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EXECUTIVE SUMMARY

" The strongest labor market in a generation has resulied in particularly large gains among
low-wage and disadvantaged workers. From 1979 1o 1993, the real wages of low-wage
waorkers fell sharply. Recently, however, low-wage workers have experienced large
increases in real wages: For low-wage men, wages are up since 1996 by 5.7 percent after
inflation. And for low-wage women, real wages have risen 6.1 percent.

These strong wage gains have been accompanied by a steep decline in unemployment for
low-skilled workers, In 1993, [ 1.1 percent of workers without a high school degree were
© unemployed; today that rate has fallen to 7.2 percent. Among high schoel graduates (with
no codlege}, the rate has fallen from 6.6 10 3.9 percent. Low-wage workers are thus
gaining both by working more and by earning more for every hour that they work,

The effects of a strong economy have been reinforced by successiul policies designed to
make work pay. Expansions in the Earned Income Tax Credit (EITC) since 1993 are
supplementing the incomes of low-wage working parents. The EITC is one of our most
successful programs for fighting poverty and encouraging work:

Lifts more than 4 million Americans out of poverty, The EITC lifted 4.3 miltion
Americans out of poverty in 1997 -- more than double the number in 1993,

- Rramatically reduces child poverty. In 1997, the EITC reduced the number of children
living in poverty by 2.2 million. This report finds that over haif of the decline in child

poverty between 1993 and 1997 can be explained by changes in taxes, most importtantly
the EITC,

Encourages work among single woimen with chuldren. In 1992, 73.7 peccent of single

women with children were (n the labor force. In 1997, 84.2 percent of such women were
in the Inbor force. The percentage of single women with children who seceived welfare
and did not work has been cut by more than half -~ from 193 percent 1 1992 10 8.3
percent i 1997, Research studies suggest that the increase in labor force participation
among single mothers is strongly linked to the expansion in the EfTC.

Increases in the minimum wage have been important in raising the earnings of low-wage
workers. Empirical research suggests that recent minimum wage increases have had hittle
or no adverse effect on employment.

The combined effects of the minimum wage and the EITC have dramatically increased
the returns to work for families with children. Between 1993 and 1997, families with one
child and one earner who worked full-time at the minimum wage (ie., $4.72 in 1993 and
$5.15 in 1997, in 1997 dollars) experienced a 14 percent -- $1,402 -- increase in their
income, after inflation, just because of these two policies alone. Similar farqilies with
two children experienced a 27 percent - 32,761 -- mcrease in their income,



GOOD NEWS FOR LOW INCOME FAMILIES: ,
EXPANSIONS IN THE EARNED INCOME TAX CREDIT AND THE MINIMUM WAGE

1. The Labor Market Continues to Performata iiecoré Pace

American workers are cucrently benefiting from the strongest labor market n g
generation. Employment is at an all-time high, with 132 million Americans it work in
November 1998, up from 119 mitlion in January of 1993, Only 4.4 percent of the labor force is
unemployed, having fallen by 2.9 percentage points since this Administration took office; the
unemployment rate is now af i3 lowest fevel since 1969. Moreover, wages of workers are up
sharply in the past several years, with a gain in median wages (after inflation) of 4.4 percent from
1996 through August of this year. As this report indicates, these gains are particularly strong
aroong low-wage and disadvantaged workers, following more than a decade of labor market
losses. Administration policies have been irnportant in helping those at the botiom end of the
labor markel begin to catch up and share i the overall economic growth of the 1990s,

2, Low-Wage and Disadvantaged Weorkers are Making Particularly Large Gains

Low-wage and disadvantaged workers have esperienced substantial gains in wages and
smplovment, The real wages of low-wage male workers have shown large increases in the past
few years, in contrast (o the period from 1979 to 1993, when they declined by 14.7 percent. {We
define low-wage as those workers at the bottom decile of the wage distribution,) Among low-
wage women, the decline was 5.8 percent over this period. Charnts | and 2 show recent
significant improvements in real wages among all workers, but with particularly large gains
among the lowest paid. Since 1996, men in the bottom decile have increased their earnings by
5.7 percent after inflation (Chart 1), while women have gained 6.1 percent (Chart 2).

At the same time, unempioyment rates ameong the least skifled have plummeted, When
this Administration took office in 1993, 11,1 percent of workers without a high school degree
were unemployed; today that rate has fallen to 7.2 percent. Among high school graduates {with
ne cotlege), the rate has fallen from 6.6 w0 3.9 percent. Hence, low-wage workers are working
more and carming more for every hour that they work.
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One group in particular — single mothers -- has also experienced significant increases in
labor.force participation during this time period. Labor force participation rates among single
rnothers began to climb in 1993 after remaining essentially unchanged at 74 percent since 1984,
By 1997, 84 percent of single mothers were in the labor force, 2 marked change for o group that
has traditionally had extremely high rates of poverty and welfare usage.

3. Administration Policies Have Played a Key Role in These Gains

The strong overall economy has been an mportant factor in increasing the wages and
employment of less-skilled workers. Typically, employmert among workers with less education
is more sensitive to changes in the economy, with larger gains in recoveries and larger losses in
downturns. This Administration has worked hard to maintain an environment in which
econamic growth can flourish and American businesses can compete fairly, both at home and
abroad. However, the strong economy is not the only reason for these gains among less skilled
workers. Administration policies to “muke work pay” by expanding the Earned Income Tax
Credit and raising the minimmum wage have also been important,

3.1 Expanding the Earned Income Tax Credi(

Description of the EITC

The goals of the Earned Income Tax Credit (EITC) are to make work pay, to help ensure
that working parents do not have to raise their children in povesty, and to offset the total tax
burden of low and moderate income working families. As a result, the BITC eases the transition
from welfare to work. To achieve these goals, the EITC consists of 2 refundable tax credit for
working families with low incomes that offsets a family’s total tax burden, Because the credit is
refundable, individuals can receive the full amount 1o which they are entitled ¢ven if the amount
exceeds the individual income taxes they owe, About 80 percent of EITC payments offset
individual income, social security, and other Pederal taxes borne by families recelving the credit

Only families that work are eligible for the tax credit, and the amount of the credit
depends on a family's labor market earnings.  In 1998, for every dollar 2 low-income worker
earns up to an established limit, as much as 40 cents is added to compensation in the form of a
tax credit. In particular, the amount of the credit rises with eamings up te a maximum credit of
$2,271 for a family with one child and 83,756 for a family with twa or more children, The credit
is flat for a range of earnings and then is phased out.



The EITC was significantly expanded in
Chaa 3: The Eamed Incoms Tax Creditin 1983 and 19988 the Omnibus Bucdget Reconcilintion Acts {OBRA)
0% of 1950 and 1993, As a consequence of these
o expansions, the EITC aow provides a greater
incentive for labor force participation thao in
/ 1993, In 1993, very low-mcome parents receive
an additional 19 to 20 cents for each additional
/ dollar earned. In 1998, a very low incowme pacent
. with ane child will receive 34 cents for additional
earnings; if he or she has two children, the EITC
will add 40 cents to their take-home pay (Chart 3}
& SLO0 10000 15500 20O 33‘_:;)% 39',;330 OBRA 1993 Significanlly increased the
Earnings gredit for famnilies with two or more children. The
o Crafiamist fopcisais o dandly b s e ke maximum credit was increased by over $1,500
{1998 dollars), while eligibility for the credit was
extended to families with incomes up to $30,030 (or about $3,600 above the prior law level). In
addition, the 1993 expansion helped lower taxes for 15 million working families in 1956,

About 19.7 million workers are expected to olaim the EITC in tax year {998, receiving an
average credit of $1,547. About 16.5 million of these claims will be for workers Iiving with
children, who will receive an average credit of $1,807.

The EITC is 3 non-bureaucratic way to reward work effort. There are no middliemen
service providers, no long lines at government offices, and there is no need to take time off from
work to apply for the credit, Working families apply directly o the Internal Revenue Service for
the EITC and generally receive the credit as part of their tax refund.
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Participation in the EITC

While the ETTC offers a substantial incentive to work and move out of poverty, the credit
is effective if’ low-income families apply forit. A relatively high fraction of families eligible for
the EITC -- §1 to 86 percent in 1990 - have claimed the credit.' The participation rate has been
substantially higher than those for other antipoverty programs, including AFDC (62 1o 72 percent
in 1986/87), and Food Stamps (54 to 66 percent in 1986/87)7

Scholz, 1.K. {1994}, *The Earned Income Tax Credit: Participation, Compliance, and
Antipoverty Effectiveness.” National Tax Journal, 39-81.

*Blank, R. and P. Ruggles (1996). “When Do Women Use AFDC and Food Stamps? The
Dynamics of Eligibility vs, Parucipation.” Journal of Human Resources, 57-89.



The EITC has reduced poverty Chart & Number of Paopla Removed from Poverty
The EITC is targeted to families living in by the EITC

poverty with the goal of lifting their income above ~ °
the poverty line. As shown in Chart 4, the latest a2 el
estimate from the Census Bureau shows that the 4 37
EITC removed 4.3 million persons from poverty in E as
1997, which is more than double the number who  &°
were removed from poverty in 1993. ® 21
Over half of the people removed from § 2r
poverty by the EITC (2.2 million) were children =
under the age of 18, and 1.8 million were living in '
families headed by unmarried women. Updating
analyses reported in the 1998 Economic Report of ' 1903 1904 1985 1996 1397

the President, it is found that over half of the

decline in child poverty between 1993 and 1997 can be explained by changes in taxes, most
importantly the EITC (Table 1). In addition, the EITC removed about 1.1 million African-
Americans and nearly 1.2 million persons of Hispanic origin from poverty in 1997, It is clear
that the EITC has become a major weapon in our fight against poverty.

The EITC has increased the labor force participation of single mothers

Between 1993 and 1997, the real value of the maximum EITC payment increased by 38
percent for single mothers with one child and by 116 percent for single mothers with two or more
children.” These increases coincided with the period when the proportion of single mothers in the
labor force increased dramatically, from 73.7 percent in 1992 to 84.2 percent in 1997.

In contrast, the labor force participation of single women without children -- who became
eligible for a very small credit in 1994 if their earnings were very low -- did not change over this
period {Chart 5). As Chart 6 indicates, the difference in the labor force participation rates of
single women with and without children has closely tracked the growth in maximum EITC
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benefits.*

One recent study concluded that as much as 60 percent of the increase in employment of
single mothers since 1984 was attributable to expansions in the EITC.? For the period between
1992 and 1996, the EITC explains 33 percent of the increase in annual employment. A second
study examined the 1986 EITC expansion, which was more modest than the 1993 expansion, and
found that it significantly increased labor force participation among single mothers, especially for
less educated women.® Yet another study found that the EITC could result in an increase in labor
supply of 19.9 million hours in 1996 relative to 1993 law and induce 516,000 families to move
from welfare into the workforce.”

EITC benefits for married couples are based on the combined earnings of both husband
and wife. Hence, married couples are more likely than single parent families to fall in the range
of earnings where the EITC is being phased out. This has caused some researchers to predict that
the EITC might cause a decrease in hours of work among married couples. However, the limited
available evidence suggests that the expansions in 1986, 1990, and 1993 had modest disincentive
effects of 1.2 percentage points on labor force participation of wives, and they actually had a
small positive effect on married men (of 0.2 percentage points).®

How is the extra income from the EITC being used?

Most families receive their EITC dollars at tax payment time, in the form of a larger
refund. A recent study interviewed low-income workers who had gone to a volunteer tax
preparation office in Chicago for assistance with their tax return. The study asked the workers
what they planned to do with the EITC they were expecting to receive and found that 61 percent
planned to use at least some of their refund for investment purposes, such as to pay for education
{9 percent), repair, buy, or finance a car (10 percent}, or to pay for a move-(5 percent). Twenty-

“‘Liebman, J.B. (1998). “The Impact of the Earned Income Tax Credit on Incentives and
Income Distribution.” Tax Policy and the Economy, 12, 83-119,

5Mcy'f:r, B., and D.T. Rosenbaum (1998). “Welfare, the Earned Income Tax Credit, and
the Employment of Single Mothers.” Department of Economics, Northwestern University.

SEissa, N. and J.B. Liebman (1996). “Labor Supply Response to the Earned Income Tax .
Credit.” Quarterly Journal of Economics, 111(2}. 605-637.

"Dickert, S., S. Houser, and J.K. Scholz (1995). “The Eamed Income Tax Credit and
Transfer Programs: A Study of Labor Market and Program Participation.” Tax Policy and the
Economy, 9, 1-50.

*Eissa, N. and H.W. Hoynes (1998). “The Earned Income Tax Credit and the Labor
Supply of Married Coupies.” Department of Economics, University of California, Berkeley.



eight percent said they were saving at least some of the EITC for future use.”

32 fﬁcrcasing the Minimum Wage

The Administration has fought for Chan ¥: The Fieal Valoe of tre Minimum Wags
increases in the minimum wage, and on Qctober 1, 700
1996 the rate was raised from 34,2510 34.75. The
rate was increased again to $5.15 on September 1, 8597
1897, Prior 1o these increases, it had been five .00 - \\
years since the minimum wage was last raised, and )
its real value had decreased by 15 percent {Chart

73

As shown in Chants | and 2, the wages of 6 1
low-wage workers increased substantially since
1996, and the recent minlmum wage increases are
likely to explain much of this rise. It bas been 400 2 , , : _— 2
estimated that almost 10 million workers benefited 1979 o2 1985 198R Ay veBd 1aev
from the recent minimum wage hikes."

Most of the workers benefiting from the wage increases are adults from lower income
families, and their wages are a major source of their family’s earnings. Among workers who
were earning between $4.25 and $5.15 just prior to the minimum wage increases, 71 percent
were adults (20 or older), 58 percent were women, and one-third were hlack or Hispanic workers. -
Almost half of the affected workers (46 percent) worked full-time, and most of the low-wage
warkers were in low-income households. That is, over half of the benefits from the minimum
wage increases were received by houscholds in the bottom 40 percent of the income distribution.
And in 1997, the earnings of the average minimum wage worker accounted for 34 percent of
their family’s total earnings.

One of the potential side effects of increasing the minimum wage is a reduction in
employment. That is, with labor more expensive, some firms may hire fewer workers. Many
empirical studies have examined this issue, and the weight of the evidence suggests that modest
increases in the minimum wage have had very little or no effect on employment. In fact, a recent
study of the 1996-97 wage increases used several different methods and found that the
employment effects were statistically insignificant. Moreover, the unemployment rates of
African-American teens and high school dropouts, who are two groups of workers most likely to
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*Smeeding, T., K. Ross, M. O'Connor, and M. Simon {1998). “The Economic Impact of
the Earned Income Tax Credit (EITC).” Center for Policy Research, Maxwell School of Public
Policy, Syracuse University.

"This finding, and the subsequent two paragraphs are based on: Bernstein, 1., and J.
Schmitt (1998). Making Wark Pay: The Impact of the 1996-87 Minimuon Wage Increqse,
Economic Policy Institute, Washington, D.C.



be affected by the wage hike, are lower today than they were just prior to the increases.

4. Tile Combined Effects of EITC and Minimum Wage Expansions

Increases in the minimum wage and expansions in the EITC reinforce each other. Among
low-wage workers, these changes have produced substantial increases in income. Table 2
demonstrates the combined effect of the two policies (after inflation), comparing 1993 and 1997
(as if the minimum wage was in effect the full year). During this period the minimum wage rose
by 9 percent, while the maximum EITC credit rose by 38 percent for one-child families (116 -
percent for two-child families). For families with one earner working full-time at the minimum
wage, their combined earnings-plus-tax refund would have risen 14 percent if they had one child
(27 percent if they had two or more children). This is a significant gain in real purchasing power
among these parents.

As the bottom of Table 2 demonstrates, full-time work at the minimum wage no longer
leaves families below the poverty line. As a result of these policy changes, one and two-child
families with a single full-time minimum wage worker now earn enough to escape poverty.

5. Conclusion

The past several years have been very good ones for less-skilled workers in the labor
market. Wages are up and unemployment is down. Among single mothers, many more are
participating in the labor market, while welfare caseloads have declined steeply. The research
evidence indicates that these gains partially reflect the strong economy, but that the gains have
been reinforced by Administration policies that have increased the financial rewards for low-
wage and less skilled persons to work.

Providing the economic incentives to work are an important legacy of this
Administration. These gains mesh well with other goals this Administration has pursued, such as
adequate child care for the children of working mothers and available training for those workers
who want to increase their skills and work opportunities. In the long run, a healthy strong
economy must rely on a trained and hard-working labor force, with opportunities for both the
more and less educated. There has been real progress toward this goal in recent years.



Table 1. Factors Accounting for Changes in Child Poverty

1979-97 197589  1989-93 {993.97

Changes to official poverty rate attributable to

changes in:
Family structure 1% 1.2% 0.8% 0.3%
Earnings and other before-tax-and-after income 14% Li% 3.5% -3.6%
Cash social insurance and welfare payments 0.3% 1.0% -1 1% 1.5%
Total change in official poverty measure 38% 3.2% 3.1% -2.8%

€hange in extended poverty rate attributable to

changes in:
Means-tested food and housing transfers 0.4% 0.4% -0.3% 0.4%
Taxes -2.3% 0.3% 0.0% ~2.6%

Total change in extended poverty rate 1.9% 4.0% 2.9% -5.0%




Table 2. The Effects of Changing Minimum Wage and EITC on Eamings of Single Parents
{All numbers in §1997) .

1593 1597 Percent Change
Program Parametecs
Mintmum wage $4.72 $5.15 8
Maxtmum EITC
One-child family $1.602 $2.210 38
Two-child family $1,689 33,656 16
Earnings minus
taxes*
One-child family 5103240 $11,722 14
Two-child family 210,407 $13,188 27
Ratio of earnings
minus taxes to
One-child family 0.93 1.06
Two-child family 6.80 1.02

* Assumes one earner works full-timeffali-vear (2000 hours) at misimum wage. Taxes include
income taxes (including the EITC) and employee share of soclal security taxes.



Latest Jobs Report Indicates That the Current E xpdnsx{m Has
Achieved Record Length

A Report by the
Council of Economic Advisers
lanuary 8, 1999

) With today’s strong jobs report, the CEA believes that i}membc; will be mngp u;z s {‘1{: 03rd
month of the current economic expansion, muking 1t 1he longast DEACCIIBE ex;

1943
+

» The longest previous peacetime expansion ran 92 months, from December 1982 w July
1990,

» When wartime expansions are inciuded, the current expansion is the second longest on
record; the expunsion from March 1961 1o December 1969 lusted 106 months (Chart 1),

Chart 1 Duration of Business Cycles since 1855
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The Duting of Business Cycles

The consensus of private {i orecaslers sees the cxpansmn cominuing in 1999, but 11§ precise

» The dating of business cycles is not an official U.8. government funciion. Insicad, once
i1 has become clear that the economy has reversed direction, the Business Cwele Dating
Committee of the National Bureaw of Economic Rescarch (NBER) meets (0 delermine
the turning point for histerical and statistical purposes. For example, the July 1990
business cycle peak was announced April 25, 1991 and the March 1991 wough was
announced Decermber 22, 1992,

o A popular recession indicator is two consecutive quarters of decling in roal GDRP, but the
NBER docs not use this approach. Rather, 2 recession is a rocurring periad of decline in
total outpus, tncome, employment, and irade, usually Jasiing from O months 10 a year,

The Policy Framework

f'«‘-‘z:z:csré}zzg, to NBER dating, the ‘,commy was oul of the 1890-91 recession when President
Clinton 1ok office.

= Bug s wes ; . In fact, the unemployment
rule rose 4 fali point to 7.8 percent between the March 199! trough and Jung 1992,

s And, of course

- The President put in place an economic strategy grounded in deficit reduction, investment,
and opening markets abroad. :

» In contrast to the previous two long expansions, which were murked by tux cuts and a
sumu&auvc fiscat polx;,y the ?reméem $ g}r@gz‘m was bamd on the zz%z‘z:x i}mz m@mmg,m;

m...mmm

s This policy of fiscal discipling, together with sn &;}pmpmai{:iy ;z&f}mm(}daz ive monetary
pz‘z zcy &y the Federal Rcz,crvc ‘;}rodzzceé 2 f ats ¢ DG




© per vezr singg 1993, cven zéwzza%z the trade dcflc I %‘za:s mdﬁned t.mmalu_ali\; as the strong
U.S. econemy has wz‘ziznund o afract imports while siower growth abroad has reduced
. demand for U8, exports.

i

Achieving the Employment Act's Objectives

The Emp]oymcm Acl of IQ46 cswbﬁsbed a p{} iay fmmzzwc}z‘k in which the PFederdd
promote balkzmed nd zz{}n«m%tmary cconomic gmw{h gzrzé foster low unemployment.
The three longest expansions of the gmsz century—including the current one—have occurred
since the A;,I was passed.

Judged by the Qﬁjcm%ws of stabilization policy {inflation and unemployment), the current

economic expansion is ong of the most success{ul in the Naton’s history.

{}ﬂccmscr {54 2 ;}izz‘mm of thoz’kwi‘ ;zgv pﬁ;}uialmz‘f) and Dn]y 4.3 pcrcem of the
tabor force unemploved.

- Demographic change and other factors have altered the relationship between the
unerrployment rate and the risk of inflation over time, and the wnemployment raie
has not come down qultc 50 low in 1hxs expansmn as 3 dld n e he 9608 (Chm 2}

o [nflation. Three-quarters of the way through the eighth year of expansion, inflauen (baoth
gorg and wotaby vemaing fame even though the uneployment rate has been very low for
almost 2 years,

- This situation stands in marked contyast 1o the sharply rising inflation experienced
al the end of the 1960s expansion and the milder price acceleration seen al the end
of the 1980s expansion (Chart 3}
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Chart 2: The Unemployment Rate in Three Long Expansions
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Chart 3: Core CPI Inflation in Three Long Expansions
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- This good inflation performance has been aided by favorable conditions such as the
continumng sharp decline in computer prices, a drop in oil prices, rapid growth of
industrial capacity, and downward pressure on traded goods prices due 1o weakness

in the world cconomy.

¢ A very low misery index. The combination of Jow inflation and low unemplovment in
1 are] M e W " i i " W H i v i

the late 1960s (Chart 4). This time, however, inflation is tame rather than rising.

Chart 4: The Misery Index in Three Long Expansions
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Sustained productivity growth over the course of this expunsion has been an important

contributor to growth.

e  With slower growth in the working-age population and lower trend productivity growth
since the early 1970s, aggregate GDP could not have grown as fast as it did in the 1960s.

¢ Productivity growth-—which is what matiers for real wages and a rising standard of living
over the longer term~—has continued to be relatively strong well into this expansion
(rather than exhibiting the decline that often cccurs late in expansions, Chart 5).
However, the rate of productivity growth over this expansion remains well below that

achieved prior to the productivity slowdown of the carly 1970s.



Chart 3: Nonfarm Produciivity in Three Long Expansions
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An Investment-Led Recovery

The deficit reduction strategy underlying the current expansion has paid off in higher private
invesiment.

. As the lzuﬁest COmponcm of GD’P CQﬂSﬁI‘?‘%;}%iQﬁ was the | 3z~gmz czzmmimwr 1o gmwti‘a in

s Business investment, especially in producers” durable equipment, bas grown particularly
rapidly on a sustained basis over this expansion (Chart 7)

‘s Net exports have subtracted from growth in this expansion,  In contrast 1o the current
sccount deficits of the 1980s, however, when both national saving and domestic
investment were falling as a share of GDP over much of the peniad, the current account
deficits of the 1990s reflect generally rising net national invesiment thai is greater than
generally rising net nutional saving. .

e Federz government spending has provided no stimulus in this expansion. The small
coniribution of government has been due 1o state and local government spending.



Chart 6: Contributions to Growth in Three Long Expansions
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Benefits of a Strong Labor Market

American workers, including groups that had fallen behind aver the past two decades or so,
have heen magor beneficiaries of the sustained tught labor market this expansion has
produced. ’

With strong increases in the past 210 3
of 1his. capansion than they did in th

Chart 8 The Real i%’age in Two Long Expansions
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¢ Real hourly eamings of production and n@n:supcrvisoz‘y workers rose by 5.4 percent
between January 1993 and November 1998.

s The widely documented Jong-term slide in the real wages of men (a drop of §1.4 percent’
i the median beoween 1979 and 1996) has been checked by increases of 1.7 percent in
1997 and 2.3 percent in the first [0 months of 1998, according to CEA calculations for
full- and part-time workers, aged (6 and over.

* Real hourly wages in the two lowest-paid tenths of the distribution for male workers aged
16 and older have increased by 5 to 6 percent since 1993, The increases for women were
significant as well, with wages in the second tenth of the distribution increasing by 4

~ percent since 1983, -



More peeple are finding work than ever before and they are linding it faster than they would
in a less strong labor murket.

- The average length of unemployment among workers searching for a job declined to 14.1

weeks in if}cce*z*zbcr 998, Howus 188 weeks in 1994, the earliest year with compal able
daia.

Almost three-quarters of those whe were unemployed in December had been unemployed
for less than 15 weeks, only 13,7 pereent were looking for work for more than 27 weeks.

Recent analyses suggest that the cmplovment relationship is sitong.

The strong labor market has also generated ga

L 4

Job displucement, Job losses due (o tayoifs, plant closures, and the like have declined
substantially since the 1993-95 peried, snd among thase who have been displsced, the
share that have found new work has increased. These reemploved workers sull typically
cam less on the new job than ut the job they tost, but these wuge losses are the smalicst
on record. :
Job ienure. The popular assertion that secure lifetime jobs have disappeared is
averstated. In 1996, s substantial 27 percent of male workers aged 45-64 had fong-term
jabs (20 or mare years with the same cmplover), even though this fraction had fallen by,
7 perceniage points between 1979 and 1996, Moreover, the fraction of similarly aged

- women holding long-term jobs actaally increased during this period,

Biseouraged workers. The number of workers who are not employed and who have not
looked for work in the past 4 weeks because they did not think they could find » job has
shrunk by one-third since 1994, the carliest year for which comparshie data are available.

-n'\-'i M ¥ 4 s g

Median real wages of blucks and Hispanics bave risen rapidly in the past 2 yeurs (based
on CEA culculavions for full- and part-time workers oged 16 and over). The inflation-
adjusted increase between 1996 and the first 10 months of 1998 was 5.8 percent for black
men, 4.0 percent for Hispuanic men, 6.2 percent for black women, and 2.6 percent for
Hispunic women. Furthermaore, the black and Hispanic unemployment rates for 1998 are
at historic lows—38.9 percent for blacks and 7.2 percent for Hispanics.

Welfare reform, the expansion of the Eamed Income Tax Credit, and the strong economy
have caused the Jubor Joree participation among single women with children to increase,
to unprecedented levels,



¢ Employment among male high school dropouts, immigrants, and blacks and Hispanics
has increased.

e High-school dropouts have expericnced a much larger relative increase in their
employment rate since 1993 than those with more education, due to increased labor force
participation among dropouts and decreasced uncmployment among those dropouts who
are in the labor force. ' '

Conclusion

The economic policies of the past 6 years have nurtured and sustained what is now the
longest peacetime expansion in the Nation’s history. More Americans are working than ever
before, the unemployment rate is the lowest it has been in a generation, and inflation remains
tame. In addition, disadvantaged groups that have been left behind in the past are beginning
to experience the benefits of a sustained tight labor market. Turmoil in world financial
markets and a slowdown in world growth have tested the strength of this expansion, but the
economy remains fundamentally strong. Moreover, evidence suggests that expansions do
not die of old age. If we continue to pursue sound policies and enjoy good fortune, we can
reasonably look forward to achieving the longest expansion ever in February 2000.

10



-

PROGRESS REPORT:
GROWTH AND COMPETITION IN
U.S. TELECOMMUNICATIONS

1993-1998

February §, 1999

The Council of Economic Advisers



EXECUTIVE SUMMARY

Since 1993 the U.S. telecommunications industry has prospered. Telecommunications,

markets in the United States have continued 10 open and firms have competed to meet new
consumer demands, to build the infrastructure to support the growing information mdustry

spurred by the Internet, and to provide the foundation for future innovations in comrunications.

The benefits for the U.S. economy have been substantial: |

. The telecommunications sector has created hundreds of thousands of new jobs since -
1993, The telephane services and ‘equipment sectors, jong areas of declining employment- -

as technology increased produetivity, are directly responsible for the net creation of
approximately 200,000 new jobs in the past § years.

- Hundreds of new firms have entered all sectors of the industry, with the number of
publicly held telecommunications companies alone nearly doubling in the past 5 years,
New competitors have been responsible for much of the growth in the local, long-
distance, wireless, and equipment sectors.

New and incumbent firms have collectively invested tens of biltions of dollars in
facilities, services, and research and development, leading to increased network capacity,
. deployment of new technolgy, and rolt-out of advanced commurmications services.

Output of services has increased and prices have declined industry-wide.

This progress has been supporied by the Administration’s long-standing commitment to

make competition and regulatory {lexibility the fundamental principles on which U.S.
telecommunications policy is based. In 1993, when Vice President Gore anmounced those
principles in the Administration’s National Information Infrastoucture agenda, there were

predictions that the approach would lead to substantial industry growth. The above results bear

those predictions out’

¥

The benefits of a policy approach geared towards opening markets and promoting

" competition can be seen sector-by-sector in the telecomnmunications industry:

iistance tele rvjges: Growing campe‘titi{m in long-distance services has
erodc{i &”Z‘&’f’s market s%;&m from its former monopoly level (o about 50 percent, 'With
this competition has come increasing availability of low-cost calling plans for a broad
range of consumers. As a resull, average revenue per minute ¢arned by carners has been
declining steadily for several years and long-distance usage has increased substantally.
Consurrers will likely reap further benefits as competifion grows in the long-distance
" market under the Telecommunications Act of 1996, '

Local telephone gervices: Many new carriers have entered the wireline local services


http:benefi.ts

markel since the 1996 Act, providing both switched voice and high-speed data services to
customers. To date they have created more than 50,800 new jobs and attracted over 30
billion dollars worth of capital investment, not counting debt or private vepture financing.
Recent entrants, including resellers, have so far captured between 2 and 3 percent of the
tocal services market measured by lines and about 5 percent of the market measured by
revenues. The competitive emphasis to date has been on business rather than residential
customers, due partly to underlying cconomic and regulatory factors.- As competitors
establish their businesses and expand their networks, and now that the Supreme Court has

- affirmed the FCC's broad authority to implement the 1996 AcUs market-opening
provisions, local competition for residential customers is likely to increase.

: Increased capacity and competition have led to fast growth

t‘:zi' wzreless Services: over 60 million Americans now subscribe to mobile service; four
times the number in 1993, Median prices per minute bave fallen, depending on usage
levels, between 30 and 40 percent for residential ugers and as much as 50 percent for
business users. Wireless carriers directly created more than 100,000 new jobs from 1993
through 1998, Wireless service revenues have grown an average 24 percent annually
since 1993, to 330 bzlhon Capital investment by the industry has reached a cumulative
£30 billion.

: The telecommunications equipment indusiry in the

U,E» has gwwn suhstamzaiiy Tatal revenues in 1998 are estimated at $120 bzlﬁon,
three-fold increase since 1993, A growing proportion of manufacturing consists of
innovative equipment for integrated voice and data communications over digital
networks. Annual U.S. telecommunications eqw;zmezaz exports doubled from 1993 o
1998, 1o over §25 bitlion.

GOnY il i e and the i n.setor The telecommunications:
ind ustxy pmvzées the mfraszmcmre for fasi and :ehable transport of informatien. With
the surge in Internet usage in the past 5 years, the number of “hosts™ for Internet siteg
grew from fewer than 3 million to over 30 million and electronic commerce has become a
mudti-billion dolar industry. Driven by the growing information industry, high-speed
data services have spread as providers invest in facilities to provide costomers with a
variety of “bresdband” options; deployment of high capacity fiber grew by at least 16
percent in 1997, and production of innovative data networking equipment has increased.
Demand for additional Jines has increased with data traffic, from about 9 mzl%mn lings in
1993 10 about 18 million lines in 1997, '

" In some of the above markets, such as long-distance, growth is the effect of more than.a -

decade of competition. [n others, iike local telephone service, the reguiatory and legislative
changes that opened the market 10 entry occurred much more recently, While more remains to be
done for entry to occur in paris of the focal market, notably residential service, the lesson from
markets with a longer history of entry is that, with time and opportunity, cem;}ezzzzon can grow
and produce the expected benciits.



INTRODUCTION -

This report deseribes developments in the U.S. telecommunications market since 1993,
It presents an overview of the growth of the industry, discusses key developments in the long-
distance, local, wireless, and equipment sectors, and describes the dramatic rise in use of the
Internet and the increasingly interdependent relationship between the information and
teleconymunications industries. The goal of this seport is not to examine the sconomic issues
underlying specific regulatory proceedings, nor is the purpose to analyze whether particular
relinements to current laws or regulations would be useful. It is instead to discuss overall rends
and 10 assess the broad impact of the current rogulatory framework.

The evidence reviewed demonstrates that the telecommunications industry has been a
substantial part of the outstanding performance of the U.S. economy—now in the ioz{gest
peacetime expansion in American history, Since 1993, the telecommunications industry has
created hundreds of thousands of new jobs, seen entry by hundreds of new companies, x:nacie tens
of billions of dollars of new investment in infrastructure and innovation, raised exports, and

fostered 4 revohution in the scope of communications services available 1o consumers.

The growth of the American telecommunications industry has been supported by a
{lexible, competition-oriented approach to policy and regulation. The principles of market
competition and regulatory flexibility are implemented in the Omnibus Budget Reconcilistion
Act of 1993, through which President Clinton signed into law authorization ‘f{}r auctions of
spectrum for wireless communications; in the Nationa) [nformation Infrastructure (1) injtiative
developed by the Administration in 1993 and overseen by Vice President Gore; and in provigions
of the Telecommmications Act of 1996, They appear also in the Administration’s initiatives fo

ensure the successful growth of electronic commerce and (¢ keep the Internet, a key driver of

“Fhis repont focuses on the telephone industry, which includes related carrier services like
data transport. [t does not address cable, broadeast, satellites, or other mass media services,
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demand for telecommunications infrastructure, free from economic regulation.

To be sure, there remain important challenges for telecommunications policy to address ~ ‘
for example, ensuring that compeltition develops further and more quickly in certain markets and
that anti-consumer tactics like “shanming” and “cramming™ are stopped. Mf}z‘e(;ver, inngvation
and ‘ithange in a varicty of markets, for example in the markets for satellite, cable, and fixed-
wireless services, may alter the assumptions underlying some current regulations and require
policies to adapt, But by any fair measure, the development of the telecommunications market in
the United States must be considered a success. This success provides no basis for complacency,
but neither do remaining challenges provide a reason to change the curfent regulatory approach.
Instead, both are strong reasons to adhere more strongly to the underlying principle of open
competition that is bringing great economic benefits to Amertean workers, consumers, and
i}usinesses,\ and to make sure that competition has the opportunity to develop in markets where it

so far has been unable to do so.



Policy Developments

.

telecommunications service in the United States was provaded by a single, regulated monopoly.

. For much of this century, most

Competition first arose in long-distance service. That market was fully opened to new entrants in
1984, when the Department of Justice’s antitrust suit led to the break-up of the integrated Beli
system into 7 separate local ‘campanies, the Regional Bell Operating Companies ("RBOCs” or
“baby Bells”) and one unaffiliated long-distance company, AT&T. Telecommunications markets -
nonetheless continued to be highly regulated. Local telephone service remained, for the most
paﬁ, the provinee of monopolies overseen by state utilities commissions. The long-distance
market became more competitive bit, in order to ensure that it remained so, entry into the market
was barred for the RBOUs because they controlled access to local networks and could therefore
discriminate against rivals needing that access to originate or terminate long-distance calls. The
nascent cellular industry started with two licenses in each service market being issued by the
FCC, one to the incumbent local carrier and the other to an unaffiliated entrant. Partly due to

regulatory limitations on available spectrum, the market remained a duopoly for several years.

Policy evolution. Recognizing that the telecommunications inéuéiry was changing at an
increasingly rapid pace due to technological and market innovations, and zh_a‘tjzhc regulatory
framework needed to adapt to those changes, the Administration Eau;zchcd the National
Information Infmsﬁmcture (NI} initiative in September 1993, To complement and advance the
_ NIl initiative, the Admindstration proposed in January 1994 a set of principles for overhauling the
regulatory framewaork of zai&camﬁw;;icaﬁmizs and fostering investment and competition, The NiI
initiative envisioned advanced networks that would make it easy and affordable 10 connect ‘
people to each other, to computers, and 1o g vast armay ‘ovfservices and information resources, Onl
the wireless side, the Omnibus Budget Reconciliation Act of 1993, signed by the President, -
authorized the FCC to intrease competition in the wireless industry by auctioning rna:i{}r blocks

of radio spectrum across the country,



1. Along with the need for 2 modemn, flexible

regulatory framework, the Administration promoted from its carliest days the benefits of
competition for both consumer choice and innovation. Vice President Gore thus set forth five
fundamental principles 1o guide the study and formulation of legisiative proposals for regulatory

reform:

e Encouraging privale investment in information infrastructure;
. Promoting and protecting competition;
. Providing open access to advanced telecommunications networks for

consumers and service providers,;

. Preserving and advancing universal service to avoid creating a society of

information “haves” and “have nots™; and
* Ensuring flexibility so that the newly-adopted regulatory framework can
adapt to rapid technological and market changes in the

elecommunications and information industries.

6. The principles of the NII initiative are reflected in

many inatances i the Telecommunications Act of 1996, which Congress passed with -
overwhelming bipartisan support. When President Clinton signed the Act izxtl,(:s law on February
8, 1996, he called the legislaiion an important step in the Administration’s commitment “to
reform our telecommunications laws in a manner that leads to competition and privale
investment, promotes universal service and open access w information netwarks, and provides
for flexible government regulation.” The 1996 Act eliminated legal barriers to entry and further
opened the door to local phone competition by reguiring incumbent Iocal telephone camﬁanies b

interconnect and exchange traflic with new entrants into the markel on non-discriminatory terms,
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to lease one or more pans of thelr networks (Munbundied network elements’) to new entrants at
cost-based prices, and to provide service at wholesale rates to new competitors so they could gain
a foothold in the local market through resale to customers. The Supreme Court recently upheld
the FCC’s authority to implement many of the market-opening g}fgrvisions of the Act after the ‘

scope of that authority was challenged by incumbent local carriers and certain states.

In addition to impésizzg market-opening obligations on incumbents, the 1996 Act
withholds authority for the RBOCs to enter the long-distance services market until they have
fully complied with those obligations. The RBOCs have been barred from that market since

1984, when an antitrust settlement caused their divestiture from AT&T. The 1996 Act*liﬁé‘ihaz

© restriction once the FCC finds that an RBOC has met certain market-opening requirements set

forth in the statute, providing a further measure to achieve the Act’s goal of opening the lacat

market to competition.

The FCC’s policy efforts since the Act have focused on implementation. Defining and
restructuring universal sewices: reforming access charges, and establishing the rules under which
incumbent lecal telephone companies can provide “advanced™ services over their networks are
examples of issues on which the Commission has been working. Further policy developments
will follow as markels continue to change in response to the 1996 Act and to new investment and

technological innovation.



Economic Growth and Competition in Telecommunications Markets ]

_ 1y, Atthetimethe
'&((iministratiozz announced the NI imtiative in 1993 it was estimated that industries related to
the NII would create $300 billion in new sales for the iei@ammunicaiiens industry and
contribule a comparable amount to GNP by 2007, These levels are already being achieved and
even surpassed: Communications services and equipment companies had revenues of about §250
billion in 1993, which grew to $408 billion in 1998 {Chart 1). Teleconununications services. . .
caniributf:d about $25 billion to GDP growth from 1996 10 1997, and increased their share of
GDP by more than 20 percent.?

Qverall iob creation. \'Z‘he telecommunications services and equipment sectors are directly
responsible for the net creation of, conservatively, about 200,600 new jobs since 1993 (Chart 2).°
’Z‘?;is increase is extremely significant: prior t0 1993, telecommunications employment was

decreasing, even as the prociuczion of telecommunications services was expanding. For example,

from 1981 to 1992, the number of phone lines—*local loops™— in th’e United States inoreased
by nearly 40 million, and the amount of long-distance calling more than doubled * But over that

same time period, the number of workers in the U.S, telecomununications services industry fel

by 200,000.° Indeed, labor productivity in the telecommunications ind usiry«-;—méasurcd as cutput

? Towal telecommunications revenues are the sum of telecommunications equipment sales
reported by MMTA and telephone communications services revenues reporied by the Census,
projected to year-end 1998, UL.S. Census Burean. 1998. dnmual Communications Serviees -

' Survey. Also, MultiMedia Telecommunications Association. 1998, J998 MultiMedia
Telecommuaications Market Review and Forecast.

Bureau of Labor Statistics (BLS). 1999, National Employment, Hours, and Ewrnings.
Hereafier, “BLE” ‘

. * Federal Communications Comsmission, Industry Analysis Division. 1998, Trends in.
Telephone Service. pp. 63, 97, Hereafter, “FCC. Trendy in Telephone Service.”

* BLS.



per hour—increased by 80 percent from 1981 1o 1992, reducing the number of workers needed
even as business grew rapidly.® Labor productivity in telecommunications has continued to grow
at least as fast since 19927 But lower prices, new and innovative services, dramatic growth of
wireless communications, and new demand for services and infrastructure from the information
sector have caused the growth of the telecommunications industry 1o outpace productivity

increases and create large numbers of new jobs.

Telecommunications firms have been particularly inportant in providing crucial inputs to
other industries, thereby contributing to the progress and growth of those sectors. By providing ’
the advanced infrastructore and services essential to data processors and information providers,
the telecommunications industry has contributed to the creation of an additional 600,000 new
Jobs since 1993 in data services, whose growth depends significantly on communications
infrastructure {Chart 2).* That figure does not count indirect employment effects in the software
and computer hardware industries, or in the many other economic sectors that have become

increasingly reliant on telecommunications and information technology®

Entry by new firma. The structure of the telecommunications industry today is radically

8 BCC. Trends in Telephone Service. p. 19.

-+

T FCC. Trends in Telephone Service, p. 19.

* BLS. Data for employment in the SIC categery of ¥computer.services and data
processing,” excluding the subcategories of pre-packaged software and computer repair and
servicing. : ’

# The number of jobs that would not exist today without the growth of the
telecommuaications industry is likely much higher, although hard 1o gstimate with precision. An
example of the broader “ripple effect” can be seen in data the Cellular Telephone Industry
Association has compiled on employment effects of the wireless industry. Bevond the more than
130,000 jobs created directly by wireless carriers, asof the end of 1998 there are an estimated
260,000 sales and distribution jobs, 45,000 manufacturing jobs, and over 600,000 support
service, construction and product development jobs related 1o wireless. Such multiplier effects
exist in all sectors of the telecommunications industry. x
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different from that of 15 years ago. Numerous firms have entered each sector of the
telecommunications market, with the number of public telecommunications companies ;wc%ling
from under 100 in 1984 1o over 200 in 1993 and surging to just under 400 in 1997, In critical
sectors like local telephone service, the majority of entrants are private m&zg&nies not counted in
the above figures. The Association for Local Teiephozx‘e Services {AL‘%‘S} lists 145 private
contpanies in the local exchange market alone. Consolidation and acquisitions keep the number
of companies in flux, i:)ﬁt market data show that maﬁy of the fastest growing ard most successful
firms in the industry are unrelated to AT&T, its Regional Bell Operating Company progeny, ot
any of their subsequent spin-offs. In the long-distance, local, and equipment sectors of the
telecommunications market, small, recent entrants have outpaced larger and more established

. firms in their rate of growth of both market capitalization and revenue.

Jyalue. When concentrated or monopoly industrics become -
compevzizi%? emzzf.}zz}it: theory suggests that, unless the market grows, profits decling as rival
firms offer lower prices and transfer more value o consumers. What is good for customers may
be viewed differently by sharcholders. 1t is thus indicative of growth and innovation in the
telecommunications market that, despite major changcs in the regulatory environment, increased
competition, lower prices, and some predictions 1o the contrary, the market value of pufjlic
telecommunications firms since 1993 has kept pace with the soaring U.S, stock market and
increased by over $800 billion—more than doubling in size (Chart 3). The many pri;'ate
companies have created substantial, additional value and investment. More than haif of this
growth is from companies that did not exist prior to the breakup of AT&T’s integrated monopoly -
in 19841

New infrastruchae. The growth of the telecommunications industry has led to
construction of more advanced infrastructure. The conversion of the wireless industry to digital

technology and expanded use of fiber optic cable in wireline systers are two examples. FCC

¥ Calculaed using Compustat data.
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{igures show that from 1993 through 1997, fiber deployment increased from 2.3 million to 3.4
miilion miles in long-distance networks, from 6.6 million to 12.2 million miles in incumbent
local telephe:z;f: networks, and from 0.2 million to 1.8 million miles in competitive local
exchange networks.'! Fiber mileage overal] increased an estimated 16 percent in 1997 alone.
 The above figures are estimates based o incomplete data. Actual fiber capacity by the end of
1998 was almost certainly much higi}éﬁ Moregver,.the above data do not include the 860,000 .
~ fiber miles in place by the end of 1998 in systems financed by the Rural Utilities Service of the

. United States Department of Agriculture, or the fiber systems instalied by others such as electric

utility companies or state governments, 2

Infrastructure that will advance the telecommunication sector, and the consumers and
industries that increasingly rely on it, continues 10 develop in circuit-switched telephone
networks as well as in data networks, satellite operations, and cable systems, The current
- emphasis i3 on expanding the broadband connections available to houscholds and businesses.
New entrants into all of those seetors are constructing new facijities and upgrading existing ones,

and promise to provide an increasing range of services on more competitive terms for consumers.

" Federal Communications Commission, 1998, FUC Fiber Depioyment Datu - End of
Year 1957, ‘

" United States Department of Agriculture. 1998. 7997 Statisiical Report
Telecommunications Borrowers. p. 33,
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Long-Distance Telephony -

Long-distance tel ephone service was for decades a monopoly of AT&T, That monﬂpoiy
was attacked at the margins in the 19705 and early 1980s and more fully after the Department of
Justice’s antitrust suit successfully opened the market by %}z‘eakiﬁg up ATET in 1984, While
ATE&T's share of long-distance revenues at first eroded slowly against competition by MCl and

Sprint, it has declined from over 90 percent in 1984 to under 50 percent today. '

Sinee the 1980's, increasing numbers of resi{ieniia? and business customers have been
offered subscription plans and incentive programs that lower their actual lon grdistance prices
below the basic tariff rates, or posted prices. While the taniif rates fell steadily zhmﬁgh the 1980s
and then, starting in 1991, began o rise shightly, the proliferation of discount options has meant
that the basic tariff rate alone overstates actual prices paid in most cases. With incentive -
programs and low-rate plans available not only to high volume callers, but also to customers
whose monthly long-distance bills average as little as $10, it is extremely difficult to calculate
how much particular customers are paying per minute of long-distance use. But one indication
of actual prices is the FCC’s data on average revenue collected by long-distance companies per

-minute of usage. By this measure, effective rates have declined steadily over the last five years |
{Chart 43. Long-distance usage, meanwhile, went from abowt 376 billion minutes in 1993 t0 300
billion mimutes in 1997 (Chart 5)." This increase is partly 2 function of the availability of lower’
rates, but also of an outward shift in ‘lcng-diszance demand due to in_cre:afsezi transport of daia and

information. .

The combination of lower long-distance prices and increased long-distance usage has
been driven by competition, In the past five years, many new firms have entered the long-

distance market both as reseliers and by building their own facilities. According 0 FCC data,

BECC, Trends in Telephone Service. pp. 55, 58.
B ECC. Trends in Telephone Servica p. 63.
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the numerous companies with tiny individual market shares raised their cal‘lectivc share by 7.3
percentage points—from 12.3 to 19.8 percent of the market—from 1993 t6 1997, and together
have muade the Jargest market-share gains in the long-distance marekt.” That small firms have
become more competitively significant both as a group and individually is indicated by the
expanding list of firms whose individual shares are reported by the FOC. New ca:ric:s. have
continued 10 bring additional competition to the long-distance market, in some cases deploying
substantial new facilities. There has also beet entry into the market by 1010-xxx “dial-around”
services and consumer substittion of the Internet for increasing amounts of data and voice

traffic. Recent data show a dip in long-distance prices that corresponds to this entry,

The substantial competitive advances in the long-distance market do not preclude geneﬁts
from further entry. In addition to the possibility of even E‘ower rates through competitive erosion
of existing profit margins, one of the principal benefits of additional competition could arise
from more widespread offerings of bundled local and long-distance services. Most observers
have coficluded that such bundled offerings would be witractive to consumers——particularly
residential consumers—and may create significant cost-saving opportunities {from joint
rarkeling, bifling, etc.) for carriers that would lead to lower prices. Greater availability of such
bundled offerings depends on the abilities both of long-distange carriers to be effective providers ‘
of local service, and of the Bell companies é.nd other local carriers 1o offer long-distance sgrvice:‘
Thus, completion of the local market-opening process required by the 1996 Act, which will |

gnable such cross-eniry to occur, ¢an yield additional consumer benefits,

S FCC. Trends in Telephone Service. p. 55,
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Lacal Telephone Service

" After the 1984 divestiture of AT&T, local telephone service remained a franchise
monopoly throughout the United States. The regional “baby Bells” and GTE were, and remain,
the largest local-service providers, while over one thousand independent companies and
cooperatives serve small, primarily rural, territories, The regulatory barriers to entry into the
local market were substantial and, for the most pari, within the jurisdiction of state public utilities
eommissions, A variety of justifications were advanced for local manoepolics: the economics of
“natural zﬁonepol y,” preserving gengraphical rate averaging or other cross-subsidies that support
universal-service goals, and enswring zimei}} network upgrades and exiensions. Competition was
eventually allowed in the provision of enhanced services and aceess to the long-distance

network, but not generally in switched, local voice service,

The 1996 Act radically changed that regulatory environment by pre-emipting and
prohibiting regulations that protect monopolies over local telephone service. The Act thus
dismuntled a legal and adthinistrative structure that hiad evolved over f,iecadcs and replaced i
with 2 fundamental rule; the local telephone markel must be open to competition. The A;;t
pushes this principle beyond the regulatory agencies to the incumbent Jocal exchange carriers
{“ILECs") themselves. [t requires incumbent local companies to open their networks so .
competitors can “interconnect™ (1.¢. exchange traffic) with incumbent networks and lease
“elements” of the incumbent networks (facilities like swirches and customer lines) that the

- entrants lack,

Cormpetitive entry since the Act has focused principally on full-service, local telephony
for urban business customers. Residential local service has seen some competitive entry but has
not developed in a manner comparabic 10 business service. The market opening provisions of the
1996 Act have also spurred entry by firms ;;raviding high-speed data services 1o local exchange

customers over unbundled loops leased from the jncumbent carriers,



E:ggggss_hy_th@ﬂLEQi Competitive local exchange companies (“CLECs”) have
invested billions of dollars and have come to employ over 50,000 workers since 1992.'¢ Several
of these companies started as competitive access providers that offered business customers
bypass of the local exchange and connection v the long-distance network at lower prices. Some
CLECs begas to acquire the numbering codes necessary to operate compeziz}g iocal switches as
early as mid-1994," but little competing service actuslly existed. Since the 1996 Act, when
CLECs bagan 10 acquire numbering codes more rapidly and, in addition, were able 16 onter the
market for switched, logal voice service through resale and use of the ILEC s unbundled network
elements, they have captured between 2 and 3 percent of Jocal lines from the incumbents (Chart
6). Because com;&eziwzﬁs have focused on serving the kirgest and most profitable cusiomers first,
the business they have won represents about § percent of the local services market measured by
revenues (Chart 7).'"% Current data show local telephone revenués overall fo be growing about §
percent annually, driven by the demand for data and Internet sexvice and for “vertical features™
like voice mail and caller [D. The shares the CLECs are éaining are thus of an expanding

market.

Recent data show the publicly traded CLECs io be gaining between 600,000 and 700,000
.customer Hines per quarter, most of them business customers (Chart 81" 1t would take the
CLECs about ten years t¢ capture half the 60 million business lines now in service if they
contimue 1o 2dd fines at the current pace. Of course, both the number of husiness lineg and the -
rate of market growth of the CLECs are likely to ({%zange, making the actual rate ¢f market share

change uncertain, But as a benchmark, it.tock more than a dozen years afier ihe 1984 divestiture.

" Association for Local Telephone Service.” Hereafter, “ALTS.”
v Fi"IZC, industry Analysis Division. 1998, Local Competition. p.55.

{ * Merrill Lynch. 1998. C‘LEC Vitat Signs: Update For 3Q98 Results and Trends, Table
i1, ’

' Merrill Lynch. 1998. C ié?C Update: Continued Weakness in the Sector Creates a
Great Buying Opportunity. p. 26.
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for long-distance competitors o gain a 30 percent share of market revenues, and their shares of

pre-subscribed lines and long-distance access minutes has not yet reached that level ™

More than 70 percent of lines served by CLECs are through resale of the incumbents’
services or through combination of the ILECS” unbundled network clements with the CLECS
own faciliies? Competition by new entrants serving customers mostly on their own s
networks—"“facilities-based” competition—acceunts for the remainder. However, it is estimated
that maore than one third of the lines added by the CLECs in the third quarter of 1998 were on the
CLECs’ own networks. This very slightly raiéed the proportion of total CLEC Iines that are
indﬁﬁendeng of the ILECs’ facilities to 27 percent, and suggests that facilities-based competition
f(;r local sgrvice is becoming more common® The growth of facilities-based competition
relative to resale 15 also documented by the Telecommunications Resellers Assaciation, which
reports that, from 1995 to 1998, the proportion of its members that owned or leased facilities (as
opposed to m}mpez-ing through pure resale) increased from 34 percent to 54 percent.” The FCC
estimates that the number of unbundled loops leased by CLECs from large incumbents in order

to provide partially facilities-baged service increased by 10 percent in the third quarter of 1998,

The number of switches owned by CLECs grew from 65 before the Act to nearly 700 by
the end of 1998 As new entrants continue to build out their networks, the relative growth of
facilities-based service will likely accelerate. Several sources of data show the CLECs to be

building out thesr fiber networks at o fast clip, although the data are skeichy and incomplete,

 FCC. Trends in Telephone Service. pp. 45, 46, 49.
2 Merrill Lynch. 1998, CLEC ¥ital Signs; Update For 3098 Resulis and T vends. p. 6.
* Memill Lynch. Op. Civ.

9 The Telecommunications Resellers Association. 1998. Report submitted to the Houser . -
Commerce Commitiee.

¥ ALTS.
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Merrill Lynch estimates from iis survey of pz:;biic CLECs that those companies added over
40,000 route miles of fiber to their networks in each of the first three guarters of 1998, and thet
the rate of deployment was increasing through that period ™ FCC data show the amount of fiber-

deployed by CLECs to have tripled from 1993 to 1997, with particulatly rapid deployment from
1994 to 16972

The marketplace clearly expects lozal competitors to flourish: Although CLECs are sull
inthe cériy stages of accumulating market share, and only one has so far posted a profit, they-
have created nearly 20 percent of the gro;vth in local telecommunications market value since
1993.27 The market capitalizatioﬁ of CLECs has gone from almost nothing to over $30 billion
since 1993.%* The value of the numerous privately held CLECs is not captured by the above
figure. Employment by competitive local service companies has also grown dramatically since
the 1996 Act. Data from 23 small, local entrants that voluntarily reported employment figures to
the Association for Local Telephone Services {ALTS) show employment increasing by over 100
percent in 1998 alone~~from roughly 9,000 jobs in January 1998 to aver 18,000 jobs at year’s
end in the sample companies alone. The ALTS sample did not inchude employment data for
large companies like MCl WorldCom, AT&T, Sprint ervothcrs that have entered the local
market, nor does it account for the vast bulk of CLECs. The growth rate, however, is iadicazixf;:

| of the investment being committed to local competition. CLECs are plying their trade in all of -
the top 100 urban markets in the United States, _anii in 250 smalier éus;imss trading areas s

"well

2 Merrill Lynch, Op. Cip. 7. Data fmm several companies were not &vaziab etobe
inciuded in that caleulation,

2 Federal Cémmamcaﬁons Commission. 1998, FCC Fiber er{aymem Data - End of
Year 1997, p. 44,

7 Compustat data.
W ALTS data.
» ALTS data,
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Residential versus busingss competition. Competition in the provision of local
telecommunications services to residential customers has proceeded more siowly and témaziw[y
than competition to serve business customers, Some CLECS target business customers
exclusively. Comptel, an industry association representing CLECs, recently surveyed its
members about local competition. Twelve of seventeen respondents reported providing
residential service in al least one state. Overall, of the roughly $§ million lines estimated ‘({}gﬁx’:
served by CLECs, less than one third probably belong to residential customers. The United ’
States Telephone Association, the industry association for incumbent local carriers, reports that
about 1.3 million residential lines are being resold by CLECs. The FCC makes a similar

estimate of 1.2 million lines.®

Resale remains the primary means by which CLECs are serving residential customers.
The Telecommunications Resellers Association {TRA)} represents numercus competitors, 175 of
which provide iocal phone services through a corubination of resale and deployment of their own
faciliies. Of the customers served by TRA’s members, 21 percent are reported 1o be residential,
And 94 percent of the residential business i3 through pure resale rather than through use of
facilities that the CLECS either own or lease from the incumbent.?? The FCC finds that, while
- CLECs serve 1.2 million residential lines through resale, they serve about 260,600 customers
through a combination of their own facilities and unbundled network elements leased from the
ILECs.¥ Fully facilities-based competition by CLECy for residential customers, at least on a '
broad scale, seems distant. Such competing facilities may come sooner from cable entrants into
tocal telephony.  AT&T has made acquisilions and formed a joint venture to previde telephone

service over cable systems that pass over 40 percent of American households, Other cable

% United States Telepbone Association. 1998, Local Market Wide Oper to Competition,
! Federal Communications Comnuission, Indusiry Analysis Division data. -

% The Telecommunications Resellers Association. 1998, Report submitted to the House
Commerce Committee.

> Feideral Communications Commission, Industry Analysis Division data.
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systems bave slowly been upgrading their setworks and marketing local phone service to their

cable customers.

There are several possible explanatons for why competition has been slower 1o develop
in the residential local service market than in the business market, Some parties point {6
problems of compliance with the 1996 Act—the FCC has not yet found any of the incumbent
carriers to have satisfied all of ihe Act’s market-opening requircments. But,bthe pace of
residential competition is also strongly affected by underlying economic factors, The economics
" of residential local service—with its regulated rates and comparatively lower sales of profitable,
vertical services—-argably do not make pursuit of the average residential customer as interesting

a business prospect when there is lower-hanging fruit in the business market.

Regalation keeps rates for residential local service low, and the revenues gained from
access charges that iang-dismce‘carricrs pay o iocal networks are generally lower for
residential than for business cusiomers. But the costs of ;}rdviding 3 phone line are about the
same for residential and business customers, making the latter a source of higher profit margins.
A CLEC incurring the fixed costs of entry will therefore recoup 1t$ investment more quickly by
focusing on me‘ business sector, Moreover, marketing costs per line are probably fower for
business customers, which often have multiple lines, than for residential customers that typically
have one, and at most two or three, lines. A reflection of the relative desirability of buns‘zrzes;s
customers, ard of the greater geographic concentration of business customers, is that the
switching centers in which CLECs have eollocation arrangements serve 50 percent of ILEC
business lines, but only 35 percent of residential lings, Moreover, those switching centers serve
at least 57 percent of the incumbents’ high-capacity lines, which are connected to the largest and

most profitable business and government customers.™

Regulation also produces below-cost rates for Jocal setvice in aress where the costs of

YW FCC, Local Competition. p.38, Also, FCC Industry Analysis Division data.
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providing service are high, and above-vost rates for focal service in areas where the costs of
providing service are low, In other words, revenues from a%}eve«éost rates implicitly subsidize
below-cost rates. Entrants thus have artificial incentives to provide service to customers paying
above-gost prices (e.g. business customers and wrban residential customers) and antificial
disincentives to serve those customers paying below-cost prices (e.g. rural customers). The FCC
and state regulators are working to restructure the current system of rates for local ie?%phane
service in a way that both preserves universal service and makes serving residential and rural
customers more attractive for competifors. But untd regulation of residential and rural rates are

made competitively neutral, entry incentives will remain skewed,

The {‘csidemia% market remains an area in which competition needs 10 develop further to
meet the goals of the 1996 Act. But developments in local competition so far are not necessarily
as limited or unpromising as some portray them to be. History im}icaies that roil-out takes time
and generally starts, for sound economic reasons, with higher-revenue customers, The
construction of the original Bell System itself is a lesson in the move from commercial centers 1o
more raral areas. And Bell was merely repeating a strategy followed decades before by Wesfcm
Union in bujlding out its telegraph network, MCID's entry into the long-distance market similarly

~started with private business service, went to public business service, and gventually to

residential offerings.

‘The aggressive enfry by CLECs into the business market, and their construction of
facilities for both voice and data, are likely to have benefits for residential customers over time.”
For example, CLECs have been constructing urban fiber networks that pass not only businesses,
but apartment houses as well, Once the infrastructure is in place, serving residential customers in
“multiple dwelling units” becomes easier and may entail only incremental cost. As the most
profitable customers provide the CLEéS with the revenue necessary for effective entry into the
Jocal market, competitors will be able o cxpzzr{d service oferrings to customers from which they

earn iess return.
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Because of the Jong institutional history of local monopoly and the economic complexity
of entry into the local residentinl market, the uneven devdepmam: of competition dogs notin
itself show that the 1996 Act’s market-opening provisions are a fatlure or should be changed.
Indeed, the developments in the business market suggest otherwi‘se, To ensure that the potential
for residential benefits is realized, continued application of the pr_{zven, competitive principles of

the Act is the course better supported by the economic evidence,

jon. A developing area of local competition has ...

~ been in the market for §igh~spf:ed data services, Numerous companies have taken advantage of
the 1996 At to lease customer lines (“loops”™} and space in the incumbents’ switching centers
{"collocation” space) in order to offer customers digital subscriber line (D8L) service, pri‘mazi Iy
for high-spred access to the Internet, DSL technology uses special modems to transmit digital
information aver existing copper lines, Most of the data CLECs are still small, privately held
‘oi}mp:&nies, Although there is little available data on DSL deployment, it is estimated that about
30,000 lines are so far being served. By comparison, about ten times that number of customers
receive brondband service from cable companies over “cable modems.”™ But competition in

_data services over the telephone network shows prémis& Data CLECs have invested heavily in
facilities, pushed DSL pfices down, and created thousands of new jobs in the services and
manufacturing sectors. Several competitive DSL, providers have entered multiple markets-in
which they compete against each other, the ILECs, and cable modem providers, For example,-
competition among broadband service providers in the San Francisco area has recenly pushed

DSL service prices down to about 340 per month.--

Competition in LISL service faces several challenges as it grows, First, DSL must
avercome cortain technological irapediments. Transmission via DSL is gcneraiiy most sifective

for custorners located a short distance, for example about three miles, from the ceatral swilching

¥ Lawyer, Gail. 1998. “Leader of the Pack™ in X-Change, October 1998, p.22. More
formal data are not yet reporied. ' ’
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office. Performance of DSL transmission declines with loop length, but varies also with
sondition of the loop and the quality of equipment attached to the loop, Technological advances
are §tarting to provide improvements, but for now DSL remains an option primarily in densely

populated areas where loops are short.

A second challenge for DSL providers, like other CLECs, is genting collocation -
&;’%rywhew they need i, and therefore in gaining access to some customers lines. As more
competitors have entered the market and sought collocation in central offices serving the mest
desirable regions, entrants have reported difficulty in negotiating collocation arrangements.
Technical issues such as whether collocation at remote terminals outside of central offices 1s
Necessary 2{; serve customers who do not have a direct copper line w the central office, is ancther
unresolved problem for CLECs. These challenges are intensified by the fact that incumbent l;scal
service providers offer both DSL service themselves and control inputg—notably loops and
collocation space—needed by their DSL competitors. Nonetheless, the DSL market is growing
and, if ihe above challenges can be met, data CLECs could grow into a substantial competitive

presence in a greater nurnber of markets and offer a broader range of services than is the case

today.
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Wireless Telephone Service

The wireless telephone industry has experienced remarkable growth in the past § years.
From 1992 to 1998, the number of Americans subscribing to cellular scwfc:: grew from about 16
miflion to over 60 million (Chart $).%® Policies that set the stage for increased competition in the
wireless market and fostered investment in advanced digital wechnology directly contributed to

this growth,

The FCC assipned the first Heenses to use radio spectrum for cellular telephone service in
1983, introducing cz}nlpeﬁtion through a “duopoly rule” under which one license in each market
was given 1o the incumbént local telephone provider and another to an unaffiliated competitor.
By June 1985, cellular companies altogether had just over 200,000 subscribers, 600 “cell sites”
(e;as:h site contains the ﬁmmissim equipment that serves a local cell), and 1,700 employees.™
In June 1993, subscribership had climbed to 28 million, a total of 20,000 celf sites were

operative, and the number of people employed by wircless service companies was 61,0007

In 1995, as authorized by the President and Congress in the Omnibus Budget
Reconciliation Act of 1993, the FCC held the first auctions for broadband spectrum to be used
for dightal “personal communications services™ (PCS), creating new wireless licensees in U.S.
markets, Ag the successtul bidders entered the market, and as subsequent licenses were
auctioned, the duopoly market smz:cwr_e gave way w,fuli;ﬂedge{i competition among multiple
providers. By the middle of 1998, there were nearly 61 million cellular subscribers and over .

57,000 cell sites, and by end of 1998, over 160,000 Americans were holding jobs with wireless

* Cellular Telecommunications Industry Association. 1998. Semi-Annua! Data Survey:

June 1985 10 June 1998 Hereafter, “CTIA Survey results.”
7 CTIA Survey results.
* CTIA Survey results.
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telephone comi}&ai&s {Charts 9, 10, and 11).¥ The average monthly bill for wirgless telephone
service fell by more than half from its leve] a decade earlier, probably reflecting both éccfirzéng
prices and changes in average monthly usage as more individual, as opposed 10 business,
customers used wircless service, ¥ .

Today, mo;& than 200 million Americans, or over 80 percent of the population, live in
wireless service areas with at least 1 new competitor to the 2 original cellular systems, and more
than half of all Americans Iive in areas with at least 3 new competitors.® This new competition,
as well as increased investment in new technology, has caused prices to plummet while
increasing the variety of available calling plans. Although relinble data on revenues per minute
are unavaiiable, existing price and billing data indicate that wireless ielephony is becoming ever
more affordable. One study finds that in 1997, median prices per minute—what the typical user
pays—fell as much as 30 to 40 percent for residential users and 30 to 50 percent for business
users, due primarily to new PCS competition.®  As mentioned, the average monthly bill for

mobile customers has fallen by more than half in the last decade ®

Wircless telephony (cellutar, PCS, and ESMR) i3 now & nearly $30 billion industry, as
measured by service revenues, growing an average 24 percent a year gince 1993 Capital

investment, a leading indicator of future industry growth, has now-grown to a cumulative $50

- C”_T;iA Survey results. Also, BLS employment data.

£

“ CTIA Survey results. '

* Federal Communications Commission. 1998, 7hird Annual CMRS Compeiifz’on :
Report. Appendix B, p. B4, Hereafter, “FCC CMES Report.”

LFCC CMRS Report. pp. 19-20. .
B CTIA Survey results.
“ (“TIA Survey resuits, adjusted. for inflation using the Consumer Price Index (CP1).
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“billion (Chart 12).° Extraordinary growth in subscribership is the cause: more than 60 million
Americans, or more than 1 in 4 American adults, now subscribe to a mobile service. That is

nearly 60 percent higher than in 1996 and five times the number in 1593,

There is anecdotal cvidence that wireless telephone service is beginning 1o substitute on
the margins for imdizionz;% {wireline) telephone service; and it may do so increasingly as
technology improves, competition and subscribership increase, and prices fall. Wireless
companies have excess capacity on their networks and have been able o offer packages that
provide a maximum number of mintes—whether local or Z‘Q;}gwdistazzce, and from anywhere in
the country-—for a fixed price. In the second half of 1998, prices for these packages &l as low as
$50 for 500 “anvtime, anywhere” minutes. Such low-prived packages have the posgibility of
making wireless service an alternative 1o wireline service for some users, particularly those whao

travel a ot or desire an adéiigonal line from home.

In addition to the main wirgless telephone technologies of cellular, PCS, and ESMR
discussed above, wireless communications also encompass such services 48 paging, SMR, and
fixed point-to-point, as well a8 such new services as fixed wireless local loop and Third |
Generation mobile services. These services could have a profound effect on growth and
competition in telecommunications, not just in the wireless market, but in the local, long-distance,-

and advanced services markets as well

Further challenges.remain for.the wireless industry. As Americans increasingly demand .
nformation services and mobile access to those services, data traffic will become an increasing
componemt of wireless telephony. As wireless use grows and services expand, technalogies to
manage increased traffic demands will need to be developed. But the success of the industry so
far in innovating and growing to the benefit of American consumers leaves tittle doubt that

wircless communications will be a central and growing part of telecommunications in the future,

* CTIA Survey results.



1087 doltars

Thousantds of sites

Chart 9 Wireless Subscribership and
Average Monthly Bill

166 70
- Awgrage monthly bilk - 80
g0 - e feft scate)
- 50
60 1 - 40
40
Numbear of
subscribars
{right scales 120
20
- 10
0 H l H 3 1 H 0
1943 1994 1684 1984 1997 1498
' Sgurce: Cofiulae Telecommusizations Induslry Association,
; Chart 1§ Cell Sites in Commercial Use
60
5¢ -
40
30 - ‘
20 | o ‘ |
1 Q J " | I |
1993 18694 18485 1996 tu87 1988

Source: Cellular Teissommunications ingdusiey Assaciation,

A

Millions of subscribers



Thousands

Billions of Y8497 dollars

Chart 11 Direct Employment by

Wirgless Service Providers
200

153-‘ - i
100 | |
B

1883 1884 19495 19458 1987 1998

Source: Celutar Telocommunications Industry Assooiation and Department of
Labor (Bureau of Labor Statistics). .

Chart 12 Cumulative Capital Investment

6G

18 H ! 1 ; i )
19483 1994 1595 1986 1687 1988

Soyrce: Callsiar Telecommunisations Industry Assaniation,

30



Teleesmmunications Equipment

The telecommunications equipment industry in the U .S, has grown substantially. Towd
pmdé&iion in 1997 topped $70 billion and is estimated o have r?ac?aeé $120 bitlion in 1998, a
growth of $80 billion since 1993 {Chart 13). New service markets created by wireless auctions,
the 1996 Adt, and the Internet bave created s large demand for innovative telecommunications
equipment. The many new entrants into equipment design and manufacturing have created
thousands of jobs, invested billions in producing novel solutions to technical chalienges faced by
new entranis and incumbents alike in providing new services, and doubled U8, exports of

telecommunications equipment from about $13 billion in 1993 to over 825 billion in 1997.%

. There are now more than 100 publicly traded companies that list telecommunications
equipment a3 their primary line of business. Mearly 50 additional public companics list their
primary line of business as data networking equipment., The joint market capitalization of
traditional telecommunications squipment manufacturers and data networking squipment makers
has more than tripled since 1993 (Chart 14), Again, r%z:memus private corapanies add economic
value Atha:t is not captured by the market capitalization data. The zclccommmicatians\cquipmxent
market as a whole is responsible for about one-third of the value created in the
telecommunications market in recent.years, with data networking eqaipmént comparies growing

* faster than traditional equipment companies since 1994,

The growth of data networking companies reflects the shifiing demands of - -
telccommunications consumers away from conventional voice telephoay and toward fast and
reliable data transport, Digitization i$ requiring systems to ;}rcvid:e integrated voice and data
services, and competition among ¢onventional telecommunications equipment manufacturers and
newer data network equipment makers is leading to research and development along several

promising paths, both wireless and wireline:

* 1.8, Depariment of Commerce.



The telecommunications equipment industry will play a.crucial role in solving the myriad
technical problems faced by new communications service gmvia‘iers, whether they be cable
systems, data CLECs, or full-service CLECs seeking to build out their own facilities. The
equipment industry in the United States also faces substantial global competition, particularly in
the area of mobile communications, and US. policy is working fhmug’zz éppr‘o;rriata channels fo ‘
prevent harm to American manufacturers from the technica! standards adopted ir} various

international markets,

Ll
I



. Biltions of 1998 dollars

Billions of 1998 dollars

Chart 13 Revenues of Telecom Equipment
Manufaciurers

140

120

180

80

&

o1

1993 1984 1986 1864 1997 1598

Bairge: 1897 and 1098 editions of "MulliMedia Teecommunisations Market
Review snd Forecast” :

49 -

Chart 14 Market Capitatization of Telecom
Equipment and Dala Networking Firms

380
309 ¢ Total
\
250 -
200 - Equipment
150 -
100 el S /
: N
84 - '—//”i/_;ta networking

g i ; : i + i
1983 1884 19388 1696 - 1897 41998
Mote, Data for 1398 based on G3,
Sourpe: Compusist,



The Internet
Y

The nace of techgo?ag%cal advance, the imi}ertance of forward-looking infrastructure, and
the growing desire for information are all manifest in the rapid growth of the Im;cmz:’{am_i its
associated industries. This relatively young scctor of the U.S. econony has been haosted by the
successful confluence of a market-oriented and non-regulatory government policy, private
investment and izme.vation, and the pubhc’s growing demanci for information services.”’
Regulatory i‘c-rbeéram:e and policies to encourage usage, as well 4s continuing investment in
information infrastructure, have made possible unfarecedeme:d growth to-both the development
and adoption of this communications medium. For example, the Administration has successfully
opposed taxation on Internet usage: the Internet Tax Freedom Act creates a 3-year moratorium on
new taxes for electronic.commerce, and the World Trade Organization has agreed to place a
moratorium on custorss duties for e-commerce. The Administration has also supported protection |
of intellectual property rights in the digital environment and has worked to establish a legal
framework for slectronic co;xtractiﬁg‘ Furthermore, the Next Generation Internet Research Act
‘authorizes an initiative to pro \ridé universities with the most advanced connections to the Internet

and to suppart long-tetm research on Internet technologies.

The Internet’s evolution from a government-sponsored research project to a global
network that connects individuals, businesses, and institutions of all kinds has been propelled by
ingreasing computing power at falling prices‘ The digitization of information has blurred the lines
bééweenfd aty, video, and voicé, with alf these types.available for transmission at ever 'lo Qer cost.
The cost of transmitting one bit of data over a kilometer of fiber optic cable fell by three orders of

sagiitude between the mid-1970s and the early 1990s.% The cost of processing one million |

8ee the U.S- Government Working Group on Electronic Cwimercé, First Annual
Repori, November 1998, and 4 Framework for Global Electronic Commerce 1ssued by President
Clintoss on July 1), 1997,

¥ Atkinson, Robert D, and Randolph H. Court. 1998. New Economy Drdex:
Understanding America’s Economic Transformation. Washington, D.C.: Progressive Policy
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instructions per second {mips) was $480 in 1978, By 1995, processing costs had turnbled to $4
per mips.* And the cost of information processing continues to plummet, increasing the

capability of the information industry and expanding the demand for information services,

Netwithstanding the technical advances mentioned above, the recent growth trajectory of
the Internet would not have been possible without the grid of telephone lines, cables, optic fibers,
signal processing and routing equipment that forms the “hackbone” of the 1.8,
Zcieﬁoni-muniwiaﬁs infrastructure. The increasing public demand for—and provision of —iast
and ready information hag driven this “backbone” industry, motivating tremendous private
. mvezs‘zment and market capltahzati{m as well as job creation, The growing demand for carrymg
capacity, of “bandwidth,” has pushed the roll-out of yet more physical equipment and wiring, as
well as the deployment of such technologies as cable moderos, [SDN lines, DSL services, and

new methods of digital compression..

Investment in high-capacity {iber by telecommunications systems has also gm@% rapidly
{0 meet new infrastmcture demands, The number of “fiber miles,” calculated by multiplying the -
z{umber of miles of sheathed fiber times the number of fibers in the sheathed bundle, is one
measure of system capacity. As mentioned previously, the number of such fiber miles
constructed by telecommunications catriers in the United States grew by about 16 percent in 1997
according to FCC estimates.® On the consumer end, increasing numbers of American | |
households are purchasing additional telephone lines. Although some ef:ihese: lines are probably
. used mostly for voice service, many are used for dedicated data lines. The number of housebolds -

with additional lines grew from 8.8 million in 1993 (5.4 percent of residences) to 15.7 million in

Institute, p. 19. Hereafier New Economy index,
¥ New Economy Index. p. 8.
W Federal Communications Cé}mzmssm 1. 1998, Fiber Depz‘@ymem Update.
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1996 (16.5 parcent of residences).”’ Those numbers have most likely grown sharply since the end
of 1997 with increased use of the Internet by American consumers. Co-axial networks vsed by
cable television systems, which increasingly now offer Intermet access, are another major source

of information infrastructure that will be important for briz}giﬁg broadband access to residential

gustomers.

The equipment industry hés also been driven by the need for more advanced information
U‘ﬂﬂSp{;I:t, Companies engageé in manufaczuriz'lg equipment for data networks are developing the
aévahced electronics for broadband transmission and routing of digital material—whether yoice,
video, or data—that innovative service providers are using to construct the networks that link

users to information on the Internet and other sources.

 And such advanced links are increasingly in demand, Altogether, over 35 million Internet
“hosis”--computers that store sources of information on the Internet-—were active world-wide by
early 1998, up from 20 million only 3ix months earlier and from fewer than 3 mitlion in 1993 (See
Chart 15}, Thanks to remendous investment in infrastructure, the United States ranks far above
Japan, Germany, and the United Kingdom in gzizbiic participation in the Internet, as measured by’
ii}e number of hosts per cﬁpita.ﬁ Only Finland has a ugher concentration than the U.S. In 1993,
there was roughly 1 Internet host in the United States for every 200 Ameriyc_ans. By 1997, the'
ratio had changed ten-fold, to 1 host for every 20 people—about | Imame; host for eifary 4
American adulis who use the Internet. ™ In the two years between 1993 and 1997, the number of
people in the United States who used the Internet grew fromt gbout 2R.million to over 73 million,

or about ene in four people.® This year, nearly ong in three American adults is expecied 0 be

¥

$EFCC Trends. Table [9.3,
5t New Economy Index. p.30..
¥ New Economy Index. p. 30.

* The estimates of adult users are from Pew survey results and the adull population of the
United States. The Pew Research Center for the People and the Press. Technology Survey 1998
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“gnline.” The latest Pew Center survey finds that the fotal number of American Internet users

today is over 80 miliion {See Chart 16).

Recent data also show that Interniet use is reaching a broader spectrum of society. In 1995
the average household income of an Internet user was over $50,000. The latest Pew Center
survey shows that the fastest growing. groups of new Intemet users are those with much lower-
income and cducational levels than in the past. The survey finds that 23 percent of new users
have annual heusehold incomes below $30,000—which is below median household income in the
U.S.—and that 40 percent of new users never attended college.® As use expands to all ecopomic

" segments of saciety, so oo will the range of services and uses available through the Internet.

Challenges nonetheless remain. There'is evidence of a “digital divide” whersby some
racial and ethnic groups in the United States use the Internet disproportionately less than others.
The “e-rate” program for wiring schools and public libraries, created under the

Telecommunications Act of 1996, will be an imporiant means of Increasing diffusion of Internet
use and ensuring that access to information is widely available. To daie, the e-rate program has
disbursed over $730 million, with the goal of connecting up to 40,300 American pzz?;lic schools
and 7,000 libraries to the Infernet. Such policies ensure that an increasing spectrum of Americans

will grow up with the skiils to participate in an increasingly information-driven economy.

The broad reach of the Internet has made it suitable for an increasing variety of
applications. “Distance iearning” and telemedicine; for example, ars already flourishing. - Many
businesses see a fiture in online transactions, or “e-commuerce.” The volume of retail sales over

the Internet more than doubled between 1897 and 1998 and electronic commerce as a whole is

results and report, “Online Mewcomers More Middle-Brow, Less Work-Oriented: The Internet
< Audience Goes Ordinary,” Hereafler, “Pew survey results.”

¥ New Econony Index. p31
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forecast to reach $300 billion by 2002,% At the same time, widespread and growing public
participation in this medivm heralds new possibilities for the dissemination of public interest
information, whether political discourse, comrmunity news, health resources, or scientifié research.

The teleconmmunications system is the foundation upon which these possibilities will develop.

* Iternet sales data from Boston Consulting Group and shop.org, Online Retailer
Survey. - ) » )

3%,
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Conclusions and Feture Challenges

Competition and innovation have been vital catalysts for the growth of the U.S.
t@ieceznmunicatiézzs industry since 1993, Both of those forces have benefitted from a transformed
regulatory approach that opens markets and rewards deplovment of new services and
technologies. In each of the market sectors examined, the path to increased output and lower
prices has been the implementation of market openiﬁg policies, followed by investment,
innovation, and competition. Fiber optics in long-distance networks, digital networks for wireless
telephony, advanced services in the local network, and the equipinent to support them, have all
followed from the opening of those respective markels to competition. As a result, consurmers pay
less for larger amounts of long-distance service, wireless subscribership has soared as wireless
rates have moved closer to those for conventional phone service, and households and businesses
are finding the prices of high-speed, advanced services within reach as the services themselves

become increasingly available. *

While progress in telecommunications has been excellent, challenges remain and will
continue to arise as teclmeiog? and markets change. In the near term, ensuring that local markets |
continue to open, and that réguiaf;{zry distortions on competitive moentives in those markets
diminisﬁ, will be important. Moreover, unless the current system of rate averaging is restructured, ‘
the equitable goals of universal service policy—availability of essential services on fair terms for
poor as well as nich, rural as well as urban—will be more difficult to achieve in an increasingly
competitive (clecommunications market. Specific competition issues like the pricing of
interconnection and unbundled network elements, and the conditions on which ILECs may

participate-in the advanced services market, present challenges of opening markets while

preserving efficient incentives to invest in and deploy new services, facilities, and R&D.

Although this report addresses the 1.5, market only, there are also challenges on the
international front of importance to American wlecommunications consumers. The increasing

volume of information and communications that flow globatly make international
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selecommunications infrastructure gnd interconnection vital 1o bgsinesses, institutions and other
consumers, - The FCC, the U.S. Trade Representative, the State Department, and the Department
of Commerce have all worked to obtain fair terms for U8, carriers that need access to networks in
foreign markets and o open those markets (o con{petitiozz, Much progress has been made and
telecommunications markets in many areas of the world have moved from a structure of state-
sponsored monopoly to epen competition. - It is impontant that battlenecks that impose
discrimingtory terms on new competitors in global communications do not develop or persist at
~our borders. The infrastructure investment that has increased capacity, lowered prices, and
supported the information economy domestically will also benefit the growth of electronic
commerce and other information-infensive sectors world-wide. Insuring that the same
competitive incentives that have developed domestically also develop for investment in facilities
between the United States ami other countries, and within other countries themselves, will speed

* the arrival of those benefits,

Finally, as innovative services and techneiog;es affect the structure of thn
telecommunications market, teiemmmumaaixom poliey will more effectively serve the public
interest If it retaing sufficient flexibility to change when regulatory assumptions e longer hold.
The changes that innovative systems will bring to the telecommunications market are hard to
predict. ‘New kinds of data networks, Internet-based alternatives for voice wraffic, and imponiant
changes in the scope and competitive structure of the satadlite indbstry are pust a few examples of:
current developments. It will become increasingly important to ensure that regulation s
technologically newtral, and that cz}m;}ctitic;n is not handicapped by disparities in the regulation of '.
different sylszf:ms that, through convergence, have come to provide the same services. The lesson
from the telecommunications industry over the past § years is that consumers and the American

economy will continue to benefit as competition has the epportunity to take hold in all markets.
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EXECUTIVE SUMMARY

The American family has experienced dramatic changes over the last three decades - changes

- in the amount of time parents work for pay, changes in income and who garns it; changes in family

size; and changes in how child care and household tasks are accomplished. This report assesses
some of these changes and the challenges they create.  The report seeks to further our national

discussion concerning balancing work and family and to encourage a discussion of policies that

could help strengthen American families. The major conclusions of the report include:

Increase in Hours Worked, The hours American parents work in paid jobs have increased
enormously since 1969 due to a dramatic shift of mothers® time from the household to the
labor market, In 1969, 38 percent of married mothers worked for pay; in 1996, 68 percent
did so. Both married mothers and single parents are working more for pay today than 306
years ago.

Reduetions in Time Available for Children. Although the evidence on {ime use within -

~ families is limited and needs further study, the increase in work from 1969 1o 1996 has

produced a reduction in the time available {or parents to spend with children, The increase
in hours mothers spend in paid work, combined with the shift toward single-parent {amilies,
resubted in families on average experiencing a decrease of 22 hours a week (14 percent) in
parental time available outside of paid work that they could spend with their children,

Burdens on Women. Vintually all of the increase in total hours families spend on paid
work has comie from increases in women’s hours. While annual hours of paid work by all
wives increased greatly ~ by 376 hours, or 93 percent — husbands’ hours of paid work
decreased slightly from 1969 to 1996, The “time crunch” fafls heavily on employed women
who spend over one third less time on child care and household tasks than women without
paid jobs, but still have 25 to 30 percent less free time.

Changes in Fumily Income, The average American family is better off economically today
than in 1969. Not everyone has gained by working harder, however. Since 1969, the top
quarter of families gained, while the lower quarter lost and the middle has remained nearly
constant in per caplia income, sdjusted for inflation. The sitvation of lower-income families
has been improving, however, in the strong cconomic expansion of the 1990s.

Rise of the Single Parcnt. Al the same time, the share of families with a single parent has-
expanded greatly since 1969, Single parents have half as much total time as two parents
have and typically have less than half as much potential income. The rising number of single
parents has increased the proportion of families that are “cash-strapped” and “time-poor.”

Need for Policics to Help Families, Increased time in market work among parents raises
a key set of challenges 10 policy~-makers seeking to help promote strong families, including
the need for flexibility in paid work hours, the need for available and affordable child care,
the need for effective ways to support the earnings of families with low-wage eaming
parents, and the need to encourage two-parent families to form and stay together, '



18 INTRODUCTION

Dramatic changes have occurred over the last thirty years in how families combine work and
family life. Clearly one of the most significant changes in the last three decades is the increasing
amount of time women have devoted to market work - work that is performed for wages, Combined
with hourly sarnings increases among . women, this means women's earnings have gone up
substantially, while their time available in the home has declined. In contrast, men’s average hours
. of paid work and earnings have remained relatively stable.  As 2 result, families have higher

incomes, but they have less time for other activities. In short, American families have been in the

midst of change ~ change in time worked for pay; change in income and by whom it is earned;

change in family size; and change in how child care and household tasks are accomplished. This
“report assesses these changes since 1969 for families with children under age 18,

Two other important trends in family life are
also likely to affect the well-being of families with 5. Singie Parern Fardies 23 Shura ot Aff Farmiios
children, occurring along with changes in their income
and time aliocations, First, the share of families with
children that are headed by a single parent has
increased significantly (see figure 1). Since single
parents typically have both lower incomes and less
total adult time available for work in the home than
married-couple families, this trend tends to increase the
propottion of families who are “cash-strapped” and
“time poor.” Second, famibes have decreased in size
as the average number of children i families with
children has declined (see figure 2).

Y

2. forerage Nuvrieer of Children per Family

This paper will examine how families with
children are faring in ihe face of all these changes.
Key questions 10 be addressed include:

20¢

s How much have hours of market work g1st
increased for families? 3
RT3
" » - How have the extra hours worked by famalies

affocted family incomes? How have these °°
trends differentially affected families that

. . . ' . 00— -
differ in skill level, minonty status, and - 1069 1996 1069 1996 1960 1496
s Marmied Singie paren tamili
number of parents in the household? oule e pare o
« . How have these changes in market work and Income affected how families use their time in

the home? In particular, how have these changes affected parental time available for
children?



Some have argued that Americans are facing more and more of a “time bind” as they work
ionger and longer hours in order fo attain an increasing standard of Rving.! Others have argued that,
gven with increases in hours of paid work, families are not realizing significant incorne gains, or that
families are working harder and harder “just to stay in the same place.”™ No such “one size fits all”
- chargcterization adequately captures the variety of experience in differest segments of the
peputation. Different types of families have experienced different changes in paid work time and
ncome.

i. ECONOMIC OVERVIEW

In general, we find that parents today are spending more time in paid werk and have
increased resources avatlable to them. Formost groups, family income has increased and family size
is staller. The average American child — particulardy if he or she is living in a family headed by a
married couple ~ is better off economically today than in 1969,

There are some groups for whom the economic picture is not as rosy.  The continuing
mncrease in the share of children Hying in single-parent families has substantially diminished the
ceonomic progress that families with children would otherwise have made, limiting both their
income and their time. Less-educated parenis, who have not experienced the wage gains of other
parents, are working more hours without a commensurate increase in income. It is encouraging to
note, however, that most of these families have expenienced income gains in recent years during the
strong coomomic expansion of the 1990s, making it somewhat easter for them to combine work and
family life effectively,

Underlying and reinforcing the trends toward more paid work time and smaller families has
been the fong-term growth of women's wages. Rising wages pull women into the lsbor market by
making it more expensive Tor them to stay at home, in terms of foregone income. Higher wage
levels for wormen in the Iabor market, combined with changes in social attitudes toward market work
among wornen, have dramatically changed participmtion rates among woemen in the labor force since
1969, There is Hittle indication that this pattern will be substantially reversed in the near future,

" Hachschild (1997); Schor (1991}

? Bluestone and Rose {1597).



L TRENDS IN HOURS OF MARKET WORK

The most dramatic change in the time allocation of families has been in time spent at work
for pay. Since 1969, both married-couple and single-parent families have substantially increased
their annual hours of paid work. These increases have come almost entirely from the women in
. these families, who are working more outside the home - more weeks in the vear and more hours .

inthe week — than they did thirty years ago. However, while the increase in paid work time has been
widespread, ihe size of the increase has varied considerably across families, depending on the
number of parents, their education, whether they have a preschool-age child, and their race or
-ethnicity,

The estimates of annual hours of weork presented in this section are based on the March
Current Population Survey (CPS), a large represeniative survey of about 50,000 households each
year.* While the CPS is the only large-scale representative sample which consistently measures
hours of work and family incomes on an annual basis and is therefore the standard data set used for
labor market analvses, some have arpued that the CPS may be inscourate because individuals may
not be able to recall accurately their usual hours of work during the last vear* In section V of this
report we discuss alternative estimates of paid work time based upon “time diaries,” which require
individuals to maintain detailed accounts of how they spent their time during 2 day.

For this analysis, we use the same definition of a “famuly” as the Census Bureau: all related

individuals living together in the same household.  We restrict the analysis 1o families whose head
1$ at least eighteen years old and where there is a child under age 18, A mother {or couple) and her
{their) children living in a houschold headed by another family member are part of the head’s family,
and an unmarried parent co-habiting with a domestic partner is classified as a single parent.
Throughout this paper, unless otherwise specified, the terms “husbands,™ “wives,” and “married
women” refer only to those with children.
As shown in figures 3 and 4, annual hours of paid work have increased substantially for both
married-couple and single-parent families. (All families with children under 18 are included in
figures 3 through 6, including parents with zero hours of paid work.) A person who works forty
hours a week for 50 weeks a year (a traditional “full-time” job) will work 2,000 hours in a year. For
two-parent families (figure 3) annual hours of paid work increased by 497 hours (18 percent) from
1969 10 1996; for single-parent households {figure 4) they increased by 297 hours (28 percent}.

2 We are uging the March 1970, 1980, 199C, and 1997 CPS data sets. The data collected each March refer
1o the previous calendar year. Thus we refer fo data for 1969, 1979, 1989, and 1996, We chose those years beoause
they reprosont peak years (or upswing, in 1996} in the business cycle and thus permit valid historioal corparisons.
For 1979, 1989, and 1896, information on annual hours of work was derived from two guestionz which ask bow
many wieks vach ndivichad worked In the previous year and how many hours thoy "usually worked” in the wosks
they worked. Multiplying weekts worked by usual hours worked per week poovides o measure of annual bours of
work, The 1569 dat are not sirictly comparable to Inter years dug to differences in data reporting. We have
developed an impulation procedurs 10 make these data more comparable to information in later years,

* Juster and Stafford (1991); Robinson and Godbey (1997), chapter 4.
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Virtually all of the increase in famtlies’ houors of markct, work bas come from increases in
women's hours, Conceptually, the increase in women’s hours can be divided into three components:
more women are employed, employed women are working more hours per week, and employed
women are working more weeks per year.

" The most dramatic change has been in the percentage of women employed. In 1969, 38
pereent of married women with children worked for pay, while in 1996, 68 percent did so - a 79
percent increase in employment. The increase in employment for single mothers has been lfess
dramatic; 53 percent worked for pay in 1962 and 66 percent in 1996.

" Average annual hours worked by those who worked for pay also increased over time,
showing that not all of the tnorease in hours came snply from more women entering the labor force.
This increase was much greater for wives {who experienced a 24 percent increase) than Jor single
parents {who experienced an 8 percent increase). Thig is not surprising since on average, single
parents in 1969 worked more hours per year for pay than-wives did in 1996, Both hours worked per
week and weeks worked per year increased for wives and single parents, among those who worked
for pay. Each of these components of annuat hours, like the total, increased more for wives than for
single parents. Increases in weeks worked per year were more dramatic than increases in hours
worked per week.

- While annual hours of paid work by all wives increased greatly — by 576 hours, or 93 percent
~ husbands’ hours of paid work decreased slightly from 1969 to 1996, This is the result of husbands
working both slightly fewer weeks per year and hours per week. These trends are consistent with
estimates reported elsewhere in the literature, based on a variety of data sources.®

The: increase in families’ hours of paid work has been widespread throughout the population.
All types of families— whether defined by the head’s education level, spouse’s education level,

* Eliwood (1998), Rones, Hy and Gardner (1997) and Leste and Schor (1994) used CPS data, Bluestone
and Rose (1997) used data from fhe Panel Stody of Income Dynamics, and McGrattan and Rogerson (1998) used
decennial Census data. Al of these studies show increases in hours of work for women and decreasing or stable
hours of work for men when nonemployment i3 taken into account.
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presence of young children, or race or ethnicity of the household head — have experienced substantial
increases in hours of paid work from 1969 10 1996, In virtualiy every case, the increase in family
hours of paid work reflects increases by wives and by single parents, rather than by husbands,

While the basic trends have been similar, the magnitude of the increase in hours of paid work
has differed substantially across different demographic groups. In part, this is because some groups,
such as women with preschool-age children, had lower hours 1o start with and therefore more room
for expansion than others.

. Fumitics whose head had gone to college have

‘ ‘Increased thelr howurs of paid work much more 5. Crusrsga ie Aoyl Hours Worsed, 196056
than those whose hewd had less education (see by Euucation Lavel of Haa of Household
figure §). For married couples with a college- M Rl et

X\‘ nmw

sdugated husband, annual hours of paid work sl
increased by 644 hours (23 percent) ~ more

than twice the Increase for couples in which the § r ,
husband had a high schoal diploma or less. The & ool ‘i
difference was due {0 the wives’ hours g

increasing more and the husbands’ hours
decreasing  less in the college-educated
families. For single parents with a college
degree, hours of paid work increased by 320 [ R R g —
hours (20 percent), compared to 165 hours (16
percent) for single parents with a high school

5
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H £, Ghange s Annust Hows Worked, 1958888
diploma or less, \ or peinr g
v
- ags . . ; ' Lt unsdor agn § provme
. Families with a young child increased their . -
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hours of paid work more than those with only sl
sehaol-age children {see figure ). Forsingle _
parents with a child under age five, hours of £ #o:
paid work increased by 400 hours (50 perceny), &
compared 10 246 hours {21 percent) for single 3 20~

parents without a young child.  For married
couples, bours of paid work increased by 537
hours {20 percent) for families with a child
under age five, compared to 457 hours (15 Wives  Husoands - Maied copies. Srche pavecit
pereent) for families without a voung child..

G

Why have parents changed their hours of paid work? Trends in wages and trends.in paid. -
vsc'-ri; hours influence each other, Rising wages tend 1o draw more individuals into the labor {orce,
while falling wages tend 1o reduce participation. In turn, more work experience leads to faster wage
growth, and vice versa, As a result, wages and paid work time tend to move up or down together.
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Trends in hours of paid work for both men and women have roughly paralleled the trends in
their wages since 1969 (discussed in section IV.A below).® However, the magnitudes of the changes
in paid werk time are still not compleiely understood, and are not easily explained by changes in key
ceononiic variables.” The increases in paid work among women seem 1o be more closely related to,
increases in their own wages than to the changes in their husband’s wages over this period?
Increased work among women may be affected by such hard-to-measure faclors as changes in
assumptions about women’s role in the family, diminished discrimination against women in the
workplace, or falling bartiers to women entering non-traditional occupations. Highly educated
women have benelited more Hom diminished discrimination than have women with less education,
as higher-level professions! and management jobs have opened up to them. ‘Whatever the reason,
large increases in market work hours among women have substantially changed the time allocation
and income of families. -

IV.  TRENDS IN FAMILY INCOME

The upward trend in hours of market work raises questions about trends in family well-being.
A family's economic well-being is typically measured by its income. Earnings are the: largest part
of family income, which also includes transfer payments such as welfare and mzemp}ayment
insurance, interest, dividends, and other unearned income such as child sa;};:x::% Eammgs come
from wages and/or satary, plos any overtime, tips, or commissions. Rising work hours sizozzid fead
to rising incomes, but the magnitude of this effect depends on changes in wages and ‘other income
sources that might be occurring at the same time,

A, Wages

~ During the same period in which women’s hours of paid work have increased, inflation-
adjusted wages have been increasing for women on average. Female vollege graduates’ wages have
risen more than wages among the less educated. In fact, female high school dropouts’ wages have
stagnated or even declined slightly, Men's wages have grown very little on average. They have
fallen for men without college degrees and remained virtually constant for men with at least a BAS®
Because fringe benefits have grown since 1969, workers’ hourly compensation (including the value
of fringe benefits) has improved more than their wages alone,

¥ Blank (1997}, chapter 3; Jubn and Murphy (1997},
7 Blay {1992}}; Danziper and Reed {1887},

# Juhn and Murphy (1997). : o
¢ Blau (1998). These are the trands Iy mean weekly earnings of full-time workers aged 25-64. Other wage

measures such as average hourly earnings or median werkly earnings show slightly different trends, but all show a
similar relationship between education levels,
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_ As we digcussed above, these wage changes are positively related to changes in hours of
work. More educated women have shown the larges! increase in their market work, and their
earnings have gone up even fasler as wages and hours of work rose together, Less educated men
have experienced both declining wages and dechining howurs of work, Ieading to eamings reductions.

z

B. Total Family Income

Patting the wends in wages and hours together, 10 what ¢xtent have increases in hours of paid -
work within families translated into increases in family income? To ahswer this question, we present
estimates of average family incomes, by income component, to provide one assessment of how the

_changes in hours have affected the standard of living of families in the United States.'" Our income
measure is based upon before-tax cash income only, including cash benefits such as welfare and
ungmployment insurance benefits, and does not include other family resources, such as fringe
benefits, feod stamps, and the Earned Income Tax Credit (BITC). While these other resources and
taxes are important, they are difficult to measure accurately or consistently for individual families,
Because food stamp use grew rapidly in the 1970s and the BITC expanded greatly in the 1990g, the
income measure we use omits more of the resources available to low-income families today than in
the 1960s. Our estimates therefore understate the gains made by low-income families since 1969."

1. Trends in Income by Family Structure

. Trends in income and in the various components of income (earnings, govemment fransfers,
other sources of income) have varied across different types of families.” Both married-couple
farmbies and single-parent families achieved increases in inflation-adjusted income from 1969 1o
1996 (see figures 7 and 8). However, even though single parents had substantially higher rates of

- growth in paid work hours, married-couple families experienced a much larger average increase in
meome; = ‘

* T4 adjust for changes in prices over time, these estimates use the CPLU-X 1 price index measure. The
CPLUXA, an alternative to the CP1-U (Consumer Price Index for Urban Consumers), nses the rental equivalence
approach to improve the treatment of home ownership costs.

¥ for estimates of changes in family incomes vzing a broader definition of income, see Levy (1996)

 Throughout the following analysis we use mean (that is, sverage) income, vathier than the medisn or
another indicator of the distribution. Changes in mean income can be decompozed into changes in means of the
components of income, whereas thanges in the median cannot. There bas been 3 more positive change in mean
income than in median inconse, as dispropontionate growth in the upper tail of the incoms distribution pulls up the
mean without affecting the medisn, We multiplied topcoded values by 1.45 before sking the mesns of the
distributions so that the means would not be underestimated.

=



7. Avarage Family taoome of Maried Tougles & Aversge Famlly beome of Sirgge-Farent Familes

7w I orbant : v of LA Odar eameng Ky ”ﬁmmsm Pyoner samingz [ Govaenomt Touttaey .
i Govenannt Towsaing 757 e - .
s 2 .0 S n#
§ 50! i § " '
g g
- B w 1%
2 3}
5 g 0.
. E 251 g
10} T B
T, wm e 0 ¢ 1 gva 1889 . 1006
» - The incomes of married-couple families increased by more than their increcse in paid work
time. Their average family income increased by almost a third from 1969 to 1996 (814,800
in 1996 dollars), while their annual hours ¢f paid work increased by less than a fifth.
e . .
. For single-parent familics, incomes increased by much less than paid work time. They also

increased much legs than the incomes of married-couple families over this period, after
.adjusting for inflation. Average income of single-parent families increased by less than ten
_percent (81,920 in 1996 dollars) from 1969 10 1996, while their paid work hours increased
by more than a quarter. ' ' ‘

- Increases in the carnings of wives and single parents generaled most of the inceme growth
from 1969 1o 1996, Single parents’ eamings increased more than their total family incomes did, as
eamnings increases were ofiset by a forty percent decling in average goverment cash transfer
payments. For two-parent families, increases in the wives’ carnings represented two thirds of the ’
increase in family income, with the remainder attributable to an increase in the husbands’ earnings
and an increase in unearned mcome from sources other than government fransfer payments,

Argong both wives and single parents, increased carnings reflect an inerease in hours of
work and an increase in hourly eamings rates. Rising earnings among wives reflected a startling 93
percent merease in their hours and a 32 percent increese in their earnings per hour,  For single
parents, hours of work increased by 28 percent, while hourly eamnings increased by 17 percent.

2. Trends in Income by Other, Demographic Characteristics

A3 with hours of paid work, trends in average family incomes differ substantially across
groups of families classified by education, race or sthnicity, or presence of young children. Income
growth has been greater for families whose head is highly skilled, for families headed by a non-
Hispanic psrson, and for families with preschool-age children.



. More highly educated families had greater income growth from 1969 1o 1996, Married
couples’ income grew by almest a third if the husband had a college education, but less than
ten percent if the hushand had a high school diploma or less. For single parents, inflation-
adjusted incomes grew by eight percent if they had a college degree, but incomes fell by four
percent for single parents with a high school diploma or less. Much of this difference in
income growth reflects larger hours increases for highly skilled wives ang single parents, and
earmings declines for low skilled husbands. Erosion of the purchasing power of cash welfare

benefits also helps explain why the inflation-adjusted incomes of less-educated single parents
fiull, \ -

. Average income growth for whites and blacks was substantially higher than for Hispanics.
Among families beaded by a white person, average incomes grew for both married couples
{18 percent) and single parents (2 percent) from 1979 to 1996, For blacks, average incomes
grew by 18 percent for two-parent families and by 6 percent for single-parent families.
Finally, for Higpanics, average incomes fell for both married couples (4 percent) and single
parents (3 pereent), The results for single parents are striking, given the relatively large
increases in hours worked for pay by Hispanic single parents aver this period. The results
for married couples are less surprising, given that Hispanic couples increased their hours of
paid work only about half as much as white or black married couples. An increasing share
of recent immigrants with lower education and wage levels in the Hispanic population also
helps explain why Hispanics” incomes fell. In addition, wages and cash welfare benefits

- dechined,

. Families with a child under age five had greater average income growlh thim families with
older children, For married couples, average incomes increased by 38 percent for families
with a child under age five, compared to 27 percent for families with oaly older children.
For single parent families, mean incomes increased by 17 percent for those with young
children, but by just 6 percent for families with only older children ™

3 Recent Trends in Family Income

Trends in family income from 1992 o 1996 are considerably more favorable than the Jonger -
term trend since 1969, Even families headed by single parents with a high school diploma or less,
.whose real income deteriorated from 1969 through 1992, made income gains from 1992 1o 1996
during the sustained period of economic expansion under the Clinton Administration.

13 Our race and ethnicity comparisons begin in 1979 because the CPS did not identify Hispanics in 1969,

* Of course, having 3 younger child ofien implies being a younger parent. We do not contro} for the age
of the parent in this analysis,



C. The Distribution of Family Per Capita Income

To assess the implications of income growth for families with children, we need to take
account of the increasing share of single-parent families, whose incomes are lower and grew much
fess than the incomes of married-couple families {see secton [V-B-1 above). We also need 1o
consider the decrease in family size, because a given family income provides more resources per
child when there are fewer children in the family. Moreover, because less-skilled, lower-income
parents have had siower income growth than highly skilled, higher-income parents, it 1s important!
to consider the trends in income for lower-incomie and higher-income families, not just the average
_ family.

thure 9 presents estimates which incorporate the combined effects of the increasing share
of single-parent families and decreasing average family size, 1o Bssess ehaugcs in mcomes for
families with children. To reflect changes in the
share of single-parent families, the diagram shows
changes for the combined family income distribution .

of single-parent and two-parent famibies. Inaddition, = :

as a crude way of adjusting for the differences in .
family size between two-parent and one-parent e i ‘ _
families and for the decreases in family size over ¥ 150w}

time, fumily incomes are presented in per cepita 2

terms. (This is a crude measure because it does not B

cost twice as much to support two people as one, On 500} _ I

the other hand, two do cost more to support than one.
The true measure of equivalent income for different
family sizes lies somewhere between per capita and
iotal income.) The figure shows the change in average income per person for the lowest quarter, the
highest quarter, and the middle half of the distribution of all families’ per capita incomes.-

£ Hean Famity income, Per Capia
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These estimates indicate that while there has been substantial growth in income per person
for familics with high per capita income, income per person has been either stable or decreasing for
other families when 1996 is compared with 1969, During the economic expansion from-1992 to
1996, however, famities with lower per capita incomes alse experienced rising income per person.

. Since 1969, the top quarter of fumilies gained, while the lower guarter lost gnd the middle
half remained nearly constant in per capita income terms, after adjusting for inflation. The
top quarter gained 20 percent ($4,420 in 1996 dollars) from 1969 1o 1926, while families in
the lower quarier of the per capita income distribution had declines of 11 percent ($410).
For families in the middle half of the per capita income distribution, average income per
person has remained relatively constant, with income gains of 4 percent {3452}, .

Since family size has been decreasing, it follows logically that increases in mean income are

less dramatic, and decreases are more dramatic, when caleutated on a family basis rather than on a
per capita basis,
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Y. HOW DO FAMILIES RESPOND?
IMPLICATIONS FOR FAMILY TIME USE OUTSIDE THE JOB

The trends in hours of paid work and family incomes described above have had 2 major
itmpact on family life. Increasing hours of paid work may mean higher incomes, which provide more
resources for parents and children, But increasing paid work time alse means Jess time for other
activities. The evidence on time allocation to non-market activities is much more limited than the
data on hours of paid work and income, and conclusions must therefore be more tentative.

The CPS, with its Iargef sample size, only allows us to examine hours spent in paid work
{and therefore hours available for other activites) along with changes in family size and structure.
We have limited data on what people actually do with the time they do not spend in paid work,
mainly from time-use diary studies. These studies have complete data only for a small sample of
people. We begin with the CPS data regarding basic trends and then discuss the more demlled time-
use diary data, :

A, Trends in Current Population Survey Data.

What can the CPS tell us about how the changes of the past several decades have affected
the number of home hours that families have available for caring for children and maintaining a
houschold? The data indicate that families have less total time to devote 16 unpaid activities,
including time with children, because they are spending more time in the labor market and because
the share of families with a single parent is growing.

Figure 10 shows the trends in non-market time 10. Avatable Time of Custortial Purents
. . . Cutside Paid Work snd Slean

that cusiodial parenis potentially had available to  »
spend with all their children, after subtracting time
spent at paid work and allowing eight hours per day
for sleep. We emphasize the fact that this is only time 3
potentially available .in the home; there is no g
information in the CPS about how parents actually §
spend their time outside paid work. Figure 10 shows =
that from 1969 o 1996, both married-couple and
single-parent fhmilies experienced a decrease in time ’ :
not spent on paid work, The overall decrease is  ® 7 imsTiese tese tesm 1065 1996
greater than the decrcases within cither fanuly type Memiedooupss Siglepsrents Al lamiies
because the proportion of single-parent families
increased over this period.

It can also be noted that changes in family size would affect the parental time potentially
available per child. Statistics. indicate that despite increases in patd wark hours for each type of
family, the amount of non-market time potentially available per child has increased for both married--
couple and single-parent famihies since 1969. This measure is obviously misleading because it
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assumes that a single child who spends time with a parent gets twice as much parental attention as
each of two children who spend that same time with a parent. In any event, the increasing number
of single-parent families has meant that overall, the average amount of family time potentially
available per child has remained relatively constant when single-parent and married-couple families
are considered as a whole. :

B. Time Use in the Home Estimated from Time-use Diaries

Fortunately, we have a supplementary source of datx. time-use diary surveys, which ask
_ respondents to keep a detailed diary recording how they spend their time during a specific day.
These surveys provide an alternative, more-accurate method of measuring paid work time, as well
as time spent in various kinds of unpaid activities, such as commuting, housework, child care,
shopping, recreation, and personal care. The trends in hours of paid work time and non-market time
described above are based on data which report individuals® estimates of their usnal hours worked
per week in the previous year. Such estimates may not accurately portray the actual bours worked
for pay because the question is somewhat ambiguous and respondents may not be able to report
sccurately on g “usual” week in the few minutes allowed during the CPS interview, Time-use diary
measures tend to show shorter pmd work hours and sometimes even different trends than the CPS.P

Unfortunately, such time-use diary surveys are conducted much less frequently and with
much smaller samples than the CPS. The latest available data were collected in 1985; resulis of'a
survey done in 1992-94 are not yet publicly available. Because of the small samples, time-use diary
surveys cannot be used to examine trends for smaller subgroups of the population, such as single
parents or blacks, Moreover, the individuals who complete the diaries may not represent the US.
population as well as the CPS sample does. These surveys do, however, provide information about
how much time is spent in different types of unpaid work at home, such as child care and housework,
in leisure pursuits, and slesp,

1. Averages

Time-use diaries indicate that the entry of many mothers into the workforee has placed them
into what can be fermed g “time crunch.” While both employed and nonemployed women have
managed (o keep the wmount of time spent with children relatively constant, many more women with
children have moved from the "nonemployed”™ to “employed” category. The “time crunch’™ is best
iHustrated by the fact that in any single year, employed women spend over one third Jess time on
child cam and household tasks than women WIthouI paid jobs, but still have 25 to 30 pczvcem less free
time.}

15 Robinson and Godbey (19973, chapter 5.
Y Robinson and Godbey (19971, Tables 3 and 6. :
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Time-use surveys conducted in the U.8. in 1965 and 1985 show that employed mothers spent
virtually the same amount of time {aking care of children in 1985 (6.7 hours per week) as in 1965
(6.3 hours per week). Mothers without paid jobs also maintained 3 consistent amount of time with
children, spending 12 hours 3 week on child care in both years, The child care category in the time
diaries includes only time spent on direct caregiving, not time shared with children while engaging
in other activities. : ‘

. 11, Perowny: Eimpioyed
ko

When the shift of women inte employment,
{shown in figure 11} is taken into account, mothers” s}
time in child care declined by 10 percent overall,
from ten to nine hours per week. Fathers did not
make up the difference; their child care time
remained about 2.6 hours per week from 1965
1985,  This suggests that the increase in market =)
work among women has reduced parenis” total child

care fime. .- o “sp8% 1085 1085 1985

Women M

Bavin Thrw-Lise Ty Surveys iRntioaon & Godiky 1881

Mothers have reduced their child care time by much less than they have increased their time
in paid work because they have cut back on other activities. Women have markedly reduced time,
they spend on household chores (see figure 12). Men have somewhat increased the time they spend
on housework (see figure 13), but it does not make up for all of the reduction by women. Since the
“child care” category only captures activities that are directly focused on taking care of the child, any
reductions in time parents spend with children while they are primarily engaged in another activity,
such as cooking, cleaning, or shopping, are not reflected in the time-use data.

v
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Time spent in commuting to work increased 13 percent (2.5 minutes per trip) bc,twcen 1983
and 1993, according 1o a Federal Highway Administration survey.
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2. Differences among Families

The effect of women’s increased hours in the labor market on families is likely to vary
between college-educated parents, whose incomes have been rising because their hours and wages
. both increased, and less-educated parents, whose incomes may have fallen despite increased work
hours because of falling wages. The effect of women’s increased hours in the labor market on
{amilies is also likely 10 vary between marmried couples, who can shift some housework and child care
from working wife to husband, and single parents, who cannot. Within married-couple families,
moreaver, there are likely to be differences across education levels in this shifling of tasks, as-child
care fime by fathers rises with their education. Unfortunately, the ime-use diary survey samples are
oo small 10 be broken down into these subsamples. Thus, the above-quoted estimates are based on
average trends and may miss important distinctions between high- and low-income groups, or
between single-parent and two-parent families.

VL KEY POLICY ISSUES RELATED TO THESE CHANGES IN FAMILY LIFE

The changes in American families and work patterns have created new opportunities, but
also present significant policy challenges to private employers and government. In this section we
identify four areas of policy that are important in helping families seeking to balance werk and
family life: increasing the flexibility of market work; supporting income among low-income
working families; improving access to high'quality and affordable child care; and encouraging the
formation and maintenance of two-parent families.

A, Increasing the Flexibility of Paid Werk

To an important extent, the effect of parents’ market work time on children depends on when
“and where it is performed. By shifting from work in the home to work in the market, many women
find themselves with far less flexibility in responding to family needs. Key employment
arrangements that affect hours flexibility for parents tneiude: -

. Flexible work arrangements {defined as allowing workers to vary the thme they begin orend
work), These arrangements are an increasingly popular approach to decreasing the tension
between work and family, In 1997, 28 percent of full-time wage and salary workers had
flexible work schedules. Tiis was up sharply from 15 percent in 1991, the most recent prior
vear when data were collected.

Mamntaining high productivity need not be inconsistent with allowing flexibility in work -
arrangements, as many private sector emplovers }zz‘xvé discovered. The Federal government has led
by example, instituting “flextime” which allows employees some discretion in when they work their
atlotted hours. The President has proposed a flextime initiative that would allow all workers to take

'’ Data on alternative work arrangements comes from the 1991 and 1997 May supplements to the CPS.
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“time-and-a-half” overtime compensation in the form of compensatory time for family and medical
leave purposes or vacation instead of cash.

. Flexibility in shift work. This approach enables parents 1o share child care more easily by
working different shifis, In order for shift work to make combining paid work and child care
easier, however, the choice of shifts must be voluntary. For those workers who cannot
determine their own schedules, the combination of shift work and work in the home 1s a
potential source of stress and expense. Non-standard working hours may make it difficuit
both 1o find time to spend with children when they are awake and not in school and to
arrange for child care while working. In 1997, 83 percent of full-time wage and salary
workers were on regular daytime schedules, 4.6 percent were on evening shifts, 3.9 percent
were on employer-arranged irregular schedules, 3.5 percent were on night shifts, and.2.9
percent were on rotating shifts..

“This Administration has also played a major role in increasing flexibility among families by
helpmg enact the Family and Medical Leave Act (FMLA), which enables workers to take up to 12
weeks unpaid leave to care for a new baby or ailing family member without jeopardizing their jobs.’
Since its inception in 1993, millions of workers have taken advantage of the FMLA to spend
necessary time with their families. The President has also proposed expanding the FMLA to cover
more workers and to allow FMLA-covered workers up to 24 hours per year for parent-teacher
conferences or to accompany a child, spouse, or elderly parent for routine medical and dental care.

’ Working at home for pay. This arrangement can increase parents’ flexibility. In 1997, 3.3
percent of all wage and salary workers were doing work at home for pay, up from 1.9 percent
in 1991. An additional ten percent of all wage and salary workers in 1997 were doing work
at home without receiving extra pay for it. Nearly 9 out of 10 workers who were paid for
work at home were in white-collar occupations.

B. ' Giving All Parents, Especially Low-Income Parents, More Choices

While incomes have been rising for most people, families at the bottom of the income
dlSlI‘lbLlll()l‘l particularly the less educated and single parents whose inflation-adjusted incomes were
lower in 1996 than in 1969, still face serious economic hardship. Many low-income parents are
forced to work harder and spend less time with their families just to make ends meet. Recent policy

changes that have helped these families cope include:

« . Expansions in the Eamed Income Tax Credit (EITC), to ensure that persons who work hard
on their jobs can take home enough money 1o support their families;

’ Providing a $500-per-child tax credit 1o help offset the éxpcnse of raising children;

. Increases in the minimum wage from $4.25 in 1993 to $5.15 in 1997;"
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. Expanded child support enforcement provisions, which help ease the econemic burden on
single mothers and enforee responsibility for economic support of children on both parents;

. Major welfare reform legislation that has helped single mothers move from welfare to work;
* Employer tax credits to help create jobs for welfare recipients;
. Substantial expansions in support for vocational education, community college, and skill

development among persens in lower-income families, including the creation of Hope
Scholarships, increases in the maximum ?eii Crant, and the ;msaage of the Workforce
Investment Act of 19987

These steps, and the strong economy and steady economic growth of the Iast six years, have
combined to create jobs, reduce unemployment, and raise wages for all workers — espemalh the less
skilled who are most sffected when jobs are scarce,

C. im;tmving Access to High Quality, Affordable Child Care

Most parents adjust to an increase in their paid work time by increasing their use of child care
providers. The availability, cost, and quality of child care are crucial to the well-being of our
children and the ability of parents adequately to balance the needs of work and family.

" The primary child care arrangements for preschool-age children of employed mothers in the
fall of 1994 were divided roughly equally among care in the child’s home (by a relative or
norrelativel, care i another home (by a relative or nonrelative), and care in an orgamized child care
facility. Since comparable data were first collected in 1986, the trend shows a slight increase in the
proportion of children receiving care in their own homes, relatively fewer children receiving care
in another home, and relatively more children receiving care in an organized facility. In addition,
the share of monthly income spent on child care by those purchasing this service rose from 6.3
percent to 7.3 percent between 1986 and 1693,

The Clinton Administration has consistently emphasized the importance of child care
availability and quality. Since 1993, child care subsidies for low-income families have grown by
80 percent. In addition, the Administration’s budget proposal for the fiscal year 2000 includes a
variety of proposals to help make child care more affordable and improve 18 quality, including an
investment of $7.5 billion over five years in the Child Care and Development Block Grant;
gombined with the funds provided in welfare reform, this new investment would enable the program
to serve over one million additional children by fiscal 2004, Also, the President’s budget includes .
$5.1 billion over five years 10 increase the Child and Dependent Care Tax Credit for three million-

' The sorliew comprehensive data on- families’ child care arrangements were colected by the Bureau of
the Census in 1977, The carliest data that are compatible with the most recent data are from fall 1988, We use the
1586 daws for conslstency.
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familie_s earning under $60,000 a year, and $3 billion over five years in a proposed Early Learning
Fund to improve the quality of care children receive.

In addition, the Administiration is addressing the need for after-school care for children.

Since 1970 the percentage of married couples who work full time, year round and have school-age

children has nearly doubled (from 18.7 percent in 1970 to 37.3 percent in 1997). Today, the parents
* of over 28 million school-age children work outside the home. This has led to a strong demand for
quality programs to ensure that children are safe and leaming in the hours in which they are not
supervised by a parent. In fact, experts estimate that every day roughly 5 to 7 million children are
left unattended at home. The Clinton Administration has responded to this demand by increasing
its tnvestment in after-school programs from $40 million to $200 million in the 1999 fiscal year,
which is estimated to reach roughly 400,000 children this year. And the President's fiscal year 2000
budget would triple the investment in these programs to $600 million.

Together, these initiatives help parents ensure that their children are receiving quality care
while they work. : '

D. Encouraging T'wo—Pa_rcnt Families

When two-parent families form and stay together in a supportive relationship, many of the
economic and emotional stresses of balancing work and family are eased. Two-parent families have
greater earning potential and more potential time to spend with their children than single-parent
families. Among the recent policies which have helped maintain married-couple families, the
eligibility rules for Medicaid and other programs have been changed so as not to penalize two-parent
families for staying together. ' ' :

VII. CONCLUSION

This study indicates that there has been a large-scale shift of time spent by women from the
home to the labor market over the last generation. For most families, this change has led to an
increase in family income. The study also indicates that there has been a very large shift from
married-couple to single-parent families over the last 30 years, reducing both income and parental
time available for many children. While smaller family sizes have helped offset the increase in
market work, many parents find it difficult to balance jobs and children.

This report demonstrates that single parents face the most difficulties. They have-only half
as much total time available as two parents, and single mothers typically have less than half as much
earning power as a married couple because women’s wages are lower than men’s. Lack of income
limits most single parents’ ability to purchase time-saving goods and services and high quality child
care. Thus, they face a severe “time crunch” as well as a “money bind.”
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Men without college educations have faced declining wages. While increased work by their
wives has helped maintain their families’ standard of living, i1 is stil} difficuli for these families 1o
afford child care, Moreover, less-educated workers are less likely 10 have jobs that permzt parents
to arrange their hours to sccommodate family needs.

More educated parents, whose increased tme in the labor market bas been rewarded with

" considerably higher incomes than in 1969, can more easily afford high quality child care, household -
help, and other time-saving goods and services, Married~couple families, particularly those where

. the husband has a college degree, have seen substantial improvements in their economic situgtion. -
over the last three decades. Even these couples, however, face the stress involved in balancing
increased work and family. '

While it is beyond the scope of this study to speculate about the causes of changing work and
family patterss, what is clear is the magnitude of the change and the Importance of the challenge.
There is no mere vital task for our society than raising our children well. Parents in all different
income brackets and settings face every day the extraordinary task of dividing their time. tt) maximize
familial, economic and personal well- bemg e

itis the rcsponszbi ity of employers and public policy-makers to continue the scarch for
miethods to help productive workers function as effective parents and responsible family members.
If children, families, and our communities are going to withstand the stresses of the trends of the
tast 30 years, employers and public policy makers have a responsibility to do evervthing they can
" 1o help parents balance work and family. Workplaces and work hours must become more flexible,
parents need more supports and more choices, and more children need to live with solid families in
their Lives.

18



REFERENCES

Blank, Rebecca, 1997, It Takes a Nation. Princeton: Princeton University Press.

Blau, Francine. 1998. “Trends in the Well- -Being of American Women, 199& 2995 " Journal of
Economic Literature 36{March): 112-165.

-

Bluestone, Barry and Stephen Rose, 1897, “Unraveling an Economic Enigma: Overworked and
Underemployed.” The American Prospect, March-April: 58-69.

Danziger, Sheldon and Deborah Reed. 1997, “Working Longer and Earning More: The Changing
Contribution of Wives” Earnings to Family Income.” Unpublished manuscript, University of
Michigan, February,

Ellwood, David T. 1598, “Winners and Losers in America: Taking the Measure of the New
Economic Realities.” Unpublished manuseript.

Hayes, Cherly, John Palmer and Martha Zastow feds). 1990, Who Cares for America’s Children?
Chitld Care Policy jé}r the 1990s. Washington, DC: National Research Council Press.

Hochischild, Arlie Russell. 1997, The Time Bind: When Work Becomes Home and Home '
Becomes Work. New York: Henry Holt & Company, Inc.

Jzzhn, Chinhui and Kevin Murphy. 1997, “Wage Inequality and Family Labor Supply,” Jowrnal
of Labor Economicy 15(1), part 1. 72-97.

Juster, F. ‘Thomas and Frank P. Stafford {eds). 1983, Time, Goods, and Well-Being Ann Arbor:
University.of Michigan Institute for Social Research, Survey Research Center. ’

. 199). “The Allocation of Time: Empirical Findings, Behavioral Models, and
Problems of Measurement.” Joyraal of Economic Literature 29 (June ¥ 471-5322,.

L&eﬁe Laura and Juliet Schor. 1994. “Assessing the Time Sqaw:m Hypothesis: Hours Worked in
 the United States, 1969~ 2939 " Industrial Relaions 33(1): 25-43.

Levy, Frank. 1996, “Where Did All ti‘%e Money Go? A Layman’s Guide to Recent Trends in U.S,
Living Standards.” MIT Industrial Performance Center Working Paper 96-008, July.

McGrattan, Ellen K. and Richard Rogerson. 1998, “Changes in Hours Worked Since 1950.7-
Federal Reserve Bank of Minneapolis Quarterly Review, Winter: 2-19.

Robinson, John and Geoffrey Godbey. 1997, Time Jor Life: The Swrprising Ways Americans Use
their Time. State College: Permsylvania State University Press.

14



Rones, Phillip L., Jénnifer M. Gardner, and Randy E. llg. 1997. “Trends in Hours of Work Since
the Mid-1970s.”” Monthly Labor Review 120(4): 3-14.

Schor, Juliet B. 1991. The Overworked American: The Unexpected Decline of Leisure. New
York: Basic Books. :

20



THE LFFECTS OF WELVARE POLICY AND THE ECONOMIC EXFANSION ON WELFARE
CASELOADS: ANTIPDATE

Aungust 3, 1999

A Report by the Council of Economic Advisers

This study could not have been completed without the generous assistance of the Department of
Health and Humarn Services in providing data and program information. -

4



THE EFFECTS OF WELFARE POLICY AND THE
FCONOMIC EXPANSION 5 WELFARE CASELDADS: AN UrpaTe

EXECUTIVE SUMMARY

This study investigates the causes behind recent changes in welfare caseloads, updating 4 1997 CEA
report of caseload change,

» The fall in welfare caseloads has been unprecedented, wide-spread, and continuous, und
employment of welfare recipients has increased. 14.]1 million people received welfare in _
January 1893, and this number had fallen 1o 7.3 million by March 1999, according 1o estimates
released today (August 3, 1999). In 31 states the caseload s less than half of what it was when
President Clinton took office, and all states have experienced double-digit percentage declines.
For 22 states, the percent drop during 1998 was larger than during 1997 (from January to
December). Previous analyses by the Department of Health and Human Services show that the
percentage of welfare recipients working tripled between 1992 and 1997, and an estimated 1.5
millicn adults who were on welfare in (987 were working in 1998,

= The 1996 legislation has been o key contriburor to the recent declines, PRWORA produced 2
drarmatic change in welfare policy: work and self-sufficiency became a primary goal; state and focal
governments were given much greater contrel of their programs; and states expsnimented with a host
of program designs. The evidence suggests that these changes caused a large drogp in welfars
participation, a drop that is independent of the effects of the strong labor market. The ¢stimates
imply that TANTF has accounted for roughly one-third of the reduction from 1996 to 1993, the last
vear of data analyzed in this study. In the earlier vears, 1993-1996, most of the decling was due ©
the strong labor market, while welfare waivers played a smaller yet important role.

« The strong labor market has made work opportunities relatively more atiractive, drawing peopie off
welfare and into jobs. The unemployment rate has not declined as much in the post-TANF period as
it did in the 1993-96 waiver period. As a result, the share of the decline in the caseload that is
attributable 10 improvements in the lebor market was much higher in the 1993-86 period {roughly 26
10 36 percent) than in the 1996-98 period (8 to 10 percent).

= Fast increases in the minimum wage have made work more atiractive and, as a resull, caused
welfare participation to deciine. The estimates tmply that about 10 percent of the caseload decline
was due to increases in state and federal minimurm wages.

» The specific program design adopted by a state can affect its caseload declines. The study
exarmnes the effects of 2 nomber of specific policies, including family caps, camings disregards,
tirme Umits, work exemptions, and work sanctions on the size of the caseload,

The large sustained declines in caseloads provide one piece of evidence about the effectivensss of

welfare reform efforts. However, there are multiple indicators of the impact of welfare reform,

including changes in work and earnings among welfare leavers, in marriage rates and out-of-wedlock
pregnancies, and in poverty rates. The Clintor Administration is collecting and macking information
on all of these measures in order ¢ fully assess the impact of welfare reform,



Tug EFFECTS OF WELFARE POLICY AND THE
ECONOMIC EXPANSION ON WELFARE CASELOADS: ANLpDaATE

QORIECTIVE OF STUDY & SUMMARY OF FINDINGS

From the start of the Clinton Administration to March {999, the number of people receiving weifare
declined by 6.8 million. In 31 states the caseload is less than half of what it was when President
Clinton took office. Not since 1967 has such a smal! share of the population received welfare, Not
anly have the declines been large, they have also besn widespread and continuous {Table 1), Retween

1993 and 1998 (the last vear of data analyzed in this study), 21l 50 states and the District of Colunsbin
sxperienced double-digit percent reductions in welfare participation, and in most states the declines
were unprecedented. Although a substantial share of the reduction occurred between 1994 and 1996, in
many states the largest declines have oceurred more recently. In fact, in 22 states the percentage
decline during 1998 {from lanuary to December) was greater than it was in 1997,

This study updates and extends a 1997 Council of Economic Advisers (CEA) repart examining the

relative importance of a variety of economic and policy changes on caseload declines.! The earlier

study examined changes in welfare participation between 1993 and 1994, the current study updares

that report by including data through 1998. It also analyzes the effects of edditional factors, such ag
changes in the minimum wage as well as the welfare reforms enacted in 1596,

This report uses data from 1976 to 1998 and finds that from 1996-98 policy factors were extremely
important, which is not surprising given the scope of the 1996 reform. The 33 percent decline in the
recipiency rate between 1996 and 1998 wag due in large part to the changes in state welfare programs
implemented under the Temporary Assistance for Needy Family (TANF) block grant. Specifically,
roughly one-third of the caseload decline berween 1996 and 1998 was due 1o program reforms
implemented under TANF, 8-10 percent was due to the improved labor market, about 10 percent was
due to the higher minimum wage, and 1-3 percent was due 1o lower cash welfare benefits,

Daring 1993-26, roughly 26-36 pemeni of the caseload dacline was due 1o the improved labor market.
The relatively large effect of labor market conditions on the caseload over this period reflects the fact
that the decline in unemployment between 1996-98 was much smaller than the decline experienced
between 1993-06. Another 12-13 percent of the decline In welfare participation was due 1o welfare
waivers, which were issued to states to allow them to experiment with alternative program designs.
The caseload fell 6-22 percent because of lower inflation-adjusted welfare benefits, The real value of
the minimum wage fell between 1993 and 1996 (the increase in the minimun wage in 1996 ocsurred
in October, 50 1t was not effective most of the vear), which by tiseif would have caused the caseload 1o
increase by about 10 percent. The remaining change was due 1o other {adtors.

' Council of Economic -Advisars {1997} “Explining the Decline in Weifare Regeipl, 1993-1596: Trchnical Repor”
Executive Office of the President of the United Statey.
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Table 1. Changes in the Numbcer of Recipients in Each State

Number of recipiems

Percentage Change From

State 1993 1998 PXRGRY OG0 U8 Yilin Y8
Alabams 138,463 54,635 36 AH -G
Adugks 318 29562 + 18 -24
Atizong 154,153 LA 16 -39 43
Arkansas T198% 331533 21 43 -55
Cabifomin Z5113m 1908018 3 23 W20
Colorsdo 122,850 36,746 222 AF -39
Coagectiout 62481 W -2 26 -28
Pelavware 21736 15,826 -16 <3307 -43
BC 9 548 34856 G W21 -21
Elonda 451 683 261 584 <52 -52 -62
Georgis IBELYY 185052 45 45 -54
Hawgi 37,336 A, 724 it 30 -19
{gzho 21877 1457 1 B3 -82
tiinois £94 080 Al 8 N 26 31
Indizaas 218,558 1igie <35 =21 48
[owa {32,438 BEOGS 81 -4 -16
Kasnsas RE.363 34335 <& &% 3
Kzntucky 120766 114360 &3 -3 46
Louisians 3 124 880 ~52 A6 .52
Maine 66,914 33423 ~3% <2 1
Maryland T8 116458 -1 -3 47
Massachuselis 32 157 543 <23 «¥ 4%
Michigan 689,139 332340 26 «35 -32
Minnesota G717 JE XX «312 -1% 25
Mississippi 16K 524 S3NE3 Bz 35 6%
Missouri 262,382 147,108 JpeY -33 44
Montana 34,878 19,548 «13 -3% 44
Nebraska 47,840 36665 £yt o} =23
Nevada 36,009 EATY -2 28- 23
New Hampshire 29,197 15,404 22 <34 -43
New Jersey 148,10 156,947 -1% -38 -43
New Mexica 01,246 1T 2 -25 <24
Hew York 1,215,526 #86.746 5 +13 -27
Horth Carcling 35620 169, 144 «23 5 5 <38
North Dakesa 18,215 8541 Rk -35 -33
Chip TIZATY Ja0,179 <24 «37 52
Oklahoma 138762, 61,191 27 =38 -53
Cregon 117,852 45,001 -3t 43 E
Penasylvania 810,531 360,009 14 Comn 41
Riods Island 3,187 54,150 -8 «fy -13
Somiz Cargling 144,280 60,110 «22 43 -5%
Souih Dakotx R K 9453 L2 -39 =32
Teanessee 310488 149089 20 -40 5%
Tesas R 815 310,857 16 44 -53
Uish 1,194 18,254 25 .28 46
Vermont a0 19,643 -12 21 -3t
Yirginis 94,768 9453 <20 -36 A9
Washingion PA R W 3T -6 25 30
West Virginia 118,143 3635 25 1) 67
Wisoonsin s 24 9167 <33 <75 -43
Wryotning - 32889 TATY 32 £9 -36
Totad 14,507 402 £.194 666 <13 -33 41

Data are the average monthly caselnads for the calendar year,
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WELFARE PARTICIPATION AND THE LABOR MARKET

Caseloads normally fluctuate with the business cycle, rising in periods of high unemployment and |
declining when unemployment falls. Chart | illustrates this relationship between labor market
opportunities and weifare parlicipation over the past three decades, When unemployment increased in
the earty 1970s, so did welfare participation. The increase in welfare participation in the late 1980s and
early 19903, as well as the decline that began in 1994, also correspond with changes in employment
opportunities during these penods. However, the trend in welfare participation does not always match
that in unemployment, most nolably when other important changes are taking place, :ncmdmg chazzges
in family structure and Wf:zfaf& policies.

Chan 1. Welfare Participation and Unemployment Rates
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Economic conditiens vary across states as well as over time, Chart 2 displays a scatterplot of the
unemplovment rate versus the welfare participation rate for each state and the District of Colembia in
1594 when panticipation was near its peak. This relationship is quite strong, with a simple correlation
of 0.65. While this carrelation suggests a strong role for economic factors, it is likely to overstate their
true role. Characteristics of states that influence their snemployment rates may aiso influence weifare
participation. These ¢characieristics include the age distribution, educational level, metropolitan/miral
population shares, and racial and ethnic composition. While these factors may change over time, such
change occurs more slowly than changes 1o policy or economic conditions.

Cne way 10 eliminate the effects of these “fixed” factors is to examine changes over time within states,
which 1§ the approach employed in this study. Chart 3 displays the simple relationship between the
change in the unemployment rate and the change in the welfure participation rate in each state between
1994 and 1998, It demonstrates that once unchanging state characteristics are removed, the
relationship between the unemployment rate and caseloads is not nearly as sirong as the simple cross-
sectional one, with a correlation of §.17.
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The changes over tme for the nation as a whole also suggest that factors other than the economy have
a substantial effect on welfare participation (Chart 1} For example, increases in welfare participation
during the recession of the early 1980s were truncated by eligibility restrictions that were part of
President Reagan's welfare reform efforts tn 1982, As a result, over the entire 1980s the simple
correlation between unemployment and welfare participation was much lower (0.23) than it was in the
19708 (0.4 1) or the 19905 {0.78).

FEDERAL AND STATE POLICIES

A number of key policy changes have been implemented in recent years and might be expected 0 have
had an impact on welfare participation and caseloads: ‘

Welfare Waivers '

Since 1962 the Secretary of Health and Human Services has had the authority 1o waive federal
program requirements in the Aid to Families with Dependent Children (AFDC) program if a state
proposed experimental or pilot programs that furthered the goals of AFDC. Although there were a few
waivers granted in the early 1980s, it was not until the early w mud-1990s that major, state-wide
waivers became widespread, Between 1993 and 1994, the Clinton Administration issued welfare
waivers to 43 states, more than any previous Administration, Table 2 lists the date that each state
implemented a major state waiver.

These waivers varied substantially scross states, and in many cases they differed greatly from the ruies
under AFDC. Some waivers increased the amount of earnings recipients were allowed 10 keep and still
be eligible for welfare. Other waivers expanded work requirements to a larger number of recipients,
established limnits on the length of time recipients could remain on ald, permited states to sanction
participants who failed to mest work requirements, or allowed states to eliminate benefit increases 1o
families who conceived and gave birth to children while on welfare (the so-called “family cap™). Given
the widespread use of waivers and the degree 1o which these policies differed from traditional AFDC
policy, there is substantial reason (o believe that waivers contnibuted 10 changes in welfare caseloads.

Like the 1997 CEA study, this report focuses on six “major” types of waivers that received approval to be
implemnented state-wide®: termination time limits, work requirement time limits, family caps, JOBS
exemptions, JOBS sanctions, and the earnings disregard. Each of these policies was discussed in detail in
the appendix to the 1997 CEA Technical Report.”

* In g few instances waivers were examined which were not approved o be implemented state-wide but affected a large
share of the star’s caseload.

? 1t was determined that the waiver in West Virginia, which was considersd & “major™ waiver in the 1997 CEA study, did
nest in fact mest shis requirement (Martini and Wiseman, 1997}, which is refiected in Table AL




Table 2. Dates of Major Welfare Waivers and

TANF Implementation

Date of First TANF
Major Walver Implementation
Implementation Date
Alshumn /1596
Alnsks T
Anzonn 117198 1071756
Arkansas T 1554 LT
Lalifomia 127192 1/1/98
Colorado 9T
Conngetiont 1156 10/1/%6
Dlaware 1795 Mige7
RE. 87
Florida 181/96
Crorgla ied 1147
bigwsil et 147
daho . 147
Hitnois 1173393 197
Indians s 1571796
fowa A2 1147
Kansas 101796
Kentucky 101858
Louvistans 1157
Maine 11196
Maryland 196 129156
Massachnseetis 1ingss 930596
Whighigan G2 SII9E
Minsesata FH197
Missiesinni 1671795 741497
Missours 661793 12/1796
Monana, 211156 Ui
Nebraska L& LS5 127176
Wevada 1243796
WNew Hampshiire 1071596
New Jersey YOI19% 157
New Mexico 71457
Mew York L1197
Novth Caroling 1156 187
North Dhakota FHST
Ohin 7% 1341/96
Qklahoma 107196
Oregon 21493 H#iAe
Pennsylvania 33097
Rhode Isiond 51197
South Carotina 10412756
Sowth Dakota 6/1/44 120196
Tennessee 2196 1041796
Taxss §1/%6 1175196
Ush 171783 10/196
Vermont 1124 9720/96
Virginia FHOS 21/97
Washington 171496 171097
West Virginia 1187
Wisconein 17196 9/1/97
Wynning 171497




Some of the waivers that were approved for state-wide implementation were initially implemented state-
wide, some were implemented in selected areas of the state, while still others began in small regions of the
state but were eventually phased in state-wide. Information on the pace of implementation is not availabie
for all states. Therefore, the date that is used to signal implementation is the date that the waiver began to
be impiemcn[eci.4

The statistical analysis in this report, as in the earlier CEA report, compares states that did and did not have
welfare waivers, determining whether those states that implemented waivers experienced larger caseload
declines than those that did not. It improves on the earlier report by using the actual date the waivers were
implemented in the states rather than the dates they were approved by HHS. In making these comparisons,
the current analysis also adjusts for other differences across these states that may account for the differential
decline, including economic conditions, cash benefit levels, and the minimum wage. X

PRWORA

Enacted in August of 1996, the Personal Responsibility and Work Opportunity Reconciliation Act
(PRWORAY} is designed to emphasize self-sufficiency and employment in place of welfare dependency
and gives states greater flexibility to design and implement programs to achieve these goals. Benefits
are time-limited; adults usually cannot receive Federal aid for more than 5 years during their lifetime,
and some States have chosen to set shorter time limits. Most recipients must also participate in a work
activity within two years to continue receiving aid.

.PRWORA abolished the AFDC program and established the Temporary Assistance for Needy
Families (TANF) block grant to help states fund their welfare programs. Under the TANF block grant,
Federal assistance consists of an annual fixed transfer to each state equal to the amount of federal
transfers the state received in fiscal year 1994, 1995, or the average of 1992-4, whichever was higher.
In addition, most of the authority to design welfare programs was passed along to the States, who are
required to have half of all recipients working by 2002 (40 percent by 2000). As a result, there are now
substantial differences in how welfare programs operate across the nation. Some states increase
benefits to welfare families who have additional children, while others do not. Some states stop
payment of benefits to the entire family at the first instance of their failure to meet work activity
requirements, while other states never sanction more than the adult. Most states allow welfare
recipients to keep a substantial portion of their labor market earnings without.reducing their welfare
payments, while others do not. We investigate both the overall effect of TANF-funded programs on

‘caseloads, as well as the impact of specific policy choices made by the states as part of their waiver or
TANF-funded plan.

The effects of the new state programs implemented under the TANEF block grant are estimated by
examining changes in each state’s caseload before and after it implemented TANF, again, after -
adjusting for other factors such as the unemployment rate and the minimum wage. States were ‘
required to submit their TANF plans to the Department of Health and Human Services for approval no
later than July 1, 1997, Some states moved quickly after PRWORA was passed to enact TANF-funded
programs, building on their welfare reform waivers, while other states operated for a period of time

* Somewhat larger effects are estimated when the date of approval, which was utilized in the 1997 CEA study, is used
instead of the date of implementatign, as described in appendix A of the technical report.




under the older AFDC program rules.” The date that each state implemented its TANF program is
listed in Table 2.

Minimum Wage

A higher minimum wage can make work more attractive, giving welfare recipients 2 greater incentive
to enter the workforce and feave public assistance. On the negative side, if a higher minimum wage
reduces emptoyment of low-skilled workers, some people may lose their jobs and enter welfare. At the
same time, an increase in the minimum wage may lead employers to substitute away from teenagers (a
relatively large share of whom work for the minimum wage) and towards older welfare workers (who
are perhaps not as likely to work at the minimum wage, but more likely than teenagers to be working
just above the minimuin), The latest empirical evidence is mixed, but most studies find either modest
or no disemployment effects associated with past increases in the minimum wage.

The minimum wage also varies among states, with 15 states having minimums above the federal floor
at some point during the period analyzed in the study (1976-1998), Therefore, the study compares the
retationship between welfare participation and minimum wages over time and across states.

AFDC/TANF Benefit Levels

Siates have long set their own level of maximun: monthly benefit payments, with variation by family
size and composition. All else equal, higher benefit levels are expected o increase the number of
participants., Qver the periad of this study, the inflaton-adjusted level of welfare benefits fell in
almost all states. In some cases the state explicitly lowered {or raised) benefits, but in most states
benefit levels were fixed and eroded over time with inflation,

DATA AND METHODOLOGY

Using annual calendar year data from 1976 to 1998 on all states and the Distnict of Columbia, the
analysis is based on 1,173 observations. A set of models are estimated which correlate movements in
welfare participation with movements in state unemployment rates, state AFDC/TANF benefit levels,
state/federal minimum wage levels, the implementation of state waivers, and the implementation of
state TANP-funded welfare programs.®

The estimated models also control for the characteristios of states that are largely unchanged over the
entire (1976-98) time period, and for changes in each year that are common to all states. In technical
jargon this is known as controlling for state and year fixed effects; this technique is used in most
existing studies of annual caseload changes. The estimates are based on a technique known as

® In most cases, the waiver concept becomes meaningless once TANF was implemented because states were given broad iy
conirol over their welfire policies. In particular, states could operate the broad categories of policies under TANF, whether
ue not they were continuing a waiver. Howaver, if 3 state continued 2 time mit waiver, then participants’ time clogcks in
. that state would have besn running prior 1o TANF implementation, As a resull, these participants woold reach their time
Yimits more quickly than if their ¢iock would have been reset on the date of TANF implementaion.

“Most of the dota used in the analysis come from well-known sources, with a few exceptions. The information on
smplemeniation dates 25 well as program waivers and TANF wers obtained from the Depanment of Health and Human
Services and the Urban Instinde {Gallagher e 32l 1998),



weighted least squares, which uses the data across states and over time, and weights the data in each
state by its overall population. A Technical Report is available which provides more details on the
data and the estimation procedures for interested readers. As always in such studies, we estimate a
variety of slightly different models to test the robustness of our results to the exact set of variables
included.

The results of this methodology are to estimate the effect of changes in the economy or in policies over
time within a state on the caseload in that state. Hence, the results are the direct result of asking “If ™
variable X changes over time within a state, what will be the effect on caseloads in that state?” This is
clearly the question in which we are most interested. It allows us to measure the effects of (say)’
waiver implementation or unemployment changes on caseload changes over time,

This approach is very similar to the approach used in the 1997 study. One difference is that the earlier
study emphasized models that incorporated a “lead” effect of waiver policies. That is, waivers were
allowed to affect caseloads one year prior to the date they were approved. While the current study also
reports models that incorporate leads, the preferred models do'not contain leads, since the leads may
capture more than the causal effects of these policies. (For example, perhaps states with recently
declining caseloads had slack resources and manpower to design and submit a waiver.) This
difference explains why waivers were found to account for 31 percent of the change between 1993 and
1996 in the 1997 study, but only 12-15 percent of the change in the current study.

RESULTS

These results report the estimated effects on caseloads of each of the variables discussed above over
the 1976-98 period, holding constant the effects of changes in all other variables. Based on these
estimated relationships, chart 4 shows the contribution of various factors in the recent 1996-98 period.

The 1996 welfare reform legislation has been a key contributor to caseload declines since it was
enacted. The average state experienced an 18 percent decline in welfare participation following the
implementation of their TANF-funded state welfare plan, holding all other policy and economic
variables constant. These new state programs funded by the TANF block grant account for roughly
one-third of the 33 percent decline in the recipiency rate that has occurred since 1996 (Chart 4).

As reported in the earlier CEA study, welfare waivers that were implemented prior to PRWORA
explain a substantial share of the caseload decline from 1993 10 1996. States that implemented major
waivers experienced an 8-9 percent greater decline in welfare participation than states that did not,
holding all other policy and economic variables constant. This accounts for 12-15 percent of the
overall decline between 1993-96.

The strong labor market has made work opportunities relatively more attractive, drawing people off
welfare and into jobs. The unemployment rate has not declined as much in the post-TANF penod
(1996-98) as it did in the 1993-96 waiver period. As a result, the share of the decline in the caseload
that is attributable to improvements in the labor market was much higher in the 1993-96 period (26 to
36 percent) than in the 1996-98 period (8 to 10 percent). This study reaffirms the importance of
maintaining a healthy macroeconomy with low unemployment rates in order to help families move off




and remain off of welfare. Any future 1-percentage-point increase in unemployment ig likely to
produce a 5 to 7 percent increase in welfare caseloads.

The study aiso finds that increases in the minimum wage have made work more altractive and, as o
result, caused welfare participation to decline. The esiimates suggest that a $0.50 increase in the
minimum wage has been associated with a decline in welfare participation of 4 to 6 percent. Hence,
the recent minimum wage increases have helped reduce welfare rolls (Chart 4).

As many other studies have confirmed, higher weifare benefit levels result in higher caseloads. As
noted above, this need not reflect any behavioral differences in higher-benefit states, but may only be
due 10 the fact that higher benefits typically imply that a larger share of the population is eligible o
receive public aséistance. T '

-

Chart 4. P&rccntage of Change i Paﬁieiga{idn from
1996.98 Auributable to Each Factor -

Ecanamy:
3-10 perzent _

Minirmuen wage:
0-18 pareent
Cash benefits:

i-5 percent

{nther factors!
38,45 percent

The specific program design adopted by a state can affect i1s caseload declines. The study examines
the effects of a number of specific policies, including time limits, earnings disregards, work sanctions,
family caps, and work exemptions on the size of the caseload. We estimale the effects of these
policies regardiess of whether they were implemented as part of a state’s waiver plan or a TANF-
funded plan. Our results on the effects of specific policies should be interpreted with caution, since
.only a limited number of staies have implemented many of these policies for only a relntively shon
period of time. The primary results with regard to these policies are:

. Time {imits bave the expected negative effect, but this is not precisely estimated (very few
participants have actually hit time limits in any state.)

. Higher eamings disregards raise participation modestly.”
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* Strong work sanctions are associated with declines in welfare panticipation.
. Contrary to expectations, family caps are associated with an increase in caseloads.

. Work exemption policies based on the age of the youngest cbz;d do not play a substantial
roie in determining caseloads.

CONCLUSIONS

The large sustained declines in caseloads provide one piece of evidence about the effectiveness of
welfare reform efforts. This study suggests that caseload declines have occurred in part because of a
strong economy with fow unemployment rates, However, policy changes by state and Federal
governments have been even more important in explaining the post- 1596 decline than the strong labor
market. The new state programs implemented following the enactment of PRWORA, most of them
focused on increasing work effort among welfare participants, have been the most important
identifiable factor explaining the decline from 1996-1998. Increases in the minimum wage, at the
Federal level and among some states, have also reduced cascloads.

However, there are my 5;}26 indicators of the impact of welfare reform, including changes in work and
earnings among welfare Iewcrx, in marriage rates and out-of-wedlock pregnancies, and in poverty
rates, The Clinton Administration is collecting and tracking mfom‘mm‘}n on all of these measures in
order to fully assess the impact of welfare reform. .
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THE EFFECTS OF WELFARE POLICY AND THE
ECONOMIC EXPANSION ON WELFARYE CASELOADS: AN UPDATE

EXECUTIVE SUMMARY

This study investigates the causes behind recent changes in welfare caseloads, updating a 1997 CEA
repost of caselowd change,

« The fali in welfure taseloads has been unprecedented, wide-spread, and continuous, and
emplayment of welfare recipients has increased. 14,1 mijiion people received welfare in
January 1993, and this number had fallen to 7.3 million by March 1999, according to estimates’
ruleased today {August 3, 19991 In 31 states the caseload is less than half of what it was when
President Clinton took office, and all states have experisnced double-digil percentage declines,
For 22 staies, the pereent drop during (998 was larger than during 1597 (from Junuary to
Decemberl. Previous analyses by the Depariment of Health end Human Services show that the
percentuge of welfare recipients working tripled between 1992 and 1997, and an extimated 1.5
million adults who were on welfare in 1997 were working in 1998,

¢« The 1996 legislation has been a key contributor fo the recent declines. PRWORA produced a
dramatic change in welfare policy: work and seif-sufficiency became a primary goal; state and local
governments were given much grenter controd of their programs; and states experimenied with a host
of program designs. The evidence suggests that these changes caused & large drop in welfare
participation, a drop that is independent of the effects of the strong labor market. The estimates
imply that TANF has accounted for roughly one-third of the reduction from 1996 10 1998, the last
year of data analyzed in this study. In the earlier years, 1993-1996, most of the decline was due ©
the strong lubor market, while welfare walvers played a smaller yet important role,

* The strong labar marke! has made work opportunities relatively more attractive, drawing people off
welture wizd into jobs. The unemployment rate has not declined as much in the post-TANF period as
1 did in the 1993-86 waiver period.  As o resulf, the share of the decline in the caseload that is
artributabie o improvements in the Tabor market was much higher in the 1993-96 period (roughly 26
1o 36 percent) than in the 1996-98 period (8 1o 10 percent).

¢ Past increases in the minimunt wage -have made work more atiractive and, as a result, consed
welfare participation to decline. The estimates ply that about 10 percent of the coseload decline
was due 10 increases in state and federal minimum wages.

o The specific program design adopred by a state can affect ity caseload declines. The study
exumines the effects of a number of specific policies, including family caps, earnings disregards,
ttme limigs, work exemptions, and work sanctions on the size of the caselead.

The large sustuined dechines in coseloads provide one picce of evidence about the effectiveness of
welfare reform efforts. However, there are multiple indicators of the impact of wellare reform,
meluding changes Wit work and earnings among welfure leavers, in marriage rates and out-of-wedlock
preghancies, and 15 poverty rates, The Clinton Administration 15 collecting and tracking information
on wll of these meurures in order o fully assess e impact of welfare reform,
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THE EFFECTS OF WELFARE 'OLICY AND THE
BECOROMIC EXPANSION ON WELFARE CASELOADS: AN UPDATE

INTRODUCTION

‘The number of people receiving welfare has beeo declining at record rates.  After peaking in March
1994, welfare caselouds have dropped by 48 percent through March 1999; Ad that time, just 7.3
million people representing 2.7 percent of the population were recelving welfare. Not since 1967 has
such a small share of the popuiation relied on wellare,

Not only have the declines been large, they have been widespread and comtinuous (Table 1)
Between 1993 and 199% (this report examines caseload changes through December 1998), it 50
stittes and the District of Columbia experienced double digit percent reductions in welifare
participation, and in most siates the declines were unprecedented. Thirty-seven states have
experienced drops of al least one-third, and in 23 states the number of participants is less than half of
what it was in 1993, And although a substantial share of the reduction cccusred betwesn 1994 and
1996, in many states the largest declines have occurred more recently. In fact, in 22 sates the
percentage decline in 1998 was greater than it was in 1997 (from January to December). Andin

almost all stutes (43) caseloads were sull declining during the final months of 1998.

Two primary {actors have bees posited 10 explain the recent caseload changes: the strong labor

market, and changes 1n welfare policy. The nation is in the midst of the longest peacetine sxpansion
in its history, with low unemployment and rising wages. Moreover, gains in eroployment and wages
have been experienced-by groups who have typically had high rates of welfare use. Expanding labor

matket opportunities have made work more altractive to polential welfare participants, reducing their

need for public transfers,

While the {abor market has unproved since 1992, there have been subsiantial changes in welfare
policies throughout the past decade. In'the early 19905 a growing number of states requested waivers
from the teaditional welfare program, Ald to Families with Dependent Children {AFDC), allowing

tham (o experiment with ulternative policies such as time Hmitg, fanily caps, work requirerenis, and




Table 1. Changes in the Number of Recipients in Each State

Number of recipients Percentage Change From
Suate 1993 1998 L3090 Ghi10 98 Vitc 98
Alsbarnz AR 465 54,638 . A6 14 41
Adasin 31078 582 -} -5 <2{
AfZona 95,153 .81 : vif -3 44
Ariansas 712589 3264 21 43 -85
Cuitfonia 331159 L R34 3 <23 -2
Culurada {21886 50148 .37 47 48
Conneciiont ) 143,48 1IN % g -2
Pielpwnm LI EA¥:+ N3 ~32 43
HW &% 544 h= B3 i -2i 3
Fhurihs Gu1 83 bt 3 5. 52 467
Ceonga Jug oF? (RS ORG “i% -4% 54
Howati £3.338 40,124 % -3 -9
fedabn BLETH 3EGT H -B E7
iflineiy 44 030 4,570 -7 -2 33
indioms 15,367 it 33 -3 4%
iown 152,838 53655 1 -23 -3
Kangay #8,363 34536 “2h -47 -bt
Kentucky 20,766 19,350 222 .} 4%
{emdiniana 359,762 124,800 -2 36 -53
Maine 554914 WA ~)§ -3 ~d4
flarylind 219,998 1iH4%6 -1 40 47
P assuchseils 331,249 157043 28 227 4§
Michigan 659,139 Ja2.2440 26 =33 52
Minsasa ’ 192,173 143 685 2 -5 -25
Mississippi 168,424 52,523 S .58 -HY
Missourt 202,382 147,105 ~14 35 , 44
B ontina . 14875 14,840 -3 <38 44
Fubriska 47 gt} RIN AN ) Ry - 223
Muvidi 36,065 2412 3 et -24
Myw Shunpabilg 28797 LA AR <32 =14 44
Kew Jersey 2L FH | G 37 iy .3 41
Few Mesieo 41,245 S ZRY . 23 .24
MNaw Ytk 1,2:5.324 LEL L) % -23 W27
Henh Saating 138 526 |4 144 -2 <37 -5G
Moy ok 18213 X341 s 35 -8
Ondo T 31 24 57 =51
{Flshomn 1A% 1462 61,191 <31 3% .35
Eriegon £17.852 46,8501 3 3 61
Pesmylvania 635,531 ik «i4 32 41
R bokand 62,187 54,650 3 Y 43
Sown Caroling 146,280 618 -k 4% -5
Senth Prukenn SRR 44473 P iy .82
Fennasnes 3486 144 oy 43 53
Texns TRAEN J7LR5T wifh wilt =21
Ul 52,144 2N28% 15 28 -4
Wuisunng 28 3 1647 b 3 ~31
Yirginia 134,765 U st ) . B -4%
Whiglisggton k% 268 W E h 25 Beltl
Weal Virginm P1E 113 . IRAIN 5 1 -67
Wisersin ) 313,247 49,67 3% -7 -8
Wrniiting 13,854 2471 <32 &0 Rt
Toinl 14,007 458 B.199. 666 - % -3 A1

Dana are dhe average monthiy caseloads for the calendar year,



a variety of other aptions, During the Clinton Administration (from the beginning of 1993 10 1996), -
43 states received welfare waivers, more that any previous Adsministration. At the federal level,
welfare policy was changed dramatically by the Personal Respongibility and Work QGpportunity
Reconciliation Act of 1998 (PRWORA ), which repluced the AFDC program with the Temporary
Assistance for Needy Families (TANF) block grant, Under PRWORA, welfare became more work-
focused and Ume~imited: with few exceptions, federal welfore assistance is strongly Hnked 1o the
recipient’s efforts to find a job. In most cases, adults cannot receive federal aid for more than a otal
ol 5 years during their lifetime, and some stutes have chosen to set shorter time limits, PRWORA
also shifted primary responsibility for welfure program design and management to States and

iocalities,

In 1997, the Council of Economic Advisers issued a report using 1976 to 1996 data that examined
the reasons for the decline in caseloads between 1993 and 1996, That study found that roughly 45
percent of the decline was accounted for by improved labor market conditions, about 30 percent was
due to welfare waivers, and the remaining 25 percent was explained by other factors. Several
subscquent studies were conducted that examined changcs"in welfare caseloads during this and
aarlier periods {Bartik and Eberts, 1998; Blank, 1997, Fighio and Ziliak, 1998, Levine and Whitmaore,
1998 Moitiit, 1999; Swapcltor, 1998, Wallace and Blank, 1998; Ziliak, Figlio, Davis, and Connoelly,
19973,

Since 1996 caseloads have continued 1o fall, the labor market has grown even stronger, and welfare
policy has been fundamentally changed, making it important to update the earlier report. This study.
extends the eardier study on several dimensions. Most importantly, the effects of TANF are assessed
'by analyzing data through 1998, In addition, the study provides more recent evidence of the effects
of labor market conditions on changes in caseloads, und the study examines whether increascs in the

ranimam wage also playved a role,

The large sustained declines in caseloads provide one plece of evidence about the effectiveness of*
walluee reform oiforts. However, there are multiple indicators of the impact of welfare reform,
including changes in work and earnings among welfure leavers, in marriage rates and out-of-wedlock
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regnancies, and in noverly rates. The Clinlon Adininistration is collecting and tracking information
Preg P ¥ B

on alf of these meusures in order 1o fully assess the impact of welfure reform,

FACTORS AFFECTING CASELOAR TRENDS

Economic Conditiens

Caseloads normally fluciuate with the business cyele, rising in perieds of high uremployment and
deciining when vnemployment {alls. Chart | itlusirates this r&la{iogshi;} between labor market
opportunitics and welfare panicipation {i.e., the number of welfare recipients divided by the total
population} over the pasi three decades. When unemployment fncreased in the early 1970s, so 1oo
did welfare participatson, The incremse in welfare participation in the late 1980s and early 1990s, as
well as the decline that began in 1984, also correspond with changes in employment opportunities
during these periods. However, the trend i welfare participation does not always match that in
uncinplayment, most notably when other important changes are 1aking place, including changes in
family structure and welfare policies. Indeed, increases in weifare participation during the recession
of the early 1980s were truncated by eligibility restrictions that were pant of President Reagan's
welfara refonm efforts 1o 1982, Over the entire 1980s the simple correlation between unerployment

and welfure participution was much lower (.23) than tz the 1970s (0.41) or the 19905 {0.78}. |

Chart 1, Welfare Participation and Unemployment Rateg |
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Charn 2. Welfare Participation Rate Versus
Unemployment Rate for Each State, 1994
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Economic conditions vary across states as well as over time. Chart 2 displays a scatterpiot of the
unemployment rate versus the welfure participation rate for each state and the District of Columbia

in 1994, when participation was near its peak. (California and New York are highlighted because

they are home to roughly one-third of the nation’s wellare recipients, and DC s highlighted because

it ts an outbier o0 this Chart.} This relationship is quite strong, with a simple correlation of (.65, ;
While this correlation suggests a strong role for economie factors, it is likely 1o over-state the true
roje of economic factors. Fized charscteristics of states that cause them to have high unemployment
rates may also lead themn to.high welfare parlicipation. These chamzz%mistics inciude the state’s age
thistnbution, educational layel, metropolitanfrural population shares, and racial and ethaic
composition.,. While these fuctors may chiange over Linw, such change occurs more slowly than
changes in policy or economic conditions, Gne way to abstract from these factors is to examing
changes over time within states, wihich is the approach employed in the econometric models below,
Chart 3 displays the simple relationship between the change iv the unemployment rate and the
change in the weliare participation rate in each state between 1994 and 1998 o illusirate the
potenual importance of these fixed characteristics, The ci;arl dernonstrates that once state fixed
effects are removed by examining changes in thase varisbles, the relationship is nat nearly as strong

ag the simple cross-sectional one, with a correiation of G.17.




Chart 3. Change in Weifare Participation Rate Versus
Change in Unemployment Rate for E‘.z}ch State, 1994-98
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‘Federal and State Policies

Weifare Waivers. Since 1962, the Secretary of Health and Human Services has had the authwiéj} 0
waive federal welfare requirements if a state proposed experimental or pilot programs that furthered
the gouls of AFDC. Although there were o-few waivers granted in the early 1980s, it was not unti)

the carly to mid-1990s that major, state-wide waivers became widespread.

These waivers varied substantially across staies, and in many cases they differed greatly from

the nitles nnder AFDC, Some waivers increased the amotnt of earings recipients were allowsd
1o keep andt stitl be eligible for welfare, Other waivers expanded wark mz;izi{czrzent;i to o farger
number of recipients, established limits on the length of ime recipients could remain on aid, -
permitted states to sanction participants who failed to meet work requirements, or allowed states,
1o eliminate benefy %5Ci‘-’:i}§83 to famibies who conceived and gave birth to children while on
welfare {the so-calied “lamily c_é;p"}, Given the widespread use of waivers and the degree 1o
swhich these policies differed from f.lradilia):mi AFDC policy, there 18 substantial reason to

believe thal waivers contributed to changes in wellare cuseloads,

PRWORA. In August of 1996, President Clinton signed the Personal Responsibility and Wark
Opportunity Reconciliation Act into law, dramatically changing federal welfare policy. PRWORA

7



™

&

was designed (o emphasize self-sufficiency and emp Qymant in.place of weliare dependency, and 1t
gave siales gma{er ﬁaxzbz ity to design and implement pmamma to achieve these goals. Benefiis are
tme- mzxzﬁé a{hz ts usually cannot receive federal aid for more than 5 years during their lifetime, and
some states have chosen to set shorter time limits, Most recipients must also participate in & work

activity within two years to continue receiving aid,

Under the TANF block grant established by PRWORA, federal assistance consists of an annual fixed
transfer to cach state equal to the amonnt of federal fransfers the state received in fiscal year 1994,
1993, ur the average of 1992-4, whichever was higher. Io addition, most of the authonty o design
welfure programs was passed along 1o the states, who are required to have half of ail reCipents
working by 2002 {40 percent by 2000}, ;s.s & result, there are now substantial differences in how
welfare programs operate across the nation, Some states increase benefits to welfare families who
have additienal children, white others do nol. Some states stop payment of benefits 10 the entire
Tamily at the first instance of their failure to meet work activity requirements, while other states
never sanction more than the adujt. And some stales allow welfare recipients to keep a substantial
portion of their labor market eamings without redocing thelr welfare payments, while others do nel
AFDC/TANF Beneftt Lovels. States have long sef their own level of maximum manthly bcnéfi{
payments, with vuriation by family size and compasition. A:il else.equal, higher benefit levels are
expectzd 1o ncrease the number of panticipants. Over the period of this study, the inflation-adjusted
fevel of welfare benefits fell in almost all states, In-some cases the state explicitly changed benefits,

but in most states benefit levels were fixed and eroded over tme with inflation.

Minimum Wage. The real value of the federal minimum wage decreased substantislly between 1976
and 19BY. A 30,45 legislated increase in 1990, followed by 8 30.45 increase in 1991, offset some of
this long-ran deching, but by 1993 the real minimum wage ($34.55) was nearly as Jow as 1t was in
1989 The minimum was then legislatively raised by $0.50 in 1996 and an additional $0.40 in 1997,
During the penod analyzed in this study, 1976-1998, several states established minimulm wage levels

v




that were ahove the federal minimum that prevailed at that time.!

A higher minimum wage can make work more attractive, giving welfare patticipants a greater
incentive 1o surer the workforce and leave public assistancg, On the negative side, if a higher
minimu wage reduces employment of low-skilled workers, some people may lose their jobé and
enter welfure: At the same time, an crease in the minimum wage may lead employers 1o substitute
away from teenagers (a relatively large share of whom work for the minimum wage) and towards
alder welfare workers (who are perhaps nof as likely to work at the minymum wage, but more likely
to be working just above the mintmum than teenagers). The evidence on the disermployment effects
of the minimum wage is mixed. Seme studies have found that & 10 percent increase in the minimum
wage causes ¢ 1 10 2 pereent decline 1n employment {¢ g., Neumark and Wascher, 1992, Neumark
and Wascher, 1994: or the cstimates surveyed by Brown et al, 1982), while other studies have found
no disemployment effects {e.g., Katz and Krueger, 1992, Card, 1992a, Card, 1992b, Card, Katz, and
Krueger, 1994; Berstein and Schmitt, 1998; Card and Krueger, 1998). Two recent studies have
cxamined the effects of minimum wages on welfare caseloads, with one finding 2 negative effect
over the 1990-91 peried (Turner, 1999} and the other finding a positive effect over the 1983-96
period (Page, Spetz, Millar, 1950),

There are a variety of other factors that may affect caseloads, including the Earned Income Tax
Credit, the availability of child care, transportation, and Medicaid coverage, family strocture, and
out-cf~wedlock births. Although our models do not dirsctly examine thess {actors, our approach

controls Tor them indirectly, as described in the next section.”

ECONOMETRIC SPECIFICATION

Two upproaches are implemenied 0 estimate the effects of policy and economic conditions over the

"The states that bad minimwn wages above the federal lovel durisg 1976-98, and the years in whick they had such
paticy, arer Alusks from 1976-98, Californin from 1989-90, Connerticyt from 197680 and 1992.98, DC from
IN75-08, Husesdt from 1976-77, 198890, and 1993-98, Tows (rom 1994 and 199285, Maine from 19¥5-1980,
Musgachusetis frams 1987-89 and 1885, Minnesots from 198800, New Hampshize from 1987-89, New Jersey from
198296, Oregon from (990-98, Rhode Island Trom J987-80 and 1992-96, Verment {rom 1987-89 and 199594,
Washington Trony T98%-30 and 1993806,

PO purticutar interest is the BITC, but Because the most significant BITC changes ore enacled sutionslly and effec
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period 1976-1998. Both approaches ulilize the same dependent variable, use the unemployment rale
1o capture the effects of Iabor market conditions, and specify the mmimum wage and weifare benefit
levels in identical ways. The difference between the two models is the specification of the remaining
welfare policy variables. The first model uses two simple 0/1 indicator variables: one to capture the
period during which a major waiver was in effect 1o each state, and one to capture the period {i;.zz‘zzzg
which TANF was in effect i each state, Specifically, Model {1}is:

(3} Ik = Waivery B, 4 TANF 4 B, + nBencfits B, + InMinWage, S,

Y EY, rend ¥y gy

Ly

+Unemployment 3,

The variables are defined for siate ¢ in calendar vear 7 as follows:

R; the ratio of the number of recipienis (o the population unkier 65 years
of age i;hc number of reciptents is obtammed from admiinistrative reports on
AFDC/TANF); the model estimates the natural log of this ratio,

o Waiver: - an indicator variable that takes the vatue of one if the state had a major
waiver in effect; the indicator is turnsd off when TANF is implemented in
the state.”

TANF: an indicator variable that takés the value of one it TANF was in effect
- in the given state (the TANF implementation date varied across states,
- ‘ as discussed bolow),
' Benefity: the maximum monthly benefit for a family of three on AFDC/TANE.
MiWage: the value of the state-specific minimum wage expressed as a monthly . -
amount (1o make comparable with the benefits variable) assuming
employinent for 30 hours per week for 4.33 weeks, (In most cases,

this 15 the federal minimuam wage.)

alf persons &y the same time, these effects are subsumed by the model s Hime fixed effects.

"In most cusex, the-waiver concept becomes meaaingloss once TANFE was implemented because statos were given

brund control over their welfare policies. In particular, states could operate (he broad calegovies of pulicies under

TANE, whalmr or o they were conliriing a waiver, However, iF o stute cominued a time limit watver, then

partivipants” lime clocks in that state would have been running prior to TANF implementation. As o sesult, thess

participants would reach their Lime limits more quickly than if their clock winuld have boes reses o0 the dae of
TANF implementation. L
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Unemployment,  the unermsployment rate {current, lagged one year, lagged two years)

Yol . state fixed effects
Yoo . year fixed effects
trend®yg: Hneur state-specific time trends

Alt dotlar values are expressed in 1998 dollars nsing the CPL-U-X1,

The second approach examines the effects of specific welfare policies, regardless of whether the

policy was implemented ander waivers or TANF. That is:

(2) Ry = X o B, +inBenefits B, + mMinWage B, +Unemploymeni B,
+y hy, hirend ¥y s g,

In Muode! {2}, X, represeats a vector of varinbles that describe specific policies that are in effeet
state 50 year £, There are a variety of policies that could be analyzed. The five policies thit were
examined were chosen becuuse, o priori, they were expecied to significantly influence participation
and they could be quantified based on available sources. The {ive policies are:

|. Tzrmigation or work requirement time Himits are sepresented by an indicator variable for

whether the state either erminaies cligibility, rz:ttim:ﬁs‘ henefits, or requires paricipanis to
work {not just participate in a “work activity™) after & given duration on aid. The date that
participants first began to reach the time limit was used as the date that this policy came
into effect. (;l“hese time limits had become binding in too fow states {or us to examine the
distinct effects of each of these three policies.}

2. A second indicator varinble takes the value of 1 (0 ntherwise) if the state has a family cap,
that 15, the stute dogs not incrense benefits for participants who give birth o or conceive a
child while on aid,

3. Work exemptiong are represented by three indicator vartables based on the state's policy

toward families with young children: the {irst takes the value of |1 if the state exempts

mothers with a child as old us 6 months to 3 vears, § otherwise; a second indicutor tikes.

I the sune Bad 1 range of minitmuts wages, the highest mintmum wage was used 0 constract (s variable, In (he
yeur Hua s mmndioun wage changed, te welghsed average of the minimums in efTect during thay year were used in
the analysis, where the weighis nre equul 1o 1he shage of the year in which each minimum wage was in effect,
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the vahie of 1 if the exemption applies to mathers with a child newly bern to 6 moaths old
(and not ofder}, 0 otherwise; and a third 1akes the value of 1 if the state allows ho

exemptions bused on the age of the mother’s children, 0 otherwise. Years in which a state
has a traditional AFDCAOBS exemption policy serves as the reference group. These four

groups are mutually exclusive,

4. A set of three indicator variables capture the aggressiveness of work sanction policies. One

indicator represents states that impose full family sanctions with the first offense
{“Tuli/full™), » second indicator represents states thal impose full family sanctions only
after repeated offenses (Upartial/fisl™), and a third Indicator represents states whose
maximum sanction is & pactal family sanction (“partial/partial”). States that impose no
sangiion or some lesser sanction, which was the case under traditionat AFDC, serve as the

referece group.

disregard if a welfare recipient earns $750 per month (in 1998 dollars). When the disregard

{formula varies with duration on weifare, the disregard applicable for the longesi durgiion

{typically more than 3 months] is assumed.

The "policy oriented” appronch used in Model (2} has the advantage of being uble to identify the
specific policies that influence cascloads. However, there a number of TANF policies and practices
ihat may affect participation that could not be captured in Model 2 because of data limitations, such
as diversion policies, work reygirements and targets, and welfare office culture. The simple
indicator-variuble approach used in Model ] is more effective in capturing the total effect.of waiver
and TANF policies. ‘

State, year, and sime-specific time trends are included to capture unobserved factors, such as family

suucture and other policies, that may be correlated with the observed variables, Most policies were

not in effect the entire calendar year that they were implemented, “In these casés, fractional values are

uscd corresponding to the share of the calendar year that the policy was in effect. The model i
cstimated with weighted leust squares, where the weight is the population vuder 65 in stnde v in year
t. The standard ervors of the cosfficient estimates are corrected for general forms of

i2




3 P 4
heweroscedasticity.” .

Before discussing the resulis, 1t should be acknowledged that a maintained assumption in this study
1% that welfare policies are exogenous (o welfare participation (after controlling for the factors in the
models described abave). Al previous studies have also made this assumption, Endogenous policy is
probably more likely to affect the estimates of Model 2. While most states received waivers, and
every state has implementet TANF, the specific types of policies vary considerably. For example,
states whose cuseloads were inoreasing (or not decreasing as much as desired}, may have adopted

. . .. &
relatively harsh policies.

DATA . ‘

Using annual calendar year data from 1976 o 1998 on all states and the District of Columbia, the
analysis is based on 1,173 observations. Most of the data used in the analysis come from well-known
souroes, with a few exceptions {described below). The federal and stale minimurm wage data were

obtained from the Wage and Hours Division of the Burcau of Labor Statistics.

Wellure Waivers

The duta that are wnique o this study are the waiver implementation dates and TANF policies. These
policies wre difficult to categorize and measure, and the pace and intensity of their implementation
typically vary across and within states. Experts from the Department of Health and Human Services
as well as non-government research institulions were consulted to characterize these policies ag fully
as possibie. Specificaily, information on waivers was obtained from the Department of Health and
Human Services. Most waivers permitted simultangous implementation of virious provisions. For
example, the California Work Pays Demonstration increased the AFDC resource linit for recipients

to $2,000, incremsed the excluduble equity value for a vehicle to 34,500, allowed recipients to place

"As s cheek of the robusiness of the estimales, madel §in Tubile 7 was re-estimated without currecting the standacd
errurs, amd off sististically stgnificant cocfiicions remadned so af the .07 lovel. Extimator.when the weights are ngt -
uxed are reported in Table 4

"Uinc set of studies kos modeted welfure caseloads by including the lagged valoe of the dependent variable as an
cxplanatory variable {Zialk of pl, 1997, Figho and Zilink, 199K). This spproach is an aliernative way 1o control lor
past bistory. We have not ehiozen this specification, kowever, and we instead include year effecty, state effects, and
stale-specific ime trends tn models of the level of welfare pardcipation,
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up to 35,000 in restricted accounts which did not count against the resource limit and which may
nly be withdrawn for certain uses, and (among other things) required pregnant or parenting teens

(under 19) who did not possess a high school diploma or equivalent to participate in CalLEARN.

Like the 1997 CEA study, this report focuses on six “major” types of waivers that received approval
to be implemented state-wide’: termination time limits, work requirement time limits, famity cups,
JORBS exemplions, JOBS sanctions, and the sarnings disregard. Each of these policies was discussed

in detuil in the sppendix to the 1997 CEA Technical Report.®

Some of the waivers that were approved for state-wide implementation were initially implemented
statc-wide, some were implemented in selected areas of the state, whiie still others began in small
regions of the state bot were eventually phased-in state-wide, infam’;atiori on the pace of
implementation is not avatlable {or all states. Therefore, the date that is used 10 signal
implementation is the date that the waiver began to be implemented. The carliest dates that these

waivers were approved and implemented in cach state are listed in Table A1,

PRWORA & TANF

PRWORA was signed o law in August of 1996, but a given state could not begin its TANF-
funded prograny uniil that state submitied its TANF plan and it was certified as complete by the
federal government. Beginning on the date the state formally implemented its TANF plan, the state
could begin to draw down federal funds and was subject to all of the requirements und restrictions in

TANF. The earliest efficial implementution date was September 1996 and the lutest was July 1997 -

"1n 2 few inslances waivers were examined which were nof appreved (o be implemented state-wids but affected a
“zrgc share of the slate’s caselond,

* It was determined that the waiver in West Vieginia, which was considered u “major” waiver in iha 1997 CEA
xiudy aid nedt in fact meet this requirement (Martrg and Wiseman, 1997), which is reflecied in Table AL

¥ Somewhat smalter effects are estimuted. when the dute of implementation is used instead of the dale of approval,
which was wilized in the 1997 CEA study, as deseribed in appendix A, .
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when al} stutes were required to begin operating under TANF. The date that the state formally
implemented its TANF plap is the date that is used to consiruc] the TANF indicator variable in
Model {1). However, in some states the initial plan was simply s placeholder, designed to allow the
state 1o begin to draw down its TANF bleck grani, and some.state policies were not changed until a
fater dute, Therefore, the gerea! Implementation date may differ from the official date. In particular,
in five states (California, Mississippi, New Jersey, New York, and Wisconsin)} specific information
was available indicating that the policies most associsted with TANF — time Himits, work
requirements, sanctions, gic, — were not implemenied until 2 later date; in these cases, the later date
was used 10 constiuct the TANF indicator. ™ Table Al reports the official and actual TANF

imptemantation dates for cach state.

To specify Model (2) the policies that were in effect in cach state in each year were determined. Te

construct indicator variables for the existence of a termination or work requirernent time limit and 4
family cap, we used the date that the relevant waiver was implemented (for time himats, the date that
participants began to hit the limit) and assurmed that the waiver continued to be in effect until {at

least) TANFE was implemented in that staie (.., the date listed in Table Ai)(”

For the TANF pericd, we use information on state TANF plans as of October 1997 (Galiaghes et al,,
19983 along with the date the current policy (as of Octeber 1997) was implemenied to determine
~which policies were in offect m gach state ineach year, It is assumed that the policies in place in
October 1997 were not changed by December 1998, which s the end of aur sample period. I a
policy was implemented and rescinded between the date that TANF was implemented and QOctober
1997, we wauld not capture this policy change. However, the carliest TANF implementation, was
Oclober 1996, just ane year prior to our TANF information, and many states implemented TANF iy
the first 6 months of 1997, Therefore, it is unlikely that a policy was both implemented and

rescinded within such a shon period.”

Pxodet 10 Table 2 was re-estimued without using this sdditional information Tor these five staws. The
cocfficient estimates changed very little; the largest change was for the TANF indicator, which increased 1o -23.3
with it t-stutistic of 2,70,

" Again, the daic that was used was the date that the policy initially began ta he phased in within the stae,

? New Mexico iniplemented its TANF program in July 1957, b it was found ungonstiutions! in Sepamber of
that year. A revised TANF program was implemented tn Apei 1998,
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RESULTS _;:»:

Table 2 contains the estimates of Models 1 and 2. The wble also erc':;’mns a version of each of these
models that excludes state-specific time trends. The rationale far,?n’cluq%ng these trends is to control .
for unobserved changes over time that are specific to each state, For example, if there is a long-run
snerease in fomale-headed h{)zissholtds. and the rate of 1his increase varies between states, other
variables in the models may be biased if this factor is not controlled. On the other hand, some of the
interesting and important variation for identifying effects-of some of the variables of interest may be
recuced substantially by the inclusion of these trends, making it difficalt to identify theireffects, For
exampie, cash benefit levels follow a long-run trend in seme states, and including the state-specific
trends leaves much less variation in benefits to wdentify its effects, ”i”ﬁaré:{om, estimates with (Models

I and 2) and without (Models 1 A and 2A} the state-specific trends are reported.

Estimates from Model 1

Waivers had a large and precisely estimated effect on welfare participation (Table 2);"’{'?13 estimates
in Models I and 1A imply that states that implemented a major waiver experienced a decline in
participation that was 8 to 9 percent greater than other states. The implementation of TANF is
associated with a decline in participation of 18 percent, roughiy double the size of the effect of

WHIVETS.

All other statistically significant estimates in Models | and TA lter participation in the expected
direction. Higher cash welfure benefits ruise panicipation. The estimates in Model 1 imply that & $50
increase in the monthly benefit above its 1998 average monthly value would ingrease participation by
1.8 percent. For the reasons deseribed above, the estimates from Mode! 1A, which exclude the state-
specific linear trends, are much larger and imply that the same $50 increase would lead o 2 6.2

pereent Icresse in participation.
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Table 2.
Baseline Specifications
(Coeificient estimmes are maltiplied by 100}

L

Model | Mode! 1A “Model 2 Modol 24
Heis i-stal Beta  Lesisd Bota  -sim Beta  testal Mcun
Any waiver GG .90 283 290 Lo (.08
TANF <R84 437 32 LTS - R4
fang muxinnny manthly benefit 14.98 192 5174 620 1501 237 5384 REYy 0 153
Laosg montisly minimm wage ~39.39 4402 03,91 36 2559 237 -51.95 274 1.%1
Uinemployment raws
Correnl 136 074 g2 030 -3 0.61 313 020 6,63
§-yuar Lig 1.3 240 i3 188 138 206 LS 12 7 a4y
2-yeur iag 427 892 5.1% 0 740 384 834 49T 1.8 H.8%
Specific welfore pulicy variables {X} s
Terminutionswork eeg. time limit 335 07 -4.30 073 (.03
Family cap : 671 219 g2 235 £6.05
Wark sxemption based on spe of youngest ehild: - .
Traditiona! AFDC & IGBS
exetuption {reference group) )
Child as oid 23 6 months te 3 yoars _ 1237 246 L I Y 0.05
Child newly bora to 6 mombs old 1156 153 305 048 043
o semptions based on age of voungest ehild 485 077 227 012 601
Waork sirstions:
Tradisienal AFDC or JOBS {reference group)
Pariini/Parial L9471 252 «1.36 432 (.05
Partizl/Fuil -18.14 376 -22.17 424 (.04
Pull/Full : 3936 587 23353 450 (103
Log sunings disregard ] 3.3 240 SE8 200 £1.64

Sinlg-sneciiic rends? Yes 7 Mo Yes No
Al models inchude stite and vear effects, Estimates sse the population uader 65 as weights
wnd robust ealoulation of stundard ereors. Nwl 173, Weighted mean of the dependent variahla: 1.589




Increases in the minimum wage are found (o decraase welfare participation. In particular, consider

an increase in the minimum wage by $0.50. If this increase were on top of the average minimum that
existed in 1998, monthly earnings ;1£ the mintmum wage {evaluated at 30 hours per week, full month)
wotld increase by $65. This rise would translute into a dechine in welfare participation of roughly 3.7

© 5.9 percent.”

Tight labor markets, as measured by the unemployment rate, reduce welfare participation. The
madels demonstrate the Jagged nature of the unemployment effects: In fact, the largest effects are for
unemployment lagged two years. Model | implies that 2 one percentage point decrense in the
unemployment rate that persists for theee years is associated with a 5.41 percent (4.27+1.50-0.38}
decline in wellare participation. The estimates are substantially higher if state-specific time trends

are not inciuded in the model],

Istimates from Model 2

The effects of cash benefits, mintmum wages, und the unemployinent rate estimated foe Models 2

and 2A e similar to those estimated in Models 1 and 1A, respectively. The welfare reform policy
variables included in Models 2 an;:i 2A show mixed results, The coefficient on the time-limit
mdicator variable s negalive, as expected, but it 15 not precisely estimated. it is important {o note

that all participants who bhave hit time limits by the end of 1998 were doing so under a waiver policy.
And because only a sorell pumber of states had time it waivers, a relatively small number of
p:l:’iicip;iﬁéﬁ had hit & time Hmit, Therefore, it 15 not surprising that, through 1998, time Himits had

not significantly aliered national caseloads. ™

"% Some studics of the disemployment effcots of the minimum wage have included o measure of avernge state wages
in their specifications, Alhough theee srs probloms that arise fram including this variable {see Card, Katz, Krueger,
1994 for & discussion}, Madel | in Table 2 was re-cstbmated including the sverage wages of producton warkers
becuase this viwtuble is incorporated in a large auwsnber of studivs. {This variuble is sot svailable for BC or for
tndians i some vears.) Including (his variable casses the effect of the minimum wage w fall somewhat, butitis
still large {30,458} undd procisely estimarted (Csimistie of 3.39),

FThue lmits may aller participans’ behavior befoes they actually bit the it For example, S0me recipicnis may
feave the rolls seoner or not come on the solls wn sl i order W save up Bme that could be wsed o a Tnter date. When
the date of impinsentntion was used o consizuct this varishle instcad of the dute thal people first hegan to bt the
[y, sl extimaied effeets were actunlly positive. Thix countetintuitive result is likely due to the endogencily mruss
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As cxpected, a higher earnings disregard raises participation (at least in the short-run), bul this effect
is relatively small. The estimates suggest that an increase in the disregard equivalent to $30 on a
monthly basis is associaled with less than a | percent increase in participation. Family caps do not
have 1he eapeciad negative effect; in fact; thoy are p'esizive and precisely estimated. Similarly,
looking neross Model 2 and 2A, i appears that work exemption policies based on the age of the'
younigest child do not play a substantial role in determining caseloads. In fact, the one significant
effect 18 of unexpected sign. . | .
Not surprisingly, pelicies that saaction recipients who do 1ot go 1o work are associated with large
declines in welfare purticipation. The effects of the work sunction policies may be due to the fact that
nupending sanctions cause welfare recipients {or polential recipienis} 10 accelerate their job search ;
and find employment, or the effect may be due 1o the fact that recipients did not find a job and were
sanctionid, States with full family sanctions en the first viclation of work reciuiremcnts have muc]{
lower caseloads than other states. Stalgs whose most severe work sanction policy is a partial
reduction in benefils alsa have lower participation, but not nearly as low as the rates for states with
full fmly sanctions, As with all policies sxamined in the medel, the effects of these sangtioning
p»@ii{:%cs o the caseload may be distinct from their effecis on other Important {actors, such ag ¢hild

health ind development, illegitimacy, education, poverty, and work participation:

Relative Contribution of Each Factor

19Y3-96 Welfaure Waiver Period Fable 3 provides estimaltes of the relative conlribution of each
factor (o the change i wellare partictpation during two periods: 19931995 {the watver period under
the Clinton Administration) and 1996-98 (the TANF period). Spoecifically, the change in the national
average of siach variable (nblaintq by weighting by the state population under 65) 1s muhiphed by iis

respective coefficient estimate to determine the change induced by that factor. The ratio of the share

rased carliey in the repart. In particular, the sintes that chose W implemest (e Himizs vsdor walvers nwy Rave
heen the States whose vaseloads were Inereising, of porbagps oot declining os much as dogirasd

i%



Table 3.
Percentage of Change in :
Participation Attributable 1o Each Factor . i
(Bascd on Estirnates of Models 1 and 1A in'Table 2)

Based on Model 1 Based on Model 1A

Factor 1993-96 1996-95 1993-96 1996-98
Welfare waivers 14.6% | 124%
TANF ) 362% : 34.8%
Decline in unemployment 264% 7.8% 35.6% 10.4%
Increesed minimum wage 97 % 2.6% -15.6% 15.5% .
Lower cash benefits 6.3% 1.4% 21.7% 4, 7%

5.0% 45.9% 34.5%

Other 62 4% 4

of this change to the 1otal change in participatton during this period 18 reported io Table 3. For

example, 22 percent of the population under 65 lived in states with major waivers in place in 1993,

By 1996, this shareincreased to 33 percent. Multiplying the change in the share living umjer waivers
(0.53-0.22=0.31) by the respective coefficient estimate in Model 1 (-9.40), it is found that the
expansion of waivers fed to 4 2.91 pereent decling in participation during this period. Participation
in total dropped by about 2{11; percent between 1993 and §§§5, which imphies that roughiy 14 percent

of the decline can be attributed 1o the increase in waivers, ‘“

Whiie wutvers accounted for about 14 percent of the decling from 1993-96 according to Model 1, the
lower unemployment rate was responsible for 26 to 36 percent of the decline (-ﬁicpending on the
mwodel). Cash benefits declined by about 8 percent fram 1993 to 1996, which led to a decling in
parlicipation. The actual amount of the decline that can be nttributed to the benefit reduction differs
substantially between the two models; ¢ percent for Model | and 22 percent for Model 1A The resl
valug of the minhmum wage foll between 1993 and 1996 (the increase in 1996 was in Qctober, 5o it

wag 1ot effective most of the year)%g which is why the mintimurn wage explains a negative share of

" Reeall that the minimum wage measurs used in the analysis is the weighted average of the minimum wages in

19 '




the caseload decline; the caseload would have increased between 1993 and 1996 i the only change

that had occurred were the decline in the real minimum wage.

TANF Period: 1896-98. Welfure participation declined by roughly 33 percent between 1996 und
1998, and TANF was a major contributing facior. Roughly one-third of the decline 15 due 10 TANF,
Fconomic fuctors are still important in drawing peopie off welfare, but since the utzémgzloymen{mzs
has dechined relatively little since 1996, it sccounts for just 8 0 10 percent of the decline in
participation over this period. Higher minimum wages accounted for about 10 percent of the drop in
participation, and reductions in cash benefits accounted for an additional 110 5 percent decline. The

remaining shafe is unexplained and muy be duc to other changes in policy, praciice, or behavior.

ALTERNATIVE SPECIFICATIONS
Scveral alicrative specifications were estinmied to examine the robustness of the findings, and some
of these results are reported in Table 4. All of the models in Table 4 Include state-specific time

troncds, nnd the estimates from Madel | of Table 2 ("Baseline™) are listed {or comparison.

[t has been argued that analyses of waiver policies shotld not utilize population weights (Muartini and
Wiseman, 1997} Comparison | demonstrates that the effects of waivers, TANF, cash benefiis, and
the. unemployment rate are not very sensitive to whether weighting 15 used. However, the effects of

the minimum wage arg substantially larger when the weights are not used.

Quite often it s said that welfare reform would not have been as effective in reducing caseloads if i

bad not been {or the strength of the labor markel, This hypothesis is tested in Comparison 2 by

effuey iy she stasg in the given yesr, where (he weights are eqenl to the share of the yeaw that the respestive minboum
wis i eifuet, :
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Table 4,
Alteraative Specifications of Model |
{CoefTicient estimates arc multiplied by 100}

Companson | Comparison 2 Comparison 3 Comparison 4 LComparison 3
Baseline Without Policy & Boonomy Changing Economic Effects With Leads of  Population as an
Model 1 Population Weights Interactions Model A Model B TANF and Waivers  Explanatory
Variable
Beta  tesiat Bela f-s1al Beta 1-sial Betn 1-stat Beta t-stat Beta {-5151 Beta |
Any waiver Q40 280 T .85 -1.80 D21 -8.86 2.42 -0.34 2.54 -5.53 1.82 -§.29 3.0l
Any waiver, lead ’ _ -6.84 2.39
TANE -18.84 437 -18.04 2.38 46,23 - 207 2128 423 2207 4.14 -15.19 3.20 «15.94° 394
TANE, lead -4.84 1.19
Log max, monthly benefy 1498 193 20.92 3,34 -5.44 0.78 699 087 -6.10 0.75 14.91 1.95 006 427
Log monthly min. wage <3959 4.02 -67.31 4.1 -53.00 373 -51.59 381 4744 344 -40.28 4,26 15,14 148
Unemployment rate
Cerent 036 074 0.63 1.30 320 8.51 3 8.80 - 325 .54 o LR
One Ing 1.50 240 1.80 in 1.51 244 135 2H
Two lags 4.27 892 3.66 8.1% ] 4.17 8 208 604
Current* 197680 1.43 193
Current* 198186 330 F 87
Current* 1987-92 387 £.03
Current* 1993.98 4.37 354
Wabver*Cureent

TANF*Curremt
Log{Population under 65}

- -1.84 5.63 -

) 187 .
-136.77 4462

Al models include state effects, vear effects, and siste-spocific time trends, Estimas tse the population wnder 65 a8 weights gad robust calculation of standard errors,
exeept in Compasison | wheee the weights are not used.




iizicracii;zg the unemployment raie with the waiver indicator and with the TANF indicator. 6
Although the precision of the estimate of the ineraction between TANF and the unemployment rate
is slightly below standard levels for determining statistical significance {with a p-vatue ¢f 0.12), the
coefficient catimate implics that TANF policy is more effective when unemployment is low, For
example, after adiusting for other factors, TANF is estimated 1o reduce participation by 14.8 pereent
if the unemployment rate were 5.9 {as it was in California when it implemented TANF in 1998) and
by 20.2 percent if the unemployment rate were 4.9 {as it was in Michigan when it implemented
TANF in 1996).

I has been argued that the effects of walvers may be accounted Jor by an increase in the sensitivity of
the caseload to labor market conditions in the 1990s (Moffiu, 1999). For this argument to hold,
zeonomic conditions must be correlated with waivers, the caseload must have become more sensitive
te the unemployment rate over time, and the model mus( not have allowed the cifects of the
economic factors (o change over time. Comparison 3 (Model B) tests this hypothesis by allowing the
effects of the unemplovment rate to differ between four periods: 1976-80, 1981-86, 1987-92, and
59398, (While Muodel B allows the effects of unemployment 1o vary across time, it does not
mclude lagged unemployment cffects. Therefore, the baseline model, which does nol incarporate
{ime-varying unemployment effects, is re-estimated with no lags in anaz{‘zpiaymam 50 that proper
comparisons can be made. This specification appears s Model A 1 Comparison 3.} Indeed, the
caseload has becoane more sensitive over the past two decades. A one percentage point Increase in
uncmployment led 1o an increase in welfare participation of 1.5 percent in the 1976-80 period, 3.2
porcent in the 198186 neriod, 3.9 percent from 1987-92, and 4.4 peccent since 1993, (The 1976-80
periedd ¥ statistically significantly different from each of the other three periods, but the three lauer
periods are not statistically significantly different from each other.) This risex may be due to the fact

+ that most of the changes ta AFDC introduced by watvers and TANF emphasize employment. This
also suggests that the estimates of the contribution of the uremployment rate reported in Table 4 may

be a tower bound. Most importantly for this study, however, the effects of waivers and TANF are

P reality. people who mike such stiements are somedimes referving to the direet eifect of labor imarket

coniditions an participation, and nol the interaciion,

21



robust to this specification, changing very little from the baseline model.

Comparison 4 permits “lead” effects of TANF and witivers, The 1997 CEA study argued that
welfare policies may begin (¢ have an effect ot behavior in the year leading up to their enaciment
hegause of the heighiened awareness generated by the debate surrounding thelr passage. Indesd, the
1997 study found that state caseloads were declining significantly in the year prior (o receiving -
approval for a waiver. The estimates with the data through 1998 and incorporating TANF imply a e
fairly lsrge and statistically significant association between welfare participation and the one-year
fead of walvers; the lead of TANF is not significant, However, it is difficult to interpret these
estimates. While a true cuusul interpretation is plausible, an alternative interpretation s that the leads
ure picking up unobserved differences across staies or within states across time, For example,
perhaps states with recently declining caseloads (or caseloads declining more -~ or increasing less —
thaty expected) had slack resources and manpower o design and submit a waiver. In this case,
waivers themselves may not be causing the decline. For this reason, the estimates without the leads

arc emphasized."”

The fmal alternative specification, Comparison 5, uses @ Jess restrictive functional form by using the
population variable as an explanatory variable instead of using it as the denominator in the dependent &

viriabie, Ta this model the dependent variable is simply the nawral log of the number of recipients, i
The results are fairly stable to this specification change. However, the coefficient estimate on the o

minimum wage, while till negative, is reduced, and it has a p-value of 8,14,

CONCLUSIONS
‘There has been an unprecedented dechine in welfare caseloads. The drop has occurred in every state
inn the nation, and it has persisted now for almost 5 years; In the earlier years, from 1993 o 1996,

most of the decline was due to the strong labor market and welfare waivers, The declines in the more

Y Mindols that fnclude Togged values of the wadver and TANF indicntor variubles were slso examined w0 detessnine -
whther there was an effeet of thess policy changos shove wnd bovond the initial-vear change. Alihough in same
spcifieations there wore subsinatiy higeod offects, the estinmics were guite sensitive to specification, espeaially
snmyprle welghting und inclusion of dun from Californid and New York,
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recent period, from 1996 to 1998, have been very large, and the single most importaat fuctor that can
be identificd is the implementation of TANF. PRWORA produced a dramatic change in welfare
policy: work and seif-sufficiency became a primary goal; state aod Iocal governments were given
much greater control of the programs they ran; and staies experimented with a host of program
dexign changes. The evidence suggests that these changes have caused a large drop in welfare
participation, a drop that is independent of the effects of the strong labor market ducing this period.
The estimates imply that TANF alone has sccounted for roughly onc-third of the reduction from
1996-98.

The strong lubor market has made work opportunities relatively more atiractive, drawing people off
welfare and into jobs. In fuct, the size of the caseload has become more sensitive to lubor market
changes in recent periods. However, the unemployment rate has not declined as much in the post-
TANF period (1996-98) as it did in the 1993-96 waiver period. As a result, the share of the decline
in the caseload that is atiributable {o improvements in the labor market was much larger in the 1993-

96 periond {roughly 26 1o 36 pereant) than i the 1996«:93 periad (8 10 10 percent).

While this study helps o explain the post-TANF changes in welfure participation, there is much
abovt welfire participation that is unknown. In mest models-that were estimated, a large share of the
* variation over time could not be explained, The vartation across states in welfare policy and
management has increased as a result of TANF, and the research community will siruggle to keep
abreast of these changes. Merely documenting the changes, let alone understanding their effects on

caseloads, work, seif-sufficiency, ciild well-being and the like, s & major challenge..
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Appendix A _
Comparison with the 1997 CEA Sfudy’ N

A replication of the eshimates reported in the 1997 CEA study is provided in Table A2, There are
five reasons why the “old” estimmuies may differ from the Ynew” 5§}ilﬁatés:

L different dme periods of annlysis S
. diffcremt variables included in the models
. use of approval vs implementation date of waivers

. use of calendar vs {iscal year data

LT SN WO R

. use of population under 65 instead of all population in caleulating participation rates.

All models in Table A2 analyze the 1976-1996 period and include the same explanatory variables,
Comparison between the “old CEA” estimaies and the estimates in Model § of Tabie A2 shows that
the effects of waivers are larger when calendar year. data is used %ng[ead of Tiscal year data. This
finding is not surprising because the caseload continued to decline at the end of 1996, and some of

this decline is aliributed 1o waivers in Mode! 1,"*

Table AZ also demonstrates that the effects of
waivers s somewhal smaller when the implementation date (Model 1V) is used insiead of the
approval date (Madel I1). Use of the population ander 65 (Model IV) instead of the total population
{Model ) in the denominator of the recipiency rate aliers the results very hittle,

Although the use of the im;}lemeﬁla{i{zr} date instead of the approval dute and a different population
control doex not alter our results substantially, two other choices do. First, we inciude u second lag
of the unemployment rate it owr models in the current study {Table 2). The effect of the second lag iy
guite farge and precizsely estimated. It tuens out that the inclusion of the second Jag explaing an
tmportant difference in the repovted results between the two studies. With only one lag in

unemploynent, the 1997 siudy tound that unemployment could explain 45 percent of the change in

Forme of the offccis of walvers In 1996 may be picking up e effects of PRWORA, or the heighiened puablic
awasreness of reform prior to FRWORA (Moffin, 1999), Re-estimuting Model IV tn Table AZ without 1996 data
lzads o 2 coefficient on ihe waiver dunyny of <365 {-stalistic of 1.80)
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participation from 199396, (See Table 3, column labeled (3), in the 1997 report.) Using the 1976-
1998 data, and the full s;i}ecifééation reported as Model 1 in Table 2 but without the sceond lag in
unemploysuent, we find resules thal.are almost identica] (0 those veported i the 1997 study:
unemployment explaing 42 percent of the change between 1993 and 1996, But with the second lag
i;zizia{ié{k the share explained by unemployment falls to 26 percent. Therefore, the specification of
the lag structure does alter the resulis from the simulations. However, th effects of waivers change
very fttle with the specification of the lag structure of nuemployment: the share explained by
warvers betyeeen 1993-96 based on Model | in Table 2 is approximately 13 pez;cem with either one

or two lags,

The studies also differ in their findings regarding the importance of watvers, However, the primary
difference is vot due (o different estimates within the same specification, but in the choce of which
specification to emphagize. The 19597 study erophasized results from a specification thai included a
lead value of the waiver vanables (model 6 in Table 2 of the [997 report) while the current study
emphasizes models that exclude the leads (nodel 3 in Table 2 of the 1997 report). As described in
the 1997 weehnical report, “... it may be that the watver application process, the publicity surrounding |
it, and potential changes in case workers® behavior and attitudes may provide a signal to potential
recipients that the environment ia which the weifare system operales is about to change. it may lead
some individuoals contemplatng applving for benefits to find other sources.of income support,
whether from work or efsewhere (p. 131" While this is a plausible scenario, an alternative
interprefation is ihal the leads are picking up unobserved diflerences across stales or within states
across tone. For example, periaps states with recently declining caselogds {or caseloads declining
more -- or increasing less - than expected} had slack resources and manpower to design und submil a
waiver, For this reason, the current study uses the simple contemporaneous value for waivers and

TANF

mxcluding the leads does pot change the estimates of the effect of unemployment rales. However,
the waiver efiects we substantindly smaller withowt the leads. As reported in Table 3 of the 1997

study, the share of the 1993-96 change explained by watvers falls from 31 percent if the lcads are
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included 1o 13 percent if the leads are not included. The 13 percent estimate in the 1997 study is

"comparable to the estunate of 14.6 percent in Table 3 of the current study.

. Onher thar thege differences, the updated study is guite consistent with the sarlier report, Most
tmportantly, strang labor markets, as measured by the unemployment rate, and welfare waivers
played important roles jo explaining the declines from 99396, The new study builds en the 1997

report and Tinds that TANF has had an even more profound effect on participation than did walvers.
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Takle Al Pates of TANF Fmplemuentation and Major Welare Waivers

Date of Prrst Malor Walver

TANE Imnlementation

Approval bydementation {fficind Actual, I Dilferent
from Oificial

Alnbbins Novernboer99

Auska Iy &7

Atiznn Wuy- 95 Nuvernber-95 {ietobus 96

Arkansas A9 luty-04 July.9T ]
California OCetobet-92 Decernber-92 Nevembay 96 Jamary 98
Colormdn Juby 97

Ceevwntiom gt Fapnry-36 Lt 96

Uelaware May-23 Oetaber-25 Massh¥?

Lo Maren 97

Vioriga Junc-94 (hsahier Y6

Cagia Huovensbin 43 Japuary-94 Faniniy-d7

linwsi Fung G4 Fehmary-87 Juiy i}

ko August-96 July-91

Hlinois November.93 Moverbier-93 TolyS7

In:Hpna Erecurwbir 04 May-05 Corer-95

livwa Augustd) Lzioher-93 Juresary Y

Fansss Chtobes- 56

Kentugky Ontobes i

Losisiong Jamny-yY

Maing JuneHe Movarnber-$6

Maryid August- 85 Marth-96 Treceimber- B

Massachusetts August-45 MNuvtinbor-25 September90

Michigan Augus-92 tber-G2 Septeben Yt

Minnesola July-47

Mississipps September.93 Oiober-95 Detoher-96 Iety-9
Missour; Apeil95 Jisne-95 Decendee-9%

Mot Aprii-25 Pobruney-96 Fobnmop 47

hehraskn Febroary-93% {iciehen 93 Peroming 56

Nevads Ducomber-$6

Now Hampshisg Funedig Deisberié

New leisey Fuly-92 Dcrwher-92 Fehrunry 47 Jadwi?
Nuw Maxioo July-4%

New York December 46 Navember. 97
North Carofing February-96 July-96 Torwney- 97

Hurth Dakota Suty0F

Oliie Margistis Juhy-Gs Clstobendd

kbahioma (b 96

Oregon huly-42 February.G% Opinber e

Pennsylvania March 97

#hode Isbd Muy-41

South Catlas oy tobe 96

South Doy Wiireh-Y4 June-D4 Llecembur 96

Teunpesse Tudyp-it Sepiember-46 Oegober-G6

Texus M ch-96 < duoe-96 November96

Litui Geloshr-42 Samary-93 Gretober-96

Verssil Apri93 July-94 SememberSé

Wi luly-5% July-9% Febroury-97

Wimbington Semembrdis Jamary-H8 Harnary 97

Wast Virpinls Jonumey T

Wisconsin Jungba ) Septamber- U6 SepiemberdT
Wyaning Jamgnry-§7

New Mexico tenplemenied Ha FANF progrum i July BB, 5 was Tound unconstingional in September 1997,
A revised TANF program was implemented in April 1998,



Table AZ.
*Uiid CEA" Comparad with "New CEA” for the 19761564 Period
(Coefficient estinmates multiplied by 138}

. New CEA
Old CEA Modei 1 Maode! H . Model II1 Maodel 1V
Beta t-siatistic Beta +RaGSLE Beia t-stalislic Beta i-statistic Reta {-statistic

Any waiver -5.17 297 -6.74 3.33 £.81 133 -5 66 267 -5 267
Unemplayment ]

Curvent . .90 209 ~15% i.18 -0.63 i2% (.84 1.24 166 1.33

i.agged 4.9 P1.83 4.60 A 4.66 9.52 461 947 4.67 $.49
Log max. monthly benefit 7.93 143 §.57 102 5,15 0.88 06 1.09 6.23 .96
Years 1976-1994 1976-15966 19761996 1761994 1976-19%0
Date of watvers Approva Approval Approval Impletestation Iempiementation
Populatios AH Al Under 63 Al Under 65
Calendar v fiscal Figeat Calendar Calendar Calendar Calendor

Al models inchale staie offécts, vesr efforts, and state-specific time trends, "Old CEA” refers to the estimates for Model 3in
Table 2 of the 1997 CEA report, To be consistent with the 1997 CEA repors, the waiver in West Virginia is assamed o be a “major” waiver,

-
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