includins 
longer1Ctnt post-secondary education, savings and investment. 

• 	 To do so In a way tbat provi" a positive return on investment to 
aU CDK':emed. This is an iDvesanent strategy, not a maintenance strategy. 
aDd shoQld. be desigDCd to increase in~t by offering to aU invesun 
(PUblic. n(ll-profit. privace, individual) returns in excess of the initial 
iD~lDDaIt. 

• 	 To build the streapb of tbe economy: wbile increasiDa economic: 
opportoity for weltan: reeipienlbl and other impoverished people. 

. Real MJfin monn is DOt achievable unless there is a job creation component 
that enlarges economic 0IJI)(.dUnicy. ThIs is done by increasing capadty in the 
economy - the capacity of'individuals (\¥dfare recipients), governments, non­
ptOfiIs. and private sector firms to produce.. 

Pre_lei: 

'The .re:coaunendalions which foUow are based on a series of)Rmises which we 
wm ROt d&Dil b&R,. but should be cxpUcir. They include: ' 

Page 1 ..... 


http:sustalD.lD
http:iniIiati.wI


Cfel>/FRleI>MAN 

• 	 The a¥Bilability of enduring., higber~Paying privale secIOr employ:ment is a chief 
limiting Cactoc of the .welfare reform plan onen1ed to movtn, people from 
well_ to (private sector) W'Olk.. 

• 	 A majorponion of welfare cucloads (on the Older of5()tl,) remain dependent 
not becale they fttver work. but because they are unable to land enduring,
sumini", jobs. . 

• 	 'Th.e cwrent job market is, at besr. inhospitable. The number of jobs is 
insufficient, aDd welfare recipients enter the market for these jobs at a 
disadvaDtage comparuilO gOneraJIy more sldJ1ed. more experienced and 
pretemKl cilslocatcd wOlb:rs.. 

• 	 Pon-seoondmy level skills, geoccaI1y requiring two yean of training, will be 
ftlqUimcl to secure jobs capable of payins a susWning wage. 

• 	 People escape poveny througb asset lalUisition as -well as throup income. 
Auel acquisition.. mon:lQVcr, baa a number of social, familial. ecOlKmic, and. 
psycbological effects that 8ft; signifiauu. 

• 	 .The we1t'1n cueload is a hettzogencoos population, and different clients will 
find different routes to independence. The plan should allow for diose 
difrc:nncea. and seck ~ of BOlutioDJ. 

• 	 The p:ocess ofmoving &om louger-term welfare dependency to self­
1IlIft'i:iency, tbrougb skill acquisition. job advlllCCDleDr. self employment, 
saving and. self-investment. will often lab: lonser than 2 years, and in our 
expe.ritmcc. aVCI'IICS about four yean. 

• 	 The pay-off from cmploymenr/indcpc:ndenceic development straJ.cgies 
is positive and generally gIe8tcr than mainfeoan.ce or low-investment 
approecbes. 

• 	 Self-~nt and cnll'Cpl'eOeW'Ship are growing as source8 ofjob
powd:l an the economy. . 

• 	 BecaUJD Americans feel szrongly .that everyone should Julve a chance to wa:k. 
this is potentially the most politically popular aspeCt of the refonn, (save only 
for the and-welfare sentiment, which IS harder to build upon), and should be 
friBhli&h1cd. Our experience is dw fundamental welfare refonn is only 
I:dicwble with ajob crcati.onIeconoc development COIl1ponent. 

Pro.....l: 

We would mgest you pmpoae the creation ofan InvcstmenJ: Fund (with a carclly name) which 
would lMest in Stale, rqi.ona1 and community priva1.e sec:1OI' employment initiatives for welfare 
m::ipieDts. IJM:sfmenr shouJcl flow to those inidadves wb.ich offer Ihe highest l'etW'D on investment. 
The fund sbonId be big eaoagb to aaract I.CIaltion and ICDfDIC activity in every Slate, and pethaps 
exptessed as a perce..... of IDIIiJdaumce paymems: '-lOClt for a total of ssm million to $1 bilIiou 
annually. CJrarirs would be cc:mpetitive buedon the critcna (principles) lisu:d below. Such a 
Fund abould sappan initilrives with employment gOlls. not on the srructures (such u private 
industry coancilS or employers' consortia) orprocesses used 10 achieve those pis. To focus on 
the latter is to constrain needtd innovation. expend excessive funds on the creation of bureaucratic 
SIl'UctIJI'eS that may IJOI work, and geDenlly undemline the productivity of the inwsllDCrus. 

Page 2 . 
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Such a proposal will not WOl'k: unleQ the penalties which currently face welfare recipients who 
move forwardlhrougb education, employment and self-employment are removed or at leut 
reduced. ~ your conc::epl paper J1Oted., '1ndividuals who try to get jobs wac ofll:n sabotaged by a 
I1}'BDn wbidl CUll their supports during their firsl wobbly steps forward." An initial list of such 
banien is aw-Iod- . 

I.jnkage to other federal programs aimed. at incmasing private sector empJoyment opportunities 
should be anotbcr pica: of this e~ along widt building {II existing stale and privale initiati:ves. 
Often dd, sequires DO m.ore dian removing the batricn nolal above., but it never the less leverages 
addidonallaOUlCCS ID 1his IJIC""a wilbout COS'dng apPled.abJy ~ aDd "~S'I wdt'an: 
:rcc:ipients inlD those eftbrts. Such programs include: the new ttaining programs being developed at 
the Depanmcm of'Labor; economic dcvcJopmcnt propaDIS in Agricullure. Commerce. HUD, 
SBA; ~ p108I'IIDS in SBA. HHS, DOL and elsewhae; other community 
development propams. At the wry least the WOJ.'Idna Omup might Wlllt 10 tty 10 nc~~. 
(prefexellce, even set-asides) for welfam recipienu. Altemaccly, dlc Investment Fund rou1d be 
UICd ID ~ 8Q:e8I from the bottom uP. 

PrlDdpla (Criteria) 

• In'W:81men1& should be made to initiatives projectin& the higheSt rates of retUrn, thus 
eocouraging lewnpand rnaa:bes. Tbose IebJmS should be calculaled by comparing benefitS bo1h 
to total coati and to Fund costs (to encourage leveraging other Fedcr:aI and stale moocys). 

•. Eligible aaivi1iet should btclude job pIac:ement. job advanccmcm. job aeadon projects as 
well as projccrs involving acdvidcs leading to enduring. sustaining jobs and inaeuedeconomic 
participation, inchvlinft' post-&eaJndary education, savings. Individual Dewlopmenr Accounrs and 
sodaI soppoIt. &;;;ifipble activities should. be open endecL . 

• 'I'bem should be maximum devolution ofpower aIId authority; thus pre£etence should be 
given to inidati~ lallnclxxi by welfare recipients themselves, community groups. regioaal and 
slate offiQel in that order. 

• The 5ystan shoukl be designed to learn over time. and communicalC that icaming. All . 
pIVjecrs should be mquircd to produce evaluative informalion on what works, especially in tem1S 
ofcosts and bCDcfib. 

• lnnoYaticn aDd aocial entrepreneurship should be encouraged by specifying 
OU~Di and a"ftJid.in& specifying stl'DCtuJa or pnx:essca. 

• l.on,ger tam investments and retmns should be allowed and encouraged. A five-to-ten year 
dmeIIIme u weD as shoner dmeframes should be used.. 

FlundDI: 

Tbe re&e:M.JR:OS for the fund could come from &e'YaBl souroes. among Ibem: 

• 	 A'VOidanc:c oldie coat of public 8CCb' ~Ioyment placements which would ~ 
be necessary, estimaax110 be $3,000 to ",000 in administration and $4,tiOO in aVerBse 
~ beeeftts. , . 

• 	 Similady odeDled existing funds, Uke me Job OpponnnitiC$ for Low Income people 
.......... (S5 million) . 
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• 	 By lhnitlng slighdy some of the CUl.'l'ent asset subsidies for the nOD-poor (lRAs. 
pension. benefits, bome mortgage deduction. or by raising the altemative minimum tax 
appli;:abIo to Ibese ck:duClions) 

• 	 CurIaiIing or nxIuclng the 1'arpeedJobs Tax Credit 

Mc:nowr. any Federal resources devoted to this fund can be expected -- and designed -- to 
Jcvaap state, IocalIDdpriva sec10r matches. In fact. for stale initiatives, it would be wise to use 
the aaxatt AFDC match mquitemeDIB which reflect states' relative ability to pay and yet guaI'8II1eCS 
a 1: lllUlll:b on a~. 

BspcdaI1y r.Ner a Jon&cr tam, these investments should be expecrcd to generare mums 
IIIbIaImially ill QCaB dmc initial oommitmeat. Amoog those btnefits: 

• 	 Jacaascd employment levels and salaries which reduce benefit levels; 

• 	 I..onF duration ofemployment aDd less frequent returns to welfare: 

• 	 IDc:n!ued tueI (indiv:idua1 8l1d busiMss); . 

Tn any cue. return OIl i.nYe:stment projecdona ou&llt to be n=quiIai ofall applicants for the 
illVCl1JDellt funds. the PederaI govemmcat should develop its own underwriting criteria. and 
fMIluadonimooilming ...,asKqUired from programi should be aimed at demOllStradng the actual 
ftmDnl. ) 

ED_plea: 

ExampJa I:A clillbJc dlbra iDcJude: 

• 	 Job Placement efforts IiIct America Works! which combines privaJe sectOr wage 
paymentl and bonuses paid by Ihe public sector on the basis ofenduring p1ac:ements. 

• 	 0uIreacb, ftIfcrral and p1atcmCDt programs like Projea: Match in OUcago which 
pmyide81cmg1a'lD. support and. achieves placement rates of91% 

• 	 SelfenaploymeDt prognuns. A recent survey of 194 of these found that they had Joan 
funds totaling $43 million and had helped 21.000 stan-ups and 36,000 expansions. . 
7ow, of tho pmgrami served low income people. and 63% served we1faJ:e tecipienlS. 
despite the pemdries imposed by the welfare sysran on both :recipients and the 
PftJIfiIDII Who cbose to serve 1hem. Note tbateven ifonly 1% of welfare nx:ipieDCs 
due dais pads, dlat Jepresenll 4S.000 househokts; if rhe rate of self employment of 
wcIfam mcipiaus ever came ID equal tbal ofdie pneral populalion. we would be 
taIIdng aboUt more than 300,000 households. Nor is subsrantial invesunenc needed; 
the pmaraD1I edat and are expaadi.ng with investment from a wide variety of som:a:s. 
All that is necessary for the welfiue reform initiative to do is 10 remove die penalties, . 
IIId 1IDderwrite abc addjdonaJ servB:cs (support sezW:cs) ~ArY to meet the speda1 
needs of weJf_ recipienu. 

• 	 Human ResouIt'es Deve10pment Associates-type programs, wl:ieJcin the Canadian 
prcMace ofNova Scotia granted a om-profit mODeYs ID create six businesses that 
CNab!Icl300 jobs for weJfare recipjema. An evaluation by the Bay State Sk:il1s 
CmpoiadoD foUDd an extremely positive return OIl mvestmeDt for this cffm. 

Page 4 
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• 	 Community employment enterprises like Cooperative Home H.eakb Care Assoclales. a 
~'Ve of home health care 'WOl'kers. many of whon1 are former welfare recipients, 
whicb bas ~ to improve and :stabilize several hundred jobs and upgrade skills in 
New York and is now attempting similar effon& elsewbcle. Abo. cbild care emaprises 
li.ke those launched by Coastal P.nraprbes of MaIne and Eastside Community
Inveamems allDdianapolis. bodl ofwhich have helped welfare ~ip.icnts make a go of 
day cam WIOturcs. 

• 	 Individual De'Ye1opment Aa::ount Demonstrations at; the stale and communiI:)' level, like 
tboae being piloa::d by Iowa and Easmide Community Investments. which lead. to skill 
uppading ..... business and housing deveJopmc:m. 

• 	 WagellUbaidy programs like the Minnesota Employment and Economic Development 
program which was designed 10 maximize job creation effi::cts and directly subsidized 
__Du~u~a. 	 . 

• 	 Training etI1BIprise. 1iU those run by Oricago Commons(Shicago). Espcn.nza Unida 
(Milwaukee), Focus:HOPE (Detroit) that train disadvantaged people in businesses at;
hiP waps IDd tbcn place them in permaoent work.. 

• 	 Noapmfit Eatapriaea Jib PioIK:cr Human Services whicb otrm comprehensive 
educadon and opcmea four businesses.(n:al estate management. mcral fabrication. food. 
servk:e &ad wbOJcsaIe food distribUtion) employing 350 formerly homeless people. 

• 	 ~I~ which ~Uii~ opportunities 10 welfare recipienrs and. enable 
nsetp.IeIlIIlD aequue the necessary aDd supportB. . . 

PageS 
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Remove the Peaalties for Education, Employment and Self Employment 

Perhaps the most pernicious aspect of me CDIICDt AFDC SYSIIm'l is d;te way it penaliza attemptS to 
move forward dIrougb training, eduealion, employmenr, and self-employment U~Lany 
of those paths forwaId inhc:remly Imposes mm:c costs. as well as exposing individuals to' they 
vmuld otherwiac not face. This system seems to serve DO one well: AFDC ~ipient8 or the 
IIIxpayerI wbo mutt suppm't theircontinued dependency. A fun list of the penalties and 
disincen1iveslbat should be removed, let alone a detailed description of appropriate changes, is 
beyond the ac:ope of Ibis IeStimony. but \¥C can cite a Dumber of general recommendations as 
eumples: , 

• 	 Raise the $1.000 uset limitation for eligibility for AFDC to $5,000 and remove similar 
ft:Sbictiom in Medicaid and Food Stamps. wbicb effectively prevent business creation. 

· ~ savin. Iim:ipients (DOl cnll'lnts) for college education. home purchase or 
even stmply a cushion against emergencies. illnesses and accidents. 

• 	 Raise the uset Hmitation for the value of a automobilo Wlder AFDC (currently $1.500) 
to tbe Food Stamp level of $2.500. 

• 	 Ranove penabies for employment and eaminJ!.:including mducing the 100% effective 
UlX rate on earnings after four momhs. The ":live tax nIte (benefit reduction 11Uio) 
Iboa1d be no more than the tax me facing the wealthiest Americans. and JRferably 
sbould. be 110 marc than the taX me on earned income at the same level. 

• 	 Umit JI'ID.l mduction for business- income 10 Del profits taken our of the business. See 
Ita. 455 fur specific languqc. 

• 	 &tend 1be duration ofchild care benefits to a II'IOre Jeali.st:ic transition period. 

• 	 Cap 1be amount of income dlat must be paid for subsidized housing. 

• 	 BIirninae !he l()()"hour rtile for Unemployed Palmas. 

• 	 Redu.ce or amoving marriage penalties; incladinS the treatment ofSlep-palCDt income. 

Page 6 



141002 11~0B~~3 18:19 "415 495 7025 CFED~FRIEDMAN 

AGENDA 

Aatipoverty Development Strategies and Welfare Rerorm ' 

November 18-19, 1993 
Washin~DC 

11JprpIay. Norabor 18 
9:00 - 10:00 a.m. Welcome, Overview, Introductions of Panicipanrs and their Work 

10;00 - 12:00 p.m. 

1:00 - 2:30 p.m. 

3:00 - 4:30 p.m. 

5:00 - 6:00 p.m. 

FricIu. Noymabcr 19 
9:00 - 10:00 a.m. 

10:00 - 10:45 &.Ill. 

11:00 - 12:00 p.m. 

Wc;1S·~ 

1:00 - 1:30 p.m. 

1:30· 6:00 p.m. 

The DcYe10pmcnt Agenda: Discussion 

• Definition 
.~ 
• PnncipJe8 

The Spec:uum ofDewlopmelll SttalCgies , 
• What douImigh, ,he uniwtne ofdevelopmenllJJ m"CJtegie.r look like? 
• WId are the bTOQd range of5ITQlegies CUJTe1Illy in use that we would consider 
~? ' 

• What type, oforgdlliztJliotrslinstituJ:Wns are involved in creatil&g developmental 
~! 

• How much ilfra.rtr'llt:lllre i3 Clll'Tendyout 'here? How much scale do we CIUTeIII:ly
Ifovel ,WIaar wUJ II ttIIu! 10 CNIII4! more~? ' 

Federal Role and Suppan b'Development StraleCies 
• How should rhe Fitli!ml governmenuuppon developmenlfll stTaJegies? 
• What shtJuld be doM ill lemtS 0/dine, investment and sllpport? 
• W1.u OIlIer rekIIed chlln&u ill the "we(rue" system mustoccur ifdevelopnumz 

appmochu are kJ be successful? 

" ' 
lodudinl a De\'elopmemComp:menl in Welfare Reform: A,Discussion 
with Bob Oft:eDJrdn. ~n_ for Budget lIIJd Policy Priorilies 

~Roles and Support (continued) 

Poliab, Media and NeM SlCps 
• WItar should ourpoIIIiaJl ",.."be? 
• Wiro tITe OUT polldaIlalIIa, mrd /tow can we reach them? 
• WINit i.s rite best way to c:uticulDIe andillssemiltl.1U our ideas and mt!.SSfJ8tl? 

Lunch Discussion wid! Woddng Group 011 WelfaJe Rd"onn 

FiRaI Conments and Adjoummem. 

Memnp with Cmgmasiomd Staffs and ocher Policy Leaders. 
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  The White House 


'Office of The First Lady 
 November 2, 1993ATTEN: Patty Solis 

Washington D.C. 20500 


Dear Ms. Solis: 

I spoke with a representative from your office in September. I was 

planning a trip to D.C. to meet with rrembers of 'the Welfare working Group, and 

was 'requesting a meeting ,with Mrs. Clinton to discuss welfare refrom with her. 

I am a fonner welfare recipient, but nQlVl have two college degrees, own a small 

business, and wrote a book on the topic of welfare. 

In September, I sent your office a letter, media kit and copies of the 


book I wrote, Farevell welfare. After several phone calls between your office 


, and myself, it was determined that Mrs. Clinton's schedule surrounding the 

health care program was too demanding to arrange an appointment. I was, however, 

askee to inform your office if I had occasion to return to D.C. 

I am writing to you at this tiJre because I have been invited to participate 

in a oollabcrative effort to develop an antipoverty package to s~ 

welfare reform initiative. I will, therefore, be in D.C. from N • 17-21. . 

If there is any possibility of arranging even a brief rreeting with the First 

Lady, I knQlVl I can provide her with information and ideas. that are both practical 

and uni~e. 

I look forward to hearing from you at your earliest convenience. I am 

also rrailing a copy of this 

Sincerely, ~ 

~~w~~e 

P6/(b)(6)



AddIng a 

Federal Antipoverty Development Package 


to Welfare Reform 


A Preliminary Proposal ' 

The Federal Welfare Reform Proposal being prepared by the Working 
Group on Welfare Reform. Family Support and Independence, offers 
the possibility, for the first time in this century, to add a substantial 
development component -- one designed to encourage, enable and 
support low income people moving into the mainstream economy as 
skilled employees and entrepreneurs. There are many promising 
models for such an approach in existing community. state and 
international efforts. At the Federal level. policy proposals embodying 
a development strategy -- proposals like raising the permIssible asset 
level for retaIning AFDC eligibility. a national demonstration of 
Individual Development Accounts, and a system of 1000 
microenterprise programs -- have not only drawn bipartisan interest. 
but won the endorsement of the President. 

While there are certainly vast unmet needs for food, shelter, clothes and the 
other necessities of life, we are convinced that the economic, social, and 
political frontier of efforts to combat poverty in this country lies not so much in 
zero-sum income maintenance and income redistribution (though we do not 
oppose them), as in positive-sum efforts to increase the ability of poor 
Americans to compete with success in the world labor market. The problem 
with the current system is not that it rewards indolence, but that it penalizes 
effort. We must devote our attention to encouraging and enabling low income 
Americans to move forward as they see fit -- through education, employment, 
self employment -- to build their economic future and ours. 

Principles of an Antipov,erty Development Strategy 

The proposals outlined below have a number of operating principles in 
common: 

• 	 They respect individuals seeking their own futures as the driving 
force of development; they recognize and build on the capacities. 
initiatives and dreams of poor people themselves: and they place 
services in a secondary and supportive role. 

• 	 They seek to create opportunity not by redistributing income. but by 
expanding the productive capacity, competitiveness and 
inclUSiveness of the economy. 

• 	 They seek to invest resources in order to generate more resources 
in the future. 



• 	 They recognize that people get poor for different reasons, and will 
escape poverty through different routes at different speeds. There 
is likely to be no one 50 or 75% solution, but rather a series of 5% 
solutions. 

• 	 They recognize that human, family, community and economic 
development occur together in an interacting, uneven, and 
cumulative process. 

• 	 They are not a public strategy, but a single integrated private-public 
system focused on results. 

Elements of a Developmental Welfare Reform Strategy 

There seem to be four basic pieces to a Federal Antipoverty 
Development Agenda: 

• 	 1. Removing the Penalties for Education, Employment and 
Self Employment; 

• 	 2. Linking with Other Federal Training, Education, and 
Economic Development Programs; 

• 	 3. Direct Federal Investment in Economic Opportunity and 
Development for Welfare Recipients; and 

• 	 4. Reinventing the Governance of the System 

These elements could be easily reframed to fit under the themes of 
the Working Group: They are parts of making work pay, of enabling 
people to get off welfare and stay off. They include job creation 
strategies and are part of a transitional, time-limited support system 
to allow people to work. A full description of the components of a 
developmentally-oriented welfare reform policy is still difficult, but 
some of its elements are clear. 

1. Remove the Penalties for Education. Employment and Self 
Employment Perhaps the most pernicious aspect of the current AFDC 
system is the way it penalizes attempts to move forward through 
training, education, employment, and self-employment. Undertaking 
any of those paths forward inherently imposes more costs, as well as 
exposing individuals to risks they would otherwise not face. This 
system seems to serve no one well: AFDC recipients or the taxpayers 
who must support their continued dependency. A full list of the 
penalties and disincentives that should be removed, let alone a 
detailed description of appropriate changes, is beyond the scope of 
this testimony, but we can cite a number of general recommendations 
as examples: 

• 	 Raise the $1,000 asset limitation for eligibility for AFDC and 
Similar restrictions in Medicaid and Food Stamps, which 



effectively prevents business creation, saving for college 
education, home purchase or even simply a cushion against 
emergencies, illnesses and accidents. 

• 	 Raise the asset limitation for the value of a automobile to a 
level capable of covering a reliable vehicle (certainly above the 
current $1,500) and adopt uniform treatment among 
different programs (e.g. Food Stamps and AFDC). 

• 	 Remove penalties for employment and earnings including 
reducing the 100% effective tax rate on earnings after four 
months. The effective tax rate (benefit reduction ratio) 
should be no more than the tax rate facing the weathiest 
Americans, and preferably should be no more than the tax 
rate on earned income at the same level. 

• 	 Limit grant reduction for business income to net profits taken 
out of the business. See H.R. 455 for specific language. 

• 	 Establish long term economic independence as a central goal 
of the welfare system. 

• 	 Extend the duration of childcare benefits to a more realistic 
transition period. 

• 	 Cap the amount of income that must be paid for subsidized 
housing. 

• 	 Eliminate the 100-hour rule for Unemployed Parents. 

• 	 Reduce or removing marriage penalties, including the 100­
hour rule. 

2. Link with Other Federal Training, Employment and Economic 
Development Strategies. As many have suggested, the ultimate answer 
to welfare lies beyond the welfare system. Any reform cannot become 
the whole of a development strategy. All the more reason why a 
welfare reform should seek to remove the barriers to participation in 
other Federal (and non-Federal) training, education, employment and 
economic development programs by AFDC reCipients and other low 
income people. This linkage strategy minimizes the need for new 
funds while allowing low income people to gain some of the benefits of 
those initiatives. There is a particular advantage into tapping into 
Federal initiatives that create jobs, some of which might be filled by 
welfare recipients. We fear that public employment programs for 
welfare reCipients fall too easily into the trap of seeming to be make­
work (based as they are on a job creation purpose), are too expensive, 
and create a job ghetto rather than leading to unsubsidized private 
sector employment. Among the linkages that might be established: 



• 	 Link welfare recipients into new apprenticeship, training and 
school-to-work transition programs. 

• 	 Tap into SBA Microloan, JTPA, CnBG and Department of 
Agriculture Rural Development support for microenterprise 
programs so that interested welfare reCipients can 
participate. 

• 	 Tap into Federal community economic, business and housing 
development programs to get them to serve welfare 
recipients. 

• 	 Utilize the National Service program and Empowerment Zone 
programs. 

• 	 Increase the flexibility for states and communities to devise 
their own economic independence/development strategies. 

3. Create Direct Federal Investment Programs. While we have 
spent on the poor, we have rarely invested i.n them. Most Federal 
programs to help the poor are income maintenance or social service 
programs. while most Feqeral investment programs are not directed 
to the poor at all. Itis time to begin at least experimenting with 
direct Federal investment.in the ability of the poor to move forward. 
Here we use investment in the old fashioned sense: the appropriation 
of $X today in order to generate $X+ tomorrow by engaging the skills, 
vision, and energy of people and groups. In this line, the Working 
Group. might 

• Authorize the national demonstration of Individual 
Development Accounts that President Clinton endorsed 
during the campaign. Americans may escape poverty the 
same way they achieve wealth -- through asset 
development. Michael Sherraden has proposed a 
Homestead Act for the 21st Century: the Individual 
Development Account (IDA)) Modeled on the Individual 
Retirement Account, the IDA would be available and tax­
sheltered for all Americans, with the public co-investing 
with the poor on a sliding scale. to insure that (unlike IRAs 
and most US asset policy) the poor are not excluded from 
its benefits. All Americans would be able to save, say 
$1,000 per year tax-sheltered. with the government 
matching the investments of the poor on a sliding scale. 
The accounts could be tapped for any of a set of 
permissible, productive investments: college education, 
training. first home. business capitalization. 

1 Michael Sherraden, Assets and the Poor: A New American Welfare Polley, Amlonk. 
New York: M.E. Sharpe, c1991. See Appendix D. 

http:investment.in


protections, and harnesses the potential contributions of non-profit, 
community organizations. 

Costs and Benefits 

We believe that the returns of the above investments will exceed their 
initial cost. But the Congressional Budget Office, reluctant as it is to 
project behavior changes in the absence of demostrable proof, is 
unlikely to see it that way. Thus, while we work on developing better 
Return on Investment data, we would propose budgeting an 
investment budget of $1 billion or 20% of the Reform Package budget 
(whichever is more) to fund the above intiatives, and consider limiting 
Federal tax-based subsidies for asset acquisition by the non-poor, to 
cover this investment (e.g. limit the Home Mortgage Deduction to a 
single house, or limit the pension exclusion). 

We further believe that only a development approach yields the kind of 
economic, social and political dividends capable of moving a broader 
reform initiaitve. That is, only by creating additional paths our of 
poverty can we expect to be able to shrink the group dependent on 
federal support, and generate additional maintenance resources. 

We would be the first to admit that the array of effective development 
strategies is not yet adequate to provide the quantity and quality of 
Jobs or paths to them that are necessary. But Federal policy does not 
yet even support the development strategies we understand. And, 
unless the Federal government becomes an active partner with 
innovative communities and states, we will never evolve an adequate 
strategy. 
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October 25, 1993 

Bruce Reed 
Deputy Assistant to 'the President for 
Domestic Policy 
Old Executive Office Building, Room 216 
Washington, D.C. 20500 

Dear Bruce: 

A couple of months ago I wrote to ask your help in securing the opportunity to 
testify before the Working Group on Welfare Reform, Family Support and 
Independence about including, an economic development component in the final 
package. Thanks to your support, and that of other friends on the Working Group, 
I was able to testify at the Sacramento Hearings on October 8, 1993. A copy of my 
testimony is enclosed, as is a four page summary of the gist of our proposal. 

~rWiire~riow to~a.sk your help in refihingJhe.agenda proposed~arufiif)jushing'for'its---> 
inc~!us~on in#i~WQrJ9ngJ}rQup~s_finalrecommendation.J-~----"------~- -:.'; 

The lack of good jobs will, of course, be a major limit on our ability to move people 

off of welfare and out of poverty. We believe that the political, economic and social 

returns from encouraging and supporting development efforts of low income people 

are particularly important in that regard. 


The President endorsed the central elements of this thrust during the campaign -­

raising asset limits, creating 1000 microenterprise programs, a National Individual 

Development Account Demonstration -- but, as you know, it will take all the 

support and brainpower we can muster to put forward the best possible proposal. 


My colleagues at CFED and I look forwi;lTd to working with you in the coming 
months. Please let me know if you have questions or if I can be of help. 

Sincerely, 
~' 

Robert E. Friedman, Chair 
(415) 495-2333 

Enc. 
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I , 
I 
I 

For the past fifteen years the Corporation for Enterprise Development (CFED) has been 
researching, developing, demonsllrating and disseminating economic development strategies with 
the dual goal of increasing econotnic vitality and productivity on the one hand, and economic 
opportunity and inclusion on the ;other. . 

I come before you today to enco*age you to include a substantial development component in the 
welfare reform strategy you offe~ the country next year, and to suggest the elements of that 

. component. i . 

Ever since the New Deal, Which/set the framework forthe United States transf~r payment systems, 
US antipoverty efforts have focused on income maintenance and social service provision. The 
limits of this approach are becoming clear: as Wilham Raspberry put it, the income maintenance 
system has become a sort of ecohomic methadone which eases the pain of poverty and 
unemployment but does not address the underlying causes. Worse, if unintentionally, the current 
system actually penalizes poor families who attempt to move forward through education, work or 
self employment. . I' . . 
This welfare reform at theFederallevel offers the possibility, for the first time in this century, to 
add a substantial development component -~ one designed to encourage, enable and support low 
income people moving into the imainstream economy as skilled employees and entrepreneurs. 
There are many promising mod,els for such an approach at the community, state and international 
efforts. At the Federal level, policy proposals embodying a development strategy -- proposals like 
raising the permissible asset level for retaining AFDC eligibility, a national demonstration of 
Individual Development AccoJnts, and a system of 1000 microenterprise programs -- have not 
only drawn bipartisan interest, Ibut won. the endorsement of the President. 

I' . · 
While there are certainly vast t,inmet needs for food, shelter, clothes and the other necessities of 
life, I am convinced that the economic, social, and political frontier of efforts to combat poverty in 
this country lies not so much i~ zero-sum income maintenance and income redistribution (though I 
do not oppose them), as in positive-sum efforts to increase the ability of poor Americans to 
compete with success in the wbrld labor market. The problem with the current system is not that it 
rewards indolence, but that it Ii>enalizes effort. We must devote our attention to encouraging and 
enabling low income Americains to move forward as they see fit -- through education, employment, 
self employment -- to build thbir economic future and ours. 

I . 

I 

I believe we should take the charge of President Clinton, who understands economic development 
better than any leader we hav~ ever had, very seriously: we must "empower ... Americans to take 
care of their children and imptove their lives." Only by creating viable paths out of poverty for 
those ready and able to move/can we shrink the number of families dependent on public support 
and increase the adequacy of ithat support .. 

I . 
This strategy offers to expand the economic pie while including in that greater prosperity people 
and communities confined to'the margins of the mainstream economy. It an investment strategy 
designed to yield returns subStantially in excess of the initial investment. It coheres with the values 
of most Americans who belidve fundamentally with the proposition that all people deserve a 
reasonable opportunity to support themselves and their kids. It can breed social respect, trust, 
cohesion. It is the only engine powerful enough to pull a fundamental refoml through Congress. 

In the remainder of this testi~ony, I want to outline the premises on which these recom~endations 
are based, note the rise of mWels and precedents for development strategies arising in the· 
communities and states of tHis country and other nations, suggest the principles that should govern 
the design of the development agenda; describe some of the elements of that agenda, and note the 
costs, risks and potential returns of the strategy. But first, I want to offer a few stories. 

I 
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Stories 

In 1987, the Cherokee communif9J ofKenwood, Oklahoma, was characterized by overwhelming 
poverty, unemployment, alcoholism and hopelessness. And also a concentration ofsome of the 
Cherokee Nation's most talented/Artisans. . . . 

When Charlie Soap and Wilma Mankiller asked the cOf!lmunity where opportunity lay as part of 
their Ga-du-gi ("community help!~ itself') Project, they suggested a marketing cooperative . 

. For the coop to be successful, thle community artisans needed to join and workfor it. The key, 
people in the community exp~tiiried to Charlie, was to secure Betty Blackberry's support. 

Betty Blackberry, at the tim~, 81/yearS old and nationally recognized as the one ofthe foremost 
basketmakers in the country, ana universally admired in the community. . 

By the third meet;ng o/the Planlng group, Betty Blackberry hadjoined. They agreed to plant a 

field with the reeds they needed Ito increase their production ofbaskets. A month later, the first 

show sold thousands ofdollars Iof merchandise in two days. Within 2 months, Betty Blackberry 

and her family had an order for 5000 small gift baskets.· 


After four months the coop was dying. When asked why, participants explained that the state 
welfare officials, having seen the coop members' names on baskets, and jewelry and other items in 
shops, carne to suspect them ofhot reporting all their income (which in many cases turned out to 
be true). Scared at the prospect of losing their only certain, if inadequate, means ofsupport and 
medical coveragefor chlldren, the members stopped producing and working to develop the coop. 

"But Betty," Charlie reasoned, I"you kno~ you can ~ellyour baskets for $200 apiece -- probably 
for $400-1,000 if you develop your name. What do you make now?" ~ 

"$240. But what iff don't sell/the two? I mightfeel comfortable if I could save some money, so 
that I could be sure to be able to market. But they won't let me even do that." 

Betty Blackberry die~ a year iJer the way she lived, impoverished, dependent on Federal support, 
unknown and underrecognized ou,tside her home community . 

Mary Johnson and Melody Boatner are both welfare recipients in the state ofIowa. Both have . 
children with severe medical problems. Both want to escape welfare, and have completed business 
plans in areas where they havJ demonstrated skills and experience(medical billing and Upholstery, 
respectively),plans which corl.'lervativelyproject self-sustaining income. They have identified 
cUstomers anxious for their services, and secured access to credit. But, as they testified to a 
congressional committee in 1?91, the minute they move forward on their plans they would lose 
eligibility for AFDC and Medicaid because they would exceed the $1,000 limit on permissible 
assets.l 

Grace Capitello and Sandra Rosado, welfare mothers in Wisconsin and New York, respectively, . 
thought the way out ofpoverty for their/amities was through college education. Each scrimped 
pennies and sacrificed curren( consumption to save money for college education -- Grace for her 

1 See testimony by M~ John~on ~d Melody Boatner in "New Strategies for, Alleviating Poverty: Building Hope 
by Building Assets," Hearing befo~e the Select Committee on Hunger of the U.S. House of Representatives, October 

. 9,1991, Washington, D .c.: U. srovemment Printing Office, 1991, pp. 21-27. 
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own education, Sandrafor her daughter's. Each managed to save afew thousand dollars. And 
each was prosecuted by state welfare authorities for accumulating those savings in violation of the 
$1,000 asset limitation, who not 6nly confiscated the savings, but also exacted penalties. . 

What concerns us about traditionl welfare policy is the way it not only fails to encourage and 
enable economic opportunity and! development of the Betty Blackberrys and Mary 10hnsons and 
Sandra Rosados and Kenwoods of this country, but actually penalizes them. To be sure, some of 
the activities that state officials stOpped were technically illegal; but just as surely, the effect of the 
welfare system as enforced was tb penalize effort, to undermine earnings and entrepreneurship, to 
stymie community development~ land to stigmatize and drive underground the very sort of 
enterprising activity and role models we should want to celebrate and reward. 

. ,I 
, . 

,We think that the economic, socilll, political and human cost of the focus on income maintenance is 
huge. And if the test of such po'icy were a matter of elemental fairness and commonsense, rather 
than the absence of random assignment, control group' evaluations which are currently unavailable, 
the path forward would be clear!I . . 
,What we seek to put forward is an Investment Package as pan of an overall welfare reform 

proposal that encourages and supports the development of America's poor people and 

communities.. 


Premises 

The antipoverty development strategy suggested in the remainder of this testimony is based on a 
. series of premises about the natJre of the welfare population, the economy, and the self 

sufficiency/ economic independence process and programs. They are derived from the literature, 
our own studies of effective ecohomic opportunity and development policies and programs, as well 
as direct experience with worki~g with low income people escaping poverty. We cannot fully 
explicate and document them h~~e, but we think it is important to be explicit about them. 

Welfare Recipients. 

The success of any welfare reform strategy depends fundamentally on a understanding of who the 
people are we are dealing with., We start from some premises that are not necessarily universally 
shared: ' ' 

• 	 AFDC recipients~, though sharing poverty, are a tremendously diverse 
population. There,fs a real danger if we pay attentiqn only to a,verages and otherwise 
homogenize the poor. , 

• 	 Among t\FDC rJciPients are people with tremendous skills, energies, 
aspirations, who lare best helped by supporting their capabilities rather 
than treating on'ly their perceived deficiencies. 

I 

• 	 Just as people g~t poor for different reasons, so they will escape 
poverty through Idifferent routes. It is a mistake to search for a single 
approach that can liberate 50% of the poor; rather, it may make more 
sense to seek. a '~eries of 1, 3, and 5% solutions. ' 

The Economy 

The national (and global) econ0my has changed in many ways that require changes in the strategies 
desigped to include low incom~ people and communities in the economic mainstream. 
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Unfortunately, most <;fthe .changes make entry into the eCQnomic niai~strea~ more difficult. 
Among the crucial changes:' . . 

• 	 Wage levels for low ski~led employees have f~lIeri.. People with high 
school education or less have lost ground, and are likely to' do more. 
Thus, short term training is even less likely to lead to jobs paying' a 
livable income in the future than in the past.' . 

, ' 	 ' : ­

• 	 The education and skill level required for jobs offering incomes and 
benefits capable of sustaining a family above the poverty ,level have 
increased. Post~s~condary level skills will incre~singly be the 
necessary prereq~isite.. . 

• 	 Entrepreneurial skills -- the 'abilityto combine resources in new ways to 
add value -- will :increasingly be .required not only: of busin,ess owners 
and managers, b4t also of employees. ' , 

• 	 The rate of self employment, after deciiningaJmost from the founding of 
the Republic, has: been increasing since' 1973, both as.a function of 
necessity and op~ortunity. . 

The Process of Achieving Self Sufficiency/Economic "Independence 

We know less about the process py which low income people achieve economic independence than 
we know about the characteristics of people who are poor, in part because we study it less. But 
we believe that there is.much to be learned from·the people and communities who have moved 
forward, as well as the characteristics of the programs that have helped in this movement, and can 
already suggest some of the lessons. Among them: ; . ' 

• 	 The beginning of :movement forward is the belief that it is possible. 
Effective programs evidence high expectations of participants, and do 
not treat them as victims. Overemphasizing deficiencies (we all have them) can 
undermine self este~~ and progress. The current welfare system systematically 
undermines-self esteem so much that almost all effective ~onomic opportunity 

. programs have had t6 consciously build self e.steem as they build· skills and paths out. . 	 .~,. 

• 	 Development is s~mething people do, not something done to them.. 
Professor John McKnight has written eloquently to this: 

"All the historic t;vidence indicates that significant community development 
only takes place when local community people are committed to investing 
themselves and tlleir resources in the effort. This is why you can't develop 
communities frol!l the top d6w"O;.or the outside. in. You can, however, 
provide valuable outside assistance to communities that are actively . 
developing their own assets:.;Communities have never been built upon their 
deficiencies. Bui1lding commu~ity has always depended upon mobilizing 
the capacities and assets of a people and aplace."2 . . . . 

• Development is necessarily I1lUlti-dimensional. As MiChael Sherraden notes 
. in his book Assets and the Poor, and we n'ote from observing successful self 

2 John L. McKnight and John Kretzm~n, "Mappi~g Community Capacity.' Evanston, IL:.Center for Urban Affairs 
and Policy' Research, unpublished pafk?r. c1992. 
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employment programs, hope, initiative-taking, skills, family stability, involvement in 
the community and children's education, employment, entrepreneurship, incomes, 
assets etc. seem to increase together, over time.3 

• 	 Development is a process, and the important thing to seek and measure is change 
in capacity, not where people (or businesses) begin the journey or end it. What is 
important is not where people/economies staIt,or end, but the nature and magnitude of 
the change .. A person who moves from hopelessness and'inactivity to self 
employment, the firm that begins to modernize, both are better examples of , 
development than a :branch plant that simply changes locations, or a static measure of 
overall employment or income. Not 'surprisingly, there is a link between firm start-ups 
and firm modernization/specialization, as well as between higher skills and entry to 
the economy.4 ' . . 

• 	 People escape poverty as they achieve wealth, not through, income 
alone, but also .through asset accumulation. ' One of the clearest failures of 
current welfare-to-work policy is that we raise people only to the poverty line, leaving 
them without a cushion, and therefor~ one sickness, one accident or one divorce, away 
from poverty. Owning assets give one a stake in the future a reason to save, to 
dream, to invest time, effort, resources in creating a future for themselves and their 

'children. As Sherraden notes, "Income may feed people's stomachs, but assets 
change their heads)' 

• 	 Development prdceeds unevenly and over time. Som~ people progress 
steadily out of poverty, others move forward and slide back and move' forward again, 
some never move.5! Moreover, there is an accumulating amount of anecdotal 
experience that suggests that the move from long term dependency to independence is 
often about four years. 

• 	 Development which has a significant impact more often proceeds, in 
large numbers of small steps that in a single large breakthrough (a plant 
location, a research breakthrough). . 

• 	 Development proceeds by expanding the worlds -- the view, , 
information, contacts, interactions -- of pe,ople and firms. This can be 
seen equally by observing poor women growing through microenterprise and small 
businesses modernjzing through flexible manufacturing networks. 'Development, as 
Andrew Oerke, poet and President of the Partnership for Productivity used to say, is a 
conversation. ' 

• 	 Effective economic opportunity programs of all types are characterized 
by their ability' to build confidence, competence and connections.6 

---- -------< 

3 See Michael Sherraden, Assets and the Poor: A New American Welfare Policy, M.E. Sharpe, c 1991. Also see 
"Lessons from the Self-Employment Investment Demonstration", Washington, D.C.: Corporation for Enterprise 
Development, 1992. 
4 Ibid. 
5 See reports from Projcct Match in Chicago. 
6 See Alan Okagaki, "Windows on the World: Best Practices in Economic Opportunity," The Entrepreneurial 
Economy, Washington, DC.: CFED; Alan Okagaki and Robert Friedman, Women and.5elf-Sufficiency: Programs 
that Work; Policies that Might, Washington, DC.: CFED; William Nothdurft. Washington, DC.: Council of 
Governors Policy Advisers" (drawing on the CFED work cited above.)' ' 
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Antipoverty Deve,lopment folicy . 
I 

The primary detenninants of economic competitiveness and opportunity are the same: people ready 
and able to work in environments that invite, use and reward their talents and energies to create 
better products and services, as employees and entrepreneurs. In this context, the real measure of 
economic potential is the level of economic activity in a community/economy and society. What 
we seek to contribute to the nation's antipoverty effort is the development of strategies aimed at 
creating economically active people and communities. More specifically, when we talk about an 
antipoverty development agenda, we focus on approaches which build economic 
assets (family and social support, skills, savings, ownership) and activity 
(employment and entreprepeurship) in poor communities. 

While income maintenance and 'income redlstribution policies have a role to play in any civilized 
society, they are a sort of economic methadone: they can relieve the pain of unemployment and 
poverty, but they do not address its causes. No wonder then that 'pre-transfer poverty has 
increased ever since 1968. Moreover, transfer payments which seek merely to subsidize and 
maintain consumption -- treating the poor and unemployed as consumers alone -- can actually make 
matters worse by penalizing people who seek to move forward. Thus many transfer payment 
programs, and especially AFDC (welfare) withdraw benefits from recipients who pursue training, 
work or self-employment. " ' 

There is another approach to welfare refonn which emphasizes opening the opportunity to produce 
and be rewarded for that production, which seeks to invest in the talents, vision and energy of low 
income people themselves. Wy call this the anti-poverty development agenda. 

Precedents and Models 

Around the United States and around the world, a number of antipoverty development initiatives 
have arisen which point the way toward a larger antipoverty development policy. It seems 
appropriate to review them briefly here. . 

Community Models 
. . 

In the last 5-10 years, a couple hundred microenterprise progtams which help low income 
Americans create jobs for themselves have emerged across the country in places a diverse as inner 
city Chicago, rural Nebraska, 'the border towns of Arizona and the In'dianreservations of North 
Dakota. We are beginning to understand that these programs are not just business development 
programs, but also human and community development programs. A Directory Of such programs 
soon to be released by the Self-Employment Learning Project of the Aspen Institute suggest the 
potential and growth curve of this strategy. From a handful of such programs as recently as five 
years ago, the Directory now list~ 194 programs around the country7 which have loaned $43 
million, assisted in the creation of 21,160 new businesses and 204,068 clients.8 Seventy per cent 

. of these programs work with low income people, and sixty-three per cent'of these programs work 
with AFDC clients in spite of the fact that the current system offers severe penalties to both ' 
participants and program operators. While it is too early to know the fulliong-tenn irripacts of 
such programs, a study of 302 borrowers from five leading programs found that 51 % of the 
businesses were profitable on a monthly basis, over half earned under $1,000 a month in gross 

7 Up from 108 a year earlier, and this is undoubtedly not a complete list. 
8 1993 Directory of Microenterprise Programs, Washington, D.C:: Self-Employment Learning Project 
of the Aspen Institute, forthcoming. 

! 

Page 7 



, 

sales, 22% per cent earned from :$1 ,000 to $2,500 per month and 24% earned over $2,500 a 

month.9 .' , " 


Self-help housing projects have sprung up in rural and urban communities across the country. "I 

Have a Dream Programs" in 40 Cities assure disadvantaged students that they too can attend 

college. And savings clubs and innovative savings programs have developed in public housing 

complexes and rural communities. 


Some communities have attempted to put a number of development strategies together into a 

comprehensive whole., Eastside Community Investments, a community development corporation 

in Indianapolis, Indiana operates' everything from an industrial park to low income housing to teen 

parent programs, to self-employment, day care and individual development account programs. 

Every program ECI launches now is designed to include components to build marketable skills, 

character, assets,~and community. ' 


State Models 

On Monday, March 26, 1993, the Iowa Senate pas'sed the Iowa State Human Investment Policy 

legislative package 49-0; on April 19 the Iowa House passed the package 96-1. Republican 

Governor Terry Branstad has promised to sign the comprehensive package, crafted by the 

Corporation for Enterprise Development working with a broadly representative public-private 

Human Investment Council. The package included a far-reaching rewriting of the welfare program 


, (now renamed the Family Investment Program) to assist progress toward economic independence, 
an asset-building strategy which would create tO,OOO Individual Development Accounts, a system 
of Family Development and Workforce Development centers operating with decategorized funding, 
and a high-wage economic development strategy. Republican Senator Maggie Tinsmore said the 
package "represented a fundamental change from an income maintenance system to. a development 
system." The, headline of the Des Moines Register'S approving editorial read, "Finally, Real 
Welfare Reform." Marv Weidner, Director of Iowa's ADC Program, conveyed the premise of the 
reform most succinctly, "This is the firs,t welfare reform plan in the country that trusts and respects 
welfare recipients." ' 

What is notable about the plan from the national perspective is: 

• 	 Welfare reform is nested in a larger package which also includes policies on asset 
development (IDAs), family development, workforce development and economic 
development. ,An effective anti-poverty strategy is necessarily going to involve more 
than welfare reform r 

, 	 , , 

• 	 The orientation of the entire package is toward self-sufficiency, and there is a 
combination of economic and social policy elements designed to increase the productive 
capacity of the econpmy at the same time it seeks to include in that enlarged economy 
people confined to t~e margins. 

, 

• 	 The welfare reform 'plan revolves around three themes: Transitions to Work, which 
removes' the earnings and asset penalties currently facing recipients interested in earning, 
their way off; Family Stability, which removes the penalties for family preservation or 
reunification; and Responsibilities with Consequences which allows for flexible 
Family Investment Agreements with the penalty of time-limited welfare for those who 
refuse to enter into such self-sufficiency contracts. ' 

! ,- . 

9 Peggy Clark and Tracy HUSLOn, Assisting ,the Smallest Businesses: Assessing Microenterprise 
Development as a Strategy jor;Boosting Poor Communities, Washington, D.C.: Self-Employment 
Learning Project of the Aspen Institpte, 1993. pp vi-v~i. 
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• 	 The design of the individualized Family Investment Agreements provides an iristructive 
model of how to deal with time-limited welfare. IFIP allows welfare recipients to enter 
into very flexible and:individualized self-sufficiency plans which vary in length (we 
believe that the path off long-term welfare receipt is more likely to take four years than 
two, but the'path off for most recipients may be much shorter), reserving time-limited 
welfare (three months of full benefits, and three additional months of benefits for 
children only) for those unwilling to enter into an Agreement. 

• 	 The plan fundamentally respects, demands and seeks to build upon the talents, energies. 
and aspirations of the poor themselves. In short, it is and empowerment and 
investment strategy that requires the poor to assume responsibilities and co-invest in 
order to receive investment. 

• 	 Inherent in the plan are the principles of reinvented governance, including empowering 
the customer, decentr,alizing practice, public-private leverage and participation. 

• 	 While we will not know the full costs and benefits of the plan until it has run for some 
time, our best estimate is that an up-front investment is required which will entail net 
costs in year one, but achieve revenue neutrality by year three, and net profit to the state 
by year four due to increased employment and reduced dependency. 

Other states including California and North Carolina are crafting development-oriented welfare 
reforms and related antipoverty development strategies. 

International Models 

Developed countries of Europe and Asia, many of them countries that have progressed much 
further than the United States in creating the modern welfare state and extensive income 
maintenance programs, have faced the crisis of the Welfare State sooner than we have -- the 
inability to extend the socia.l safety net further, let alone being able to continue to support it at 
traditional levels -- and have begun to move to developmental strategies aimed at increasing the 
productivity, growth and inclusiveness of the mainstream economy. For example, some 15 
developed countries in Europe and Asia have changed their unemployment compensation and 
welfare programs to support rather than penalize unemployed people who try to create jobs for 
themselves. 

Many developing countries, which have never been able to create social safety nets, have instead· 
resorted to policies designed to support and build upon the self-help solutions of poor people 
themselves. While growing in very different cultural, political and economic circumstances, these 
efforts can enlighten and guide the development of US antipoverty efforts. Dr. Elizabeth Rhyne, a 
student of these Third World approaches, notes: 

"Without welfare programs or fonnal sector employment opportunities, poor people in 
developing countries have evolved coping strategies through which they provide for their 
own basic needs -- income, shelter, and the like. In a growing number of instances, 
governments or other organizations in developing countries have created programs that 
support or enhance these strategies. While these mechanisms have clearly not been 
·sufficient to eradicate poverty on a wholesale basis, they do help make lives more livable, 
reduce social alienation, and provide conditions for some individuals to break out of 
poverty. In effect, they ,constitute a social strategy based on: 1) the ability of poor people, 
their families, and their communities to develop effective solutions to their poverty -related 
problems, and 2) assistance efforts designed to help those solutions emerge and flourish." 
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Rhyne goes on to describe some of the strategies' one finds used in poorcommu'nities of the 

developing world: 


• 	 "Microenterprises. :When the mainstream economy isu~able to supply fonnal 
sector jobs and there are no welfare programs, microenterprise, or self-employment, 
becomes a major source of income. Most microenterprises remain small and serve their 
own communities. A handful (perhaps 5 to 10 percent) grow to become important 
employers. But even the smaller ones maintain family income and finance investment 
in education or another business." 

• 	 "Housing. Most housing in developing countries is financed and built by the people 
who live in it, and their families and friends. Startiryg from a very simple dwelling, 
people invest in hom~ improvement, provided title to their plots is secure." 

, 
• 	 "Transportation. Private transport operators outperfonn public systems around the 

world, and eventually organize themselves to provide for their needs through services 
such as insurance and vehicle purchase plans." ' 

• 	 "Savings and financial services. The accumulation of assets is perhaps the most 
important strategy poor people use to pull themselves out of poverty. Savings pay for 
schooling and provide a cushion through bad times. Poor people develop infonnal 
savings clubs to help each other save enough money for major investments, including 
business investment" ' 

• 	 "Family care. Low:incomepeople rely on the extended family for child care and care 
for the sick and aged. The extended family isalso a source of financial resources." 

Federal Initiatives 

At the Federal level, President~linton's pledges to create 1000 microenterprise programs, 100 
community development banks, empowennent zones, a National Individual Development Account 
Demonstration Program, National Service, apprenticeship training, and to "end welfare as we 
know it" and raise the $1,000 as,set limitation for eligibility under AFDC, all point to a new anti­
poverty investment agenda designed not so much to redistribute income as to open opportunities to 
produce and be rewarded for that production. A base of bi-partisan support already exists on 
Capitol Hill for just these sorts of initiatives: Congress already passed bills to raise the asset 
limitation in AFDC from $1,000 to $10,000; bills to establish a National Individual Development 
Account Demonstration ,are backed by the unlikely cosponsors of Bill Bradley, Orin Hatch, 
Barbara Boxer, Alphonse D'Arriato, Tony Hall, Bill Emerson, Maxine Waters and others. (See 
Appendix for summaries of Federal Asset Legislation) The Senate proposal, authored by Senator 
Bill Bradley (D7NJ) with the support of Orin Hatch (R-UT), Alphonse D~Amato (R-NY), Barbara 
Boxer (D-CA), was as partof a comprehensive anti-poverty development and investment initiative 
which included related bills on microenterprise, community policing, community rebuilding, early 
childhood/family development, :and community credit. The, Congressional Empowennent Caucus 
is and The Empowennent Network support similar initiatives. ' 

Principles of an Antipoverty Development. Stra,tegy 

These initiatives have a number: of operating principles in common: 
. ~ 	 , 

• 	 They respect individuals se~king their own futures as the driving force of development; they 

recognize and build on the capacities, initiatives and dreams of poor people themselves; and 

they place services in a secondary and supportive role. , 
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• 	 They seek to create opportUl1ity not by redistributing income, but by expanding the productive 
capacity, competitiveness and inclusiveness of the economy. 

• 	 They seek to invest resources in order to generate more resources in the future. 

• 	 They recognize that people get poor for different reasons, and will escape poverty through 
different routes at different ~peeds. There is likely to be no one 50 or 75% solution, but rather 
a series of 5% solutions. 

• 	 They recognize that human, family, community and economic development occur together in 
an interacting, uneven, and cumulative process. 

./ 

• They are not a public strategy; but a single integrated private-public system focused on results. 

Elements of a Developmental Welfare Reform Strategy 

There seem to be four basic pieces to a Federal Antipoverty Development Agenda: 

1. 	 Removing the Penalties for Education, Employment and Self Employment; 
2. 	 Linking with Other Federal Training, Education, and Economic Development 

Programs; 
3. 	 Direct Federal Investment in Economic Opportunity and Development for Welfare 

Recipients; and . 
4. 	 Reinventing the Governance of the System 

, 
These elements could be easily reframed to fit under the themes of the Working 
Group: They are parts of making work pay, of enabling people to get off welfare 
and stay off. They include job creation strategies and are part of a.transitional, 
time-limited support system to allow people to work.. A full description of the 
components of a developmentally-oriented welfare reform policy is still difficult, but some of its 
elements are clear. 

1. 	Remove the Penalties fdr Education, Employment and Self Employment Perhaps 
the most pernicious aspect of the current AFDC system is the way it penalizes attempts to move 
forward through training, education, employment, and self-employment. Undertaking any of 
those paths forward inherently imposes more costs, as well as exposing individuals to risks 
they would otherwise not face. This system seems to serve no one well: AFDC recipients or 
the taxpayers who must support their continued dependency. A full list of the penalties and 
disincentives that should bq removed, let alone a detailed description of appropriate changes, is 
beyond the scope of this testimony, but we can cite a number of general recommendations as 
examples: ' 

• 	 Raise the $1,000 asset limitation for eligibility for AFDC and similar restrictions in 
Medicaid and Food Stamps, which effectively prevents business creation, saving for 
college education, home purchase or even simply a cushion against emergencies, illnesses 
and accidents. 

• 	 Raise the asset limitation for the value of a automobile to a level capable of covering a 
reliable vehicle (certainly above the current $1,500) and adopt uniform treatment among 
different programs (e.g. Food Stamps and AFDC). 

• 	 Remove penalties for employment and earnings including reducing the 100% effective tax 
rate on earnings after four months. The effective tax rate (benefit reduction ratio) should be 
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no more than the tax rate facing the wealthiest Americans, and preferably should,be no 
more than the tax rate on earned income at the same level. 

• 	 Limit grant reductionforbusiness income to net profits taken out of the business. See 
. H.R. 455 for specific lan~uage. . 

• 	 Establish long term economic independence as a central goal of the welfare system.' 

• 	 Extend the duration of childcare benefits to a more realistic transition periro. 

'. Cap the amount of incorrye that must be paid for subsidized housing. 

• 	 Eliminate the loo-hour rule for Unemployed Par~nts. 

• 	 Reduce or removing marriage penalties, including the lOO-hour rule: 

2. Link with Other Federa' Training, Employment and Economic Development 
Strategies. 	As many have suggested, the ultimate answer to welfare lies beyond the welfare 
system. Any reform cannot become the whole ora development strategy. All the more reason 
why a welfare reform should seek to remove the barriers to participation in other Federal (and 
non-Federal) training, education, employment and economic development programs by AFDC 
recipients and other low income people. This linkage strategy minimizes the need for new 
funds while allowing low income people to gain some of the benefits of those initiatives. 
There is a particular advantage into tapping into Federal initiatives that create jobs, some of 
which might be filled by welfare recipients. We fear that public employment programs for 
welfare recipients fall too easily into the trap of seeming to be make-work (based as they are on 
a job creation purpose), are too exPensive, and create a job ghetto rather than leading to 
unsubsidized private sector ¢mployment. Among the linkages that might be established: . 

• 	 Link welfare recipients into new apprenticeship, training and sch60l-to-worktransition 
programs. 

• 	 Tap into SBA Microloart, ITPA, CDBG and Departn)ent of Agriculture Rural Development 
support for microenterp,rise programs so that interested welfare recipients can participate. 

• 	 Tap into Federal community economic, business and housing development programs to get 
them to serve welfare recipients. . ' 

• 	 Utilize the National Service program and Empowerment Zone programs. 

• 	 Increase the flexibility for states and'communities to devise their own economic 

independence/development strategies. 


I 

3. 	Create Direct Federal Investment Programs. While we have spent on the poor, we 
have rarely invested in them. Most Federal programs to help the poor are income maintenance 
or social service programs, while most Federal investment programs are not directed to the 
poor at all. It is time to begin at least experimenting with direct Federal investment in the ability 
of the poor to move forward. Here we use investment in the old fashioned sense: the 
appropriation of $X today,in order to generate $X+ tomorrow by engaging the skills, vision, 
and energy of people and groups. In this line, the Working Group might 

• 	 Authorize the national demonstration of Individual Development Accounts 
that President Clint:on endorsed during the campaign. The distribution of assets 
in this country is much more unequal even than income distribution: while the top 10% of 
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Americans command 40% of national income, the top 1 % control 90% of assets. Fully one 
third of American households have no or negative investable assets; more than half have 
negligible amounts. This at a time when the price of entry to the American economic 
mainstream -- measured ~n terms of the cost of an adequate education, business 
capitalization or home ownership -- has increased. Asset owning has become a sort of 
economic grandfather clause, every bit as insidious as the voting clauses of days passed 
that said you could only vote if your grandfather did. 

This pattern of asset-holding is abetted by a bifurcated national policy: we subsidize asset 
. acquisition for the non-pOor to the tune of $100 billion annually at the ,Federal level in the 
form of the home mortgage deduction, preferential capital gains, and pension fund 
exclusions. Meanwhile, as already pointed out, we actually penalize asset acquisition by 
the poor. " ' 

It is possible to create asset building policies that do not discriminate against the poor. In 
the Homestead Act, we provided 160 acres and a mule to Americans willing to work the 
land. Through the GI Bill we bought college educations for a generation of people who 
served their country in time of war; they in turn drove our post-war economic expansion. 

Michael Sherraden has p'roposed a Homestead AC,t for the 21st Century: the Individual 
Development Account (IDA).lO Modeled on the Individual Retirement Account, the IDA 
would be available and tax-sheltered for all Americans, with the public co-investing with 
the poor on a sliding scale, to insure that (unlike IRAs and most US asset policy) the poor 
are not excluded from its benefits. All Americans would be able to save, say $1,000 per 
year tax-sheltered, with the government matching the investments of the poor on a sliding 

. scale. The accounts c!JuId be tapped for any of a set of permissible, productive 
investments: college education, training, flrst home, business capitalization. 

While it is too early to set up a national system of IDAs, it is not too early to begin to' 
experiment with them (as some communities and states are already doing). One approach 
is suggested in H.R. 456, but many other variations are possible. 

Establishing IDAs serves another crucial function: it vests control of the $ervice'system in 
the hands of the intended beneflciaries -- it establishes the broadownership critical to an 
effective, transforming development strategy. 1 1 It also thereby integrates the system from 
the bottom. " ' 

• I 	 . 

• 	 'Create a competitive Innovation and Investment Fund to support investment 
programs designed tb generate 'future savings and returns. We are low on the 
learning curve of identifying effective antipoverty development strategies. A modest 
investment fund could encourage more community and state experiments, and accelerate the 
learning. Currently, the; Federal government is requiring that hard-pressed states, 
communities and non-profit groups to front the investment, even though the Federal 
treasury has the most to gain. Investment should be on a competitive basis according to the 
probability and amount:of prospective return. Appropriate evaluation should be required as 
a condition of such investments. ' 

4. Adopt New Forms of Governance No system needs to'learn from and adopt new 
governance systems more th.an-the Federal a~tipoverty system. Thenotions of empowering 

10 Michael Sherraden, Assets and the Poor: A New American We/farePolicy, Armonk, New York: 
M.E. Sharpe, c1991. See AppendixD. 

11 See Doug Ross and Robert Friedman, "The Emerging Third Wave ..... ~ 
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beneficiaries (customers), decentralizing decision-making and encouraging entrepreneurship, 
holding people accountable for results and easing process cqntrols, utilizing competition in 
service delivery, creating new learning and information systems and the like are as necessary 
here as elsewhere. Among the reforms that are needed: 

• 	 Ease the Section 1115 Waiver process to allow more state and community innovation. 

• 	 Create a Return on Investment Budgeting which considers longer' term and a wider array of 
costs and benefits. 

• 	 Encourage a range of evaluation strategies, ratherthan an overwhelming reliance on 
random assignment, control group methodology with its high cost and anti-innovative bias. 

1 

I 

The Best Use of the Next Dollar: Economic, Social and Political· Advantages of 
the Investment in Economic Development " 

Bob Greenstein, and staff leaders on Capitol Hill, like to ask, "Is this the best use of the next (all­
,too-scarce) dollar for combatingpoverty~ 

Certainly, if one looks at the extent of hunger, homelessAess, P9vertyandwant, the immediate 
need seems to be the provision of survival money, gOods and services. . 

But the need for such resources: so outscales the potential funds, that for any variety of reasons, it 
is difficult to imagine more than' incremental and inadequate progress. ' 

And the truth is that of every dollar we spend'on the poor, 90 cents or more goes to income' . 
maintenance, a few cents go to training and placement, and a penny at most goes into economic 
development. ., 

More fundamentally, such help treats the symptoms but not the problem: it does not create jobs or 
enhance the capacity of poor people to earn a living in the mainstream economy. It does not tap, 
build or utilize their talents. It does not offer to remove people from dependence on income 
maintenance over time. It penalizes effort and undermines hope. It subsidizes consumption but 
does not invest in pr:oduction. It shrinks the economic pie, rather than expanding it. 

We would argue that investing in the talents, energies and abilities of poor people is the best use of 
the next dollar of antipoverty spending. Actually, the next billion dollars .. 

As compared to more traditional income maintenance and social service programs, developmental 
antipoverty strategies 9ffer sev~ral advantages.' Among them: . 

• 	 Economic: They are investment strategies in the old-fashioned sense: they are 
premised on their. ability to generate returns tomorrow that significantly exceed their. 
cost today. While they may require up front investmerttbefore returns can begin to 
accrue, and although these are often longer term, deeper investment strategies, they are 
intended to -- and should only be supported to the extent that -- they are likely to 
expand the total value and productivity of the economy in the future. Even the 
prospects of those who can never be expected to support themselves in the mainstream 
economy can gain by removing those who can become economically self-supporting 
from the welfare roles, freeing existing expenditures. , 

• 	 Social: Devdopment strategies require a quid pro quo from the investees in terms of 
co-investment of time, effort, vision and often resources. Moreover, these can be 
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fashioned as universal systems designed to increase opportunities for all Americans. 
These approaches resonate well with the values and opinions of Americans as revealed 
in polls indicating strong support for work and opportunity programs as opposed to 
maintenance and charity approaches. 

• 	 Political: As the bipartisan support at the state and federal levels for the few 
investment approaches thus developed indicates, these strategies spans the political 
spectrum. ' 

Cautions and Criticisms 

To be sure, support for developmental strategies is not universal. Among the criticisms voiced: 
i 
I 

• 	 The interest in such s~ategies as microenterprise and asset-development' is merely 
faddish. -. ­

-. 	 The potential of such strategies is limited to small numbers (and percentages) of welfare 
recipients, and offers ;only l~mited possibility of income gains. 

• 	 This is not the best use of the next dollar when there are so many maintenance and 
survival needs. 

• 	 There is little objective evaluative data to support the efficacy ofsuch approaches. 

• 	 These proposals lure ,unsuspecting people into failure. 

There are many a~swers to such 'cautions -- and many answers are lacking. What seems to be clear 
is that unless there is more expeqmentation and room for such initiatives, we will never generate 
adequate answers. I 

My colleagues and I hope to work with the Working Group in the coming months to refine and 
develop these proposals into workable pieces of the overall strategy. 

I_ 

I 
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DRAFT 

Adding a 

, Federal Antipoverty Development Package 
I '. ,to Welfare Reform " 

A Preliminary Proposal 

The Federal Welfare Refonn Proposal being prepared by the Working Group on Welfare Refonn, 

Family Support and Independence, offers the possibility, for the first time in this century, to add a , 

substantial development component -- one designed to encourage, enable and support low 

income people moving into :the mainstream economy as skilled employees and' 

entrepreneurs. There are many promising models for such an approa~h in existing community, 

stat~ and international efforts. At the Federal level, policy proposals ~mbodying a development 

strategy -- proposals' l~e raisingthepennissible asset' level for retaining AFDC eligibility, a 

national demonstration 'of Indivi~ual Development Accounts, ,and a system of 1000 microenterprise 

programs -- have not only drawn ibip~isan interest, but won' the endorsement of the President. 


Although there are certainly vast unmet needs for food, shelter, clothes and the other necessities of 

life,' we are convinced that the economic, social, and political frontier of efforts to combat poverty 

in this country lies not so much in zero-sum income maintenance and income redistribution (though 

we do not oppose them), as in positive-sum efforts to increase the ability of poor Americans to 

compete with success in the world labor market. The problem with the current system is not that it 

rewards indolence, but that it penalizes effort. We must devote our attention to encouraging and 

enabling low income Americans to move forward as they see fit -- through education, employme'nt, 

self employment -- to build their ~conomic future and ours. '. 


Principles of an Antipoverty Development Strategy 

The proposals outlined below have a number of operating principles in common; they: 
, 

• 	 Understand that individuals seeking their own futures are the driving force of development; as 
a result they recognize and build on the capacities, initiatives and dreams of poor people, 
themselves; placing services in a secondary and supportive role. 

• 	 Seek to create 'opportunity not by redistributing income, but by expanding the productive 
capacity, competitiveness an<iinclu~iveness of the economy .. 

• 	 Seek to invest resources in oider to generate more resources in the future. 

• 	 Recognize that people become poor for different reasons, and will escape poverty through 
different routes at different speeds. There is likely to be no one 50 or 75% solution, but rather 
a series of 5% solutions. ' 

, 
• 	 Recognize that human, family, community and econon:tic development occur together in an 

interacting, uneven, and cumulative process. 
I 

• 	 Are not only a public strategy, but a leveraged, integrated private-public system-focused on 
results. ' 

Elements of a Developmeptal Welfare Reform Strategy' 

We have identified four basic elerrtents of a Federal Antipoverty Development Agenda: 



1. 	 Removing the Penalties for Education, Employment and Self Employment; 
2. 	 Linking with Other F~eral Training, Education, and Economic Development Programs; 
3. 	 Jnvesting in Economic Opportunity and Development for Welfare Recipients; and 
4. 	 Reinventing the Governance of the System. 

These elements could be easily reframed to fit under the themes of the Working Group: They are 
parts of making work pay, of enabling people to get off welfare and stay off. They include job 
creation strategies and are part of a transitional, time-limited support system to allow people to 
work. A full description of the components of a developmentally-oriented welfare reform policy is 
still difficult, but some of its elements are clear. 

1 ~ 	 Remove the Penalties for Education, Work and ~avings~ , Perhaps the most 
pernicious aspect of the current AFDC system is the way it penalizes attempts to move forward 

, through training, education, employment, and self-employment.' Un(iertaking any of those. 
paths forward inherently imposes higher costs, and expose individuals to risks they would 
otherwise not face. This system 'seems to serve no one well: neither AFDC recipients or the 
taxpayers who must support their continued dependency. A full list of the penalties and 
disincentives that should be removed, let alone a detailed description of appropriate changes, is 
beyoI1d the scope of this testimony, but we can cite a nurriber of general recommendations as 
examples: -, 	 . 

• 	 Establish long term economic indepen~ence as a central ,goal of the welfare system. 
:fJ,."'!1o 

:}i: • Raise the $1',000 asset limit for eligibility for AFDC and similar restrictions in -Medicaid 
and Food Stamps, whiCh effectively prevent business creation, saving for,college 

, education, home purchase or even simply a cushion against emergencies, illnesses and 
;") , accidents. 

.~y • 	 Raise .the asset limitation for the value of a automobile to a level capable of covering a 
reliable vehicle (certainly above the current $1,5(0) and adopt uniform treatment among 
different programs (e.g. Food Stamps and AFDC). 

. . 
• 	 Remove penalties for employment and earnings including reducing the 100%,effective tax 

rate on earnings after four months. The effective tax rate (benefit reduction ratio) should be 
no more than the tax rate facing the wealthiest Americans, and p~ferably should be no 

, more than the tax rate on earned income at the same level. ' 

• Limit grant reduction for business income to net profits taken out of the business. See 
H.R. 455 for specific language. 

• 	 Extend the duration of child care' benefits to a more realistic transition period. 

• 	 Cap the amount of income that must be paid for subsidized" housing. 

• 	 Eliminate the lOO-hour rule for Unemployed Parents. 

• 	 Eliminate the lOO-hour rule and ~ase the treatment of step-parents income. 

Link with Other Federal Training, Employment and Economic Development 
Strategies. As many have suggested, the ultimate answer to welfare lies beyond the welfare 
system. Any reform of the existing current pieces of the system cannot become the whole of a 
development strategy. All the more reason why a welfare reform should seek to remove the 
barriers to participation in other Federal (and non-Federal) training, education, employment and 
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economic development programs by AFDC recipients and other low income people. This 
linkage strategy minimizes the need for new funds while allowing low income people to gain 
some of the benefits of those:initiatives. There is a particular advantage into tapping into 
Federal initiatives that createjobs, some of which might be filled by welfare recipients. We 
fear that public employment programs for welfare recipients .fall too easily into the trap of 
seeming to be make-work (based as they are on a job creation purpose), and will never lead, to 
unsubsidized private sector employment. Among the linkages that might be established: 

, '."'." 	 .. 

• 	 Establish clear links for welfare recipients to new apprenticeship, training and school-to­
work transition programs. ' , 

• 	 Enable and encourage microenterprise programs supported bySBA Microloan, JTPA, 
CDBG and Department of Agriculture Rural Development to serve interested welfare 
recipients. 

• 	 Tap into Federal community economic, buSiness and housing development programs to 
support community-based development initiatives that serve low income. 

• 	 Utilize the National Service program and EmpOwerment Zone programs. 

• 	 Increase the flexibility for states and communities to devise their own economic 

independence/development strategies. 


3. 	Make' the Federal Goverhment a Partner:in In'vestment, .Innovation and 
Independence. While we have spent on the poor, we have rarely invested in them. Most 
Federal programs to help the 'poor are income maintenance or social service programs, while 
most Federal investment programs are notdirected to the poor at all. It is time to begin at least 
experimenting with direct Federal investment in the ability of the poor to move forward. Here 
we use investment in the old :fashioned sense: the appropriation of $X today in order to 
generate $X+ tomorrow by engaging the skills, vision, and energy of people and groups. In 
this line, the Working Group should consider: 

• 	 Authorize the national demonstration of Individual Development Accounts' 
that, President Clintonl endorsed during the campaign. Some Americans will 
escape poverty the same way we all achieve wealth -- through asset development. Michael 
Sherraden has proposed a Homestead Act for the 21st Century: the Individual 
Development Account (IDA). 1 Modeled on 'the Individual Retirement Account, the IDA 
would be available and tax-sheltered for all Americans, with the public co-investing with 
the poor on 'a sliding scale, to insure that (unlike IRAs and most US asset policy) the poor 
are not excluded from its:benefits. All Americans would be able to save, say $1,000 per 
year tax-sheltered; with the government matching the investments of the poor on a sliding 
scale. The accounts could be tapped for any of a set of permissible, productive 
investments: college education, training, first home, business capitalization .. 

Although it is too early to set up a national system of IDAs, it is not too early to beginto 
experiment with them (as some comm~nities and states are already doing). One approach 
is suggeste!i in H.R. 456, but many other variations are possible. ' 

. -! 	 ' ~ 

• 	 Create a competitive ;Innovation arid Investment Fund to support in'vestment 
programs. ' We are low on the learning curve of identifying effective antipoverty 

. ' , 

1 Michael Sherraden. Assets and the Poor: A New American Welfare Policy, Armonk. New York: 
M.E. Sharpe, c1991. See Appendix D~ 
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<,levelopment strategies. A modest investm~ntfund could encourage more community, 
state, and foundation experiments, and accelerate the learning. Currently, the Federal 
government is requiring that hard-pressed states, communities and non-profit groups to 
front the investment, even though the Federal·treasury has the most to gain. Investment 
should be on a competitive basis according to the probability and amount of prospective 
return. Appropriate eval.uation should be required as a condition of such investments. 

4. 	Adopt New Forms of Governance No system needs to learn from and adopt new 
,governance systems more. than the Fed~ral antipoverty system. The notions of empowering 
beneficiaries (customers), decentralizing decision-making and encouraging entrepreneurship, 
holding people accountable for results and easing process controls, utilizing cOIT.lpetition in . 
service delivery, creating new learning and information syst~ms and the like are as necessary 
here as elsewhere. Among the reforms that are needed: 

• 	 Ease the Section 1115 Waiver process to allow more state and community 

innovation. 


• 	 Create a Return on Investment Budgeting System which considers a longer term 
and a wider array of costs and benefits. As long as we emphasize near term cost~ and 
benefits, or only those returns that accrue to agency budgets, the real economics of 
investments made and forgone will remainun~er appreciated: 

• 	 Encourage a continual earning system· with a range of evaluation/learning 
strategies, rather than an overwhelming reliance on random assignment, control.group 
methodology with its high cost and anti-irinovative bias. We need better fel?dback loops 

'4";. and outcome tracking in order to learn better and morecontinually from reform initiatives. 

Use new management practices that can maximize state and local creativity while 
holding agencies accountable· for results and protections, and harnesses the potential 
contribu~ons of non-profj.t, community organizations. 

Costs and Benefits 

We'believe that the retur~s of the above investments will ex~eed their initial cost. But the' 
Congressional Budget Offic~, reluctant as it is to project behavior changes In the absence of 
demonstrable proof, is unlikely to see it that way. Thus, while "We work on developing better 
Return on Investment data, we would propose budgeting an investment budget of $1 billion or 
20% of the Reform Package budget (whichever is more) to fund the above initiatives, and consider 
limiting Federal tax-based subsidies for asset acquisition ,by the non-poor, to cover this investment 
(e.g. limit the Home Mortgage Deduction to a single house, or limit the pension exclusion). 

We further believe that only a development approach yields the kind of economic, social and 

political dividends capable of moVing a broader reform initiative. That is, only by creating 

additional paths our of poverty can we expect ,to be able to shrink the group dependent on federal 

support, and generate additional maintenance resources. 


We would be tht? first to admit that the array of effective development strategies is not yet adequate, 
to provide the quantity and quality of jobs or paths to them that are necessary. But Federal policy 
does not yet even support the development strategies we understand. And, unless the Federal 
government becomes an active partner with innovative communities and states, we will never 
devise an adequate strategy. 

Page 4 


