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EXECUTIVE SUMMARY 


• 	 The strongest labor market in a generation has resulted in particularly large gains among 
low-wage and dtsadvantaged workers, From ')979 to 1993, the real wages of low-wage 
workers 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 
lnnation. 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 U percent of workers without a high school degree were 
unemployed; today that rate has fallen to 7.2 percent. Among high school graduates (with 
no college). the rate has fallen from 6.6 to 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 successful policies designed to 
make work pay. Expansions In the Eamed Income Tax Credit (EITC) since 1993 are 
supplementing the incomes of low-wage working parent"!. The EITC is one of our most 
SUCCj~ssful programs for fighting poverty and encouraging work: 

Lifts more than 4 million Americans out of poverty, The EITe lifted 4.3 million 
Americans out of poverty in 1997 ~~ more than double [he nllmber in 1993, 

Dramatically reduces child poverty. In 1997, the EITe reduced the number of children 
living in poverty by 2.2 million. This report tinds. that over half or'the decline in child 
poverty between 1993 and 1997 can be explained by changes in taxes, most import<lntly 

th" BITe 

EncQura~es work amQn~ sjn~le women with children. [0 1992,73.7 percent of single 
women with children were in the labor force. In 1997,84.2 percent of such women were 
in the labor forcc. The percentage of single women with children who received welfare 
and did not work has been cut by more than half -- from 19.3 percent in 1992 to 8.3 
percent in 1997, Research studies suggest that the increase in labor force participation 
among single mothers is strongly linked to the expansion in the EITC 

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

• 	 The combined effects of the minimum wage and the EITe 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 (i.e" $4,72 in 1993 and 
$5.1:) 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 families wllh 
two children experienced a 27 percent -- $2,761 -- increase in their income, 
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GOOD NEWS FOR Low INCOME FAMILlIlS: 


EXPANSIO~S l~ THE EARNED INCOME TAX CREDIT AND THE MINIMUM WAGE 


1. The Labor Market Continues to Perform at a Record Pace 

American workers are currently benefiting from the strongest labor market in a 
generation. Employment is at an all*time high. with 132 million Americans at work in 
November 1998. up from 119 million in lanuury of 1993. Only 4.4 percent of .he labor force is 
unemployed. having fallen by 2.9 percentage points since this Administration took office; the 
unemployment rate is now at its lowest level 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 
among low-wage and disadvantaged workers, following more than a decade of labor market 
losses, Administration policies have been important in helping those at (he bottom end of the 
labor market begin to catch up and share in the overall economic growth of the (990$, 

2. Low-Wage and Disadvantaged Workers are Making Particularly Large Gains 

Low-wage and disadvantaged workers have experienced substantial gains in wages and 
employment. The real wages of low-wage male workers have shown large increases in the past 
few years, in contrast to 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 15,3 percent over this period. Charts I and 2 show recent 
significant improvements in real wages among illi workers, but with particularly large gains 
among the lowest paid. Since 1996, men in the bottom decile have increased their earoings by 
5,7 percent after inflation (Chart I), while women have gained 6.1 percent (Chart 2). 

At the same time, unemployment rates among the least skilled have plummeted, Wben 
this Administration took office in J993, 11, ~ percent of workers without a high school degree 
were unemployed; toduy that rate hus fallen to 7.2 percent. Among high school graduates (with 
no college), the rate has fallen from 6.6 to 3.9 percent Hence, low~wage workers fu'e working 
more and earning 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 
mothers 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, II marked change for a group that 
has traditionally had extremely high rates of poverty and welfare usage. 

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

The s.trong overall economy has been an important factOr in increasing the wages and 
employment of less~skilled worker~. Typically. employment among workers with less education 
is more sensitive to changes in tbe economy, with larger gains in recoveries and larger losses in 
downturns. This Administration has worked hard to maintain an environment in whkh 
economic 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 minimum wage have also been important. ' 

3.1 Expanding the Earned Income Tax Credit 

Description of the EITe 
The goals of the Earned Income Tax Credit (ErrC) are to make work pay, to help enSure 

thut working parents do not have to raise their children in poverty. and to offset the total tax 
burden of low and moderate income working fanlilies. As a result, the EITe eases the transition 
from wei fan: to work. To achieve these goals, the EITC consists of a refundable tax credit for 
working faIT'.ilies with low incomes that offsets a family's total tax burden. Because the credil is 
refundable, individuals can receive the full amount to which they arc entitled even if the amount 
exceeds the .ndividual income taxes they o,,:,e, About 80 percent of EITC payments offset 
individual income, social security, and other Federal taxes borne by families receiving the credit 

Only families that work are eligible for the tax credit, and the amount of the credit 
depends on a family's labQr market earnings. In 1998, for every dollar a low-income worker 
earns up to an established limit, as much as 40 cents is added to compensation in the fonn of a 
tax credit. In particular. the amount of the credit rises with earnings up to a maximum credit of 
$2,271 for a family w,th one child and $3,756 for a family with two or more children, The credit 
is flat for a range of earnings and then is pha.'>ed out 
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The EITC was significantly expanded in 
Chart 3: The Earned lrocome Tax Credil in 1993 and 1998 the Omnibus Budget Reconciliation Acts (OBRA) 
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4.0001 ------------, of 1990 and 1993. As a consequence of these 
expansions, the EITC now provides a greater 
incentive for labor force panicipi.l.tion than in 
1991 In 1993, very low-income parents receive 
un additional 19 to 20 cents for each additional 
dollar earned, In 1998, a very low income parent 
with one 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). 

OBRA 1993 significantly increased the 
credit for families with two or more children. The 
maximum credit was increased by over $1 ,500 
(1998 dollars). while eligibility for ,he credit was 

extended to families with incomes up to S30,050 (or abom $3,600 above the prior law level). In 
addition, the 1993 expansion helped lower taxes for 15 million working families in 1996. 

About 19.7 miHion workers are expected to claim the EITC in tax yea.r 1998, receiving an 
average credit of $1,547. About 16.5 minion of these claims will be for' workers living with 
children, who will receive an average credit of $1.807. 

The EITC is n. non~bureaucratlc way to reward work effort. There are no middlemen 
service providers, no long lines at government offices, and there 1S no need to take time off from 
work to apply for the credit Working families apply directly to the Internal Revenue Service for 
the EITe and generally receive the credit as part of their tax refund. 

Participatiol1 in the EITe 
While the EITC offers a substantial incentive to work ill1d move out of poverty. the credit 

is effective if low~income families apply for it A relatively high fraction of families eligible for 
the EITe -- 8t to 86 percent in 1990 ~¥ have claimed the credit, t The participation rate has been 
substantially higher than those for other antipoverty programs. including AFDe (62 to 72 percent 
in 1986/87). and Food Stamps (54 to 66 percent in 1986187)' 

IScholz. J,K, (1 994}. "The Earned Income Tax Credit: PartiCipation, Compliance. and 
Antipoverty Effectiveness." National Tax Journal, 59~81, 

'Blank. R. and P. Ruggles (1996). "When Do Women Use AFDC and Food Stamps" The 
Dynamics of Eligibility vs, Participation." Journal ofHuman Resources. 57-89. 
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The EITe has reduced poverty Chart 4: NlJfT'ber of People Removed'rom Poverty 
The EITe is targeted to families living in by the ElTe 

5,---------------------,povel.1Y with the goal of lifting their income above 
the poverty line. As shown in Chart 4, the latest 
estimate from the Census Bureau shows that the 
EITe removed 4.3 million persons from poverty in 
1997, which is more than double the number who 
were removed from poverty in t993. 

Over half of the people removed from 
poverty by the BITe (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 
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 EITe (Table I), In addition, the EITC removed about I. t 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 EITe has increased the labor force particiJation ofsingle morhers 
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.3 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 

Chart 5: l.abof Force participation Rates 01 Single Women Chan 6: MaxIrrun EITC aro Oi!!Bfance in l.abof Force 
Partlcipellon Ber- Single Women Wllh and Withoul Children wut! and WiIhotJI CNk:Iren 
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benefits.4 

One recent study concluded that as much as 60 percent of the increase in employment of 
singl~ mothers since 1984 was attributable to expansions in the EITC.s 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.6 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.7 

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).8 

How is the extra income from the EITC being used? 
Most families receive their EITC dollars at tax payment time, in the fonn 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 u,se 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

4Liebman, 1.B. (1998). "The Impact of the Earned Income Tax Credit on Incentives and 
Income Distribution." Tax Policy and the Economy, 12,83-119, 

SMeyer, B., and D.T. Rosenbaum (1998). "Welfare, the Earned Income Tax Credit, and 
the Employment of Single Mothers." Department of Economics, Northwestern University. 

6Eissa, N. and 1.R Liebman (1996). "Labor Supply Response to the Earned Income Tax. 
Credit." Quarterly Journal of Economics, 111(2): 605-637. 

7Dickert. 5., S. Houser, and 1.K. Scholz (1995). "The Earned Income Tax Credit and 
Transfer Programs: A Study of Labor Market and Program Participation." Tax Policy and the 
Economy, 9, I-50. 

"Eissa, N. and H.W. Hoynes (1998). "The Earned Income Tax Credit and the Labor 
Supply of Married Couples." Department of Economics, University of California, Berkeley. 
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eight percenl said they were saving at least some of the EITC for future use,~ 

3.2 increasing the MinimuDl Wage 

The Administration has fought for 
increuses in the minimum wage, and on October I, 7.00,------------, 
1996 the rate was raised from $4,25 to $4,75, The 
rate was increased again to $5,15 on September 1. 
1997. Prior to these increases. it had been five 
years since the minimum wage was last raised, and 
its real value h:ul decreased by 15 percent (Chart 
7), 

As shown in Charts 1 and 2, the wages of 
low-wage workers increased substantially since 
1996, and the recent minimum wage increases are 
likely to explain much of this rise, It has been 
estimated thut atmost 10 million workers benefited 
from the recent minimum wage hikes,lo 

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), 5& percent were women. and one~third were black or Hispanic workers. ' 
Almost half of the affected workers (46 percent) worked full·time. and most of the low-wage 
workers were in low~income households. That is, over half of the benefits from the minimum 
wage increases were received by households in the bottom 40 percent of the income djstribution. 
And in 1997, the earnings of the average minimum wage worker accounted for 54 percent of 
their family's total earnings. 

One of the potential side effects of increa.<;ing the minimum wage is a reduction in 
empfoyment. That is. with labor more expensive, some finns 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 
A,frican~Am{:riclln teens and high schoof dropouts. who are two groups of workers most likely to 

'Sme,ding, T" K, Ross, M, O'Connor, and M, Simon (1998), "The Economic Impact of 
the Earned Income Tax Credit (ErrC)," Center for Policy Research, Maxwell School of Public 
Policy, Syracuse University. 

l&rhis finding, and the subsequent two paragraphs are based on: Bernstein. 1., and I, 
Schmitt (1998). Making Work Pay: The impact o/rhe i996-97 Minimwn Wage increase, 
Economic Policy Institute, Washington. D,C. 
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be affected by the wage hike, are lower today than they were just prior to the increases. 

4. The Combined Effects of EITC and Minimum Wage Expansions 

Increases in the minimum wage and expansions in the EITe 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 c:ombined earnings-plus-tax. refund would have risen 14 percent if they had one child 
(27 percent jf 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 familtes below the poverty line. As a result of these policy changes, one and two-child 
families with a single fuJI-time minimum wage worker now earn enough to escape poverty. 

S. 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. 
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Table I. Factors Accounting for Changes in Child Poverty 

1979-97 1979-89 1989-93 1993-97 

Changes to official poverty rate attributable to 
changes in: 

Family structure 

Earnings and other before-tax-and-after income 

Cash social insurance and welfare paYfflents 

Total cbange in official poverty measure 

Change in extended poverty rate attributable to 
changes in: 

Means-tested food and housing transfers 

Taxes 

Total change in extende~..P.2~:~Y rate 

2,1% 

IA% 

0,3% 

3,8% 

0.4% 

-2.3% 

1.9% 

1.2% 

LI% 

1.0% 

3,2% 

0,4% 

0,3% 

4,0% 

0,8% 

3.5% 

-Ll9'o 

3,1% 

-0.3% 

0,0% 

2,9% 

0,3% 

-3,6% 

05% 

-2,8% 

0,4% 

-2,6% 

-5,0% 
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Table 2, The Effects of Changing Minimum Wage and EITC on Earnings of Single Parents 
(All numbers in $1997) 

1993 1997 Percent Change 

Proicum fnrameters 

Minimum wage $4.72 $5.15 9 

Maximum EITC 

One-chdd family $1.602 52,210 38 

Two-child family 51,689 $3,656 116 

Earnings minus 

taxes* 
One--child famity 510,320 $lI,722 14 

Two-child family $10,407 $13,168 27 

Ratio of earnings 
minus taxes to 
poverty lin\:; 

One-child family 0.93 1.06 

Two-child family 0.80 1.02 
*Assumes one earner works fulHimelfull-year (2000 hours) at minimum wage. Taxes include 
income taxes (including the EITe) and 'employee share of social security taxes. 
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Latest Jobs Report Indicates That the Current Expansion Has 

Achieved Record Length 

A Report by the 
Council of Economic Advisers 

January 8, 1999 

. . 
With loday's strowgjobs r:::por., the CEA believes that December will be rung up us lhe 93rd 
month of the current economic expansion, making it 1M.jQDge.SJ peacetime expansioo 00 
rt=J:ll. 	 .' 

• 	 The longest previous ~acelirne expansion ran 92 months, from December 1982 to July 
1990. 

• 	 When wartime expansions arc included, the current expansion is the second longest on 
record; lhccxpansion from March 1961 to December 19691astOO 106 months (Chart 1). 

CharT r' Durariml a/Business Cycles sillce ~855 

Expansions 

• P&&ce: mil' e~punsio" 
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100 50 o 50 
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The Dating ofBl/siMSS Cycles, , 

TilC consensus of pdvalc forecasters sees the expansion continuing in 1999, but its precise 
length \VilI nOI be known until some time after It has cnded, 

• 	 The dating of business cycles is not an official U.S. govcrnmenl function. Instead, once 
it has become clear that the economy has reversed direction, the Business Cycle Outing 
Committee of the National Bureau of Economic Research (NBER) meets to detennine 
the turning point fOi historical and 'statistical purposes. For example, the July J990 
business cycle peak was announced April 25, 1991 and the March 1991 trough was 
:mo01.lnccd December 22. 1992. 

• 	 A popular rccess:on indicmor is two consecut1ve quaners of declme 10 rcal GOP, but the 
NHER docs not usc this approach. R'lther, a recession is LI recuning period of dcdjnc in 
lotal DUlpu:, income. employment, LInd trade, usually lasting rrom (\ months to u year, 

The Policy Framework 

According 10 NBER dating, the ccor:omy was out of the 1990~91 :1)ce:ssion when President 
Clinton look offi;:c. 

• 	 BUi Inc recovery was weak and job growth appcllred slow. In facI, the unemploymcnt 
rate rose a full point [0 7.8 percent between the March 1991 trough and June 1992. 

• 	 And, of course, the recession bad aggravated the problem of Jarge bud~et defieits 
inherited from 1he 198Q5, 

, The President put in place an economic strategy grounded in deficit [cduction, investment, 
and opening markcts abroad. 

• 	 In contrast 10 the previous two long expansions, which were In1l:rkcd by luX cuts and a 
stimulative fiscul policy, the President's program was based on the idea that reducing Ib~ 
Ecderul tu.HJget deficit would ai)ow 'merest rates 10 come down and stimu!me prlvute 
~llW1J, 

• 	 This policy of fiscal discipline, together with an appropriately :JccommoJati-.:e monetary 
polley by the Pede!'al Reserve, produced a favorable climate for busjness investment and 
a s;roOg investment-led recovery. 

• 	 WhJlc reducing ovcrall Federal govcm;nen1 spending as a share of GDP, the 
Admmistration hus pushed fQr more spending in (mica] areas such as cducmiQu .md 
lmirlinii,. children. the envjronment. bct;lth care, and research and development, 



• 	 Ih~_L'r.:tcd Stales has been successful in~nlindjoj; jts fe;11 exp(If":~ by almost 8 percent 
;Jer yellr siuk' 1223, even though the tr.Jde deficit hlls widened dl.lI11alically as the strong 
U.S. economy, has continued to altract :rnportS whi;" slower gro'sth abroad has reduced 
demand for U.S, expol1s. ' 

Achievi.~1g the Employment Acc's ObjeClives 

The Employment Act of 1946 esu::.blishcd l.l policy framework in which the Fede~.ll 
govemment assumed responsi:Ji;ity for trying lO,stabillze short-run economic llucwatJOr.s, 
promote babnced and non.jn:1ationary economic growtp, and fosler Imv uner.1ploymcnt 
The th:-et: longest expansions of the past century-including the current one-have OCCUlTed 
sjnce the Act was pllssed • 

Judged by the objectives of stabiEzat:on policy (inflation und unemployment), the current 
economic expansion is ~..Of the most successful jn the NaliQn.:..s~bistory, 

• 	 Jobs, The ur.cmplQymenl rale is the lQwest it hilS been it) almas: 30 YCUf$ and more 
~icans are working than ever before.. 

Between the March 1991 trough and December 1993, I Kg million jobs have been 
created (17,7 mi;lion of them sjnce Jllnunrv 1.223). 

Emp!Q)'me!Jl is al an gil-tjme high, with 132.5 million Americans working in 
December (64.2 pereenl of the workir:g .age popUlation) and only 4.3 percent of the 
labor force u'1cmployed. 

Demographic chu:1ge ar.d other factors have altered the relationship between the 
ulIe:rr:ploymcnt n1le and the risk of inflation over time, and the unemiJloyment fate 
h'lS not come down quite so low in this expansion as II did:o :he- J9603 (Chart 2). 
But \vjth a responsible fiscal policy in place and UtYQrablc inflation and produclivity 
Qj::ve!QDmems. there was 1J1lle pressure for :U1e;est nlte hikes that .could have choked 
.QJ( tbk expansion prematurely - . 

• 	 f!ljIatioll. Three-quarters of the way through the eighth YCDr of expar:sion, jnflatjon {both 
~md tOJ:uU rerowns teme ever. {hough the unemployment rate has been very low for 
almost 2 years. 

This situatlOn stands in marked .contTast to the sharply rising inDation experienced 
a: the end of the 19605 expansion and the milder price acceleration seer. at the end 
of the 1980, expansion (Chart 3) 
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Churl 2: The Unemployment Rate in Three Long 1::,~\pUllSio/JS 
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This good inflation performance has been aided by favorable conditions such as the 
continuing sharp decline in computer prices, a drop in oil prices, rapid growth of 
induslIial capacity, and downward pressure on traded goods prices due to weakness 
in the world economy. 

• 	 A very low misery index. The combination of low inDation and low unemplovment in 
this expansion is comparable to the low "misery index" (the SUID oftbe two) achieved in 
the late 1960s (Chan 4). This time, howevcr, inDation is tame rather tban rising. 

Charr 4: Tile Mi.\·ery Illdex ill Three Long c'J:pwuirJll.l' 
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Sustained productivity growth over the course of this expansion has been an imponant 
contributor to growth. 

• 	 With slower growth in the working-age population and lower trend productivity growth 
since the early 19705, aggregate GDP could not have grown as fast as it did in the 1960s. 

• 	 Productivity growth-which is what malters for real wages and a rising standard of living 
over the longer (elm-has continued to be rclmively strong .well into this expansion 
(rather than exhibiting the decline that often occurs latc in expansions, Chan 5). 
However, the rate of productivity growth over this expansion remains well below that 
achieved prior to the productivity slowdown of the early 1970s. 
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Chart 5: Non/arm ProduaiFiry in Three Long 0,:pansiolls 
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An 	Inlles{mellt~Led Recovery 

The deficit red'Jct:on strategy underlying thc C:1J'l'Cnt expansion has paid off in highcr private 
investment. 

• 	 As the largest component of GOP, consumption wns the largest contributor to growth in 
all lhree long expansions. However, the contribution of jnyestment 10 ~JQwlb in this 
~lsjQn has been almost twice as litem as it was in the other two long <':~PMDSjL:()S. and 

'lbc f;;\)otOQI.UiQD Qf gQvernment spendi.n~.bl\sJleen subslamialh' 'smaller (Chan 6). 

• 	 Business invcstme-nt, especially in producers' durable cqutpmcot, has grown particularly 
rapidly on a sustained basis over this expansion (Chart 7) 

• 	 Net CXp0l1S have subtracted from growth in this expansion. In contrast to the current 
<lC(;Otlnt deficits of the 19S0s, however, when both nat:ona! saving und dom::slJc 
inveslment were falling as a share of GDP over much of tbe period, the current account 
deficits of the 1990s reflect generally rising nct national investment that is greater t~un 
generally rising net national saving, 

• 	 Federal govcmment spending has pro\'ided no stimulus in this expunsioo, The small 
contrIbution of government has been due to state and local government spending, ' 
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Chart 6: C011tributio11S (0 Growth ill Three Lo"ng Expansions 
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Chart 7: Producers' Durable Equipment ill Three Expa/!siolls 
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Be1lefits of{{ Strong Lobor Market 
" 

American workers. including groups. that had fullen behind over the prua two decades or so, 
have been major beneficiaries of the sustained tight labor market thls expansion has 
produced. 

With strong increases in the past 2 to 3 years, real WI1/WS have ~fQwn more over the CQuni~ 
of this e>.pansiQu than they did ,in the 1 980s eXllimsiQD (Chart 8). 

Chari 8: The Real Wage ill, TwoJ~ollg Expansions 
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• Renl hourly earnings of production and nonsJpervisory workers rose by ,5A percem 
belwcen Jtmu,ury t993 and November 1998. 

• The widely documented long-~crrn slide in the real wages of men (a drop of 11.4 percent 
in the media:! between 1979 <1nd i 996) has been checked by increases of L7 percent in 
1997 and 2.3 pe:-cent in the lin.;t 10 months of J998, according to CEA calculations for 
full- and part~time workers, aged 16 and over. 

• Real hourly wages in the two !owcsl~paid tenths of {he distribution for maie workers l\ged 
16 and older huve increased by 5 to 6 percent since J993. The increases for women were 
significant as well, with wages in the second tenth of Ihe distribution increasing by 4 
percent since 1993. 
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More people arc finding work than evcr before and they arc finding ii faster than they would 
in a le:;.s strong labot mUrk!!L 

• 	 The average length of unemployment among workers searching fot a job declincd to 14.1 
weeks in December 1998. Jt was 18.8 weeks in J994, the earliest yeur with comparable 
data. 

• 	 Almos! three-quarters of those who \\lere unemployed in December hud been unemployed 
for l~ss than 15 weeks; only 13.7 percent were looking for work for more than 27 weeks. 

Recent analyses suggest that thr.:; eml2iQxment relatjonship is strong. 

• 	 job di.\placemenr. Job losses due to layoffs, plant closures, and the like have declined 
substantially since the 1993-95 period, and among those who have been displaced, the 
share thUI have found new \vork has increased. These reemployed workers shll typically 
cam less on the new job than ut the job they lost, but these wage losses are the smallest 
on record. 

• 	 Job lenure. The popUlar assertion that sccure lifetime jobs have disappeared is 
oversw.led: In 1996, a substantial 27 percent of maJe workers aged 45~64 had iong~tenn 
jobs (20 or more years with the same employer), even though this fraction had fallen by. 
7 percentage points between 1979 and 1996. Moreover, the fraction of similarly aged 

. women holding long~term jobs ~ietually Increased during this period. 

• 	 Discouraged workers. The number of workers who arc not employed und who have nm 
looked for \vork in the past 4 weeks hccausc they did not think they co·uld find a job has 
shrunk by one~third sim:e 1994, the earliest year for which comparable data are available. 

The strong lahor market has ulso generated l;ains aITIonia'roups whose labor markctstutus 
hud nOl jjnproved in tile past dccudcs. 

• 	 Median rca} wages of bl1.lcks and Hispunics huve riscn rapidly in the p~ISt 2 years (based 
on CEA. calculations for full- and part-time workers uged 16 and over). The inf1ati()n~ 
adjusted increase between 1996 and the tirs! 10 months of 1998 was 5.8 percent for black 
men, 4.0 percent for Hispanic men, 6,2 percent for black women, and 2.6 percent for 
His~xmic women. Furtherrnore, the black and Hispanic unemployment rates for 1998 are 
at historic lows-B.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 c3:.Ised the labor force participation arnqng single women with children to increase. 
to unp:e.cedented levels. 
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• 	 Employment among male high school drOI)Outs, immigrants, and blacks und Hispanics 
has increused. 

• 	 High-school dropouts have experienced a much larger relativc increase in their 
employment rate since 1993 than those with morc education, due to incrcased labor force 
panicipation among dropouts and decreased unemployment among those dropouts who 
are in the labor force. 

Conclusion 

The economic policies of the past 6 years have nunured 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 becn in a generation, and innation 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 fundumentally 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 lon·gest expansion ever in February 2000. 

10 




PROGRESS REpORT: 


GROWTH AND COMPETITION IN 

, U.S. TELECOMMUNICATIONS 


1993-1998 


February 8, 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 to open and firms have competed to meet new 
consumer demands. to build the infrastructure to support the growing information industry 
spurred by tbe internet, and to provide the foundation for future innovations in communications. 
The benefits for the D.K economy have been substantial:. 

• 	 The telecommunications sector has created hundreds of thousands of new jobs stnce .. 
1993, The telephone services and 'equipment sectors, long areas of declining employment- , ... .- .. 
as technology increased productivity, are directly responsible for the net creation of 
approximately 200,000 new jobs in the past 5 years. . 

• 	 . Hundreds of new finns have entered all sectors of the industry. with the number of 
publicly held teiecommWlica1ions 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'ofbillions of dollars in 
facilities, services, and research and development. leading to increased network capacity, 

. deployment ofnew technolgy, and roH-out of advanced communications services. 

• 	 Output of services has increased and prices hu,:,e deciined industry-wide. 

This progress has been supported by the' Administration~s long-standing commitment to 
make competition and regulatory flexibility the fundamental principles on which U.S. 
telecommunications policy is based. In 1993. when Vice President Gore announced those 
principles in the Administration's National Information lnfrastructure agenda. there were 
predictions that the approach would lead to substantial industry growth. The above results bear 
those predictions out.' 

The benefits of it policy approach geared towards opening markets and promoting 
competition can be seen sector~by-sector in the telecommunications industry: 

• 	 l&llg~dis{ance telepbQne services: Growing competition in long-distance services has 
eroded AT&T's market share from its former monopoly level to about 50 percent. With 
thi~ competition has come increasing availability of low-cos! calling plans for a broad 
range of consumers. As a result, average revenue per minute earned by carriers has been, 
declining steadily for several years and long-distance usage bas increased substantially. 
Consumers will likely reap further benefi.ts as -competition grows in the long~distance 
market under the Telecommunic'ltions Act of 1996. 

• 	 LQcaile-lephQoe services: Many new carriers have cn~ered the wireline 10\;,,1 services 
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market since the 1996 Act, providing both switched voice and high-spe<?d data services to 
customers, To date they have created morc than 50,000 new jobs and attracted over 30 
billion dollars worth of capital investment, not counting debt or private venture financing, 
Recent entrants, including reseilers, have so far captured between 2 and 3 percent of the 
local services market measured by lines and about 5 percent of the market measured by 
revenues, The competitive empbasis to date has been on business rather than residential 
customers, due partly to underlying economic and regulatory factors" AB 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 Act's market-opening 
provisions, local competition for residential customers is likdy to increase, 

• 	 WirelcssJeiSl'hQlle service: Increased capacity and competition have led to fast growth 
of wireless services: over 60 miUion Americans nQw subscribe to mobile service; four 
times the number in 1993. Median prices per minute have fallen, depending on usage 
levels, between 30 and 40 percent for residential users and as much as 50 percent for 
business ¥sers, Wireless carriers directly created more than 100,000 new jobs fTom 1993 
thwugh 1998. Wireless service revenues have grown an average 24 percent annually 
stnce 1993, to $30 hill ion'. Capital investment by the industry has reached a cumulative 
$50 billion. 

• 	 lliecQmmunications eguimnent: The telecommunications equipment industry in the 
U,S. has grown substantially. Total revenues in 1998 are estimated at $120 billion. a 
thrce·fold increase since 1993, A growing proportion ofmanufacturing consists of 
innovative equipment for integrated voice and data communications ovcr digit~ 
networks, Annual U.S, telecommunications equipment expons doubled from 1993 to 
1998. 10 over $25 billion. 

• 	 aes:ommunlcations infrastructure and the information sCGior: The telecommunications" 
industry provides'the infrastructure for fast and reliable transport ofinforrnation. With 
the surge in Internet usage in the past 5 years, the number of«hosts" for Internet sites 
grew from fewer than 3 million to over 30 million and electronic commerce has become a 
multi~bmion dollar industry.. Driven by the growing information industry. high~speed 
data services have spread as providers Invest in facilities to provide customers with a 
variety of «broadband" 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 mlllion lines in 
1993 to aboullS million lines in 1997. 	 . 

, In some of the above markets. such as long~distance, growth is tbe effect of more than,a 
decade of competition. In others:, i1ke local telephone service, the regulatory and legislative 
changes thut opened the market 10 entry occurred much more recently. While more remains to be 
done for entry to occur iIi parts of the lopal market, notably residential service, the lesson from 
markets with a longer history ofentry is that, with time and opportunity, competition can grow 
and produce the expected benefits.' 



INTRODUCTION' 

This report describes developments in the U.S. telecommunications market since 1993.1 

It presents an overview of the growth of the industry, discusses key developments in the long~ 

distance,loi;al. wireless, and equipment sectors., and describes the dramatic rise in lise orthe 

Internet and the increasingly interdependent relationship between the information and 

telecomm\Ulic~ti,ons industries. The goal of this report is not to examine the economic issues' 

underlying specific regulatory proceedings, nor is the purpose to analyze whether particular 

refinements to current laws or regulations would be useful. It is instead to discuss overall trends 

and to assess the broad impact of the current regulatory 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 longest 

peacetime expansion in American history. Since 1993, the teJecomm\lnicatiQns industry has 

created hundreds of thousands of new jobs, seen entry by hundreds of new companies, made tens 

ofbillions of dollars of new investment in infrastructure and innovation, raised exports, and 

fostere~ a n::volution in lhe scope of communications services available Lo consumers. 

The,growth of the American telecommunications industry has been supported by a 

flexible, competjtion-oriente~ approach to policy and regulation. The princ,iples of market 

competition and regulatory flexibility are implemented in the Omnibus Budget Reconciliation 

Act of 1993, through which President Clinton signed into iaw authorization for auctions of ~ 

spectrum for wireless communications; in the NatlOnallnformation Infrastructure (NII}Jnitiativ~ 

developed by the Administration in 1993 and overseen by Vice President Gore~ and in provisions. . 
of the Telecommunications Act of 1996. They appear also in the Administration's initiatives to 

cf!sure the stlccessful growth of electro~ic commerce and to keep the Internet, a key driver of 

!This report focuses on the telephone industryJ which includes related carrier services like 
data transport It does not address cable> broadcast, saleHites, or otber mass media services. 
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demand for telecommunications infrastructure, free from eco~o~ic regula,\ion. 

To be sure, there remain important challenges for telecommunications policy to address 

for example. ensuring that competition develops further and mo~ quickly in certain markets and 

that anti-consumer tactics like "slamming" and <'cranuning" are stopped. Moreover, innovation 

and change in a variety of markets, for example in the markets for satellite, cab,le, and fixed~ 

wireless services. may alter the assumptions underlying some current regulations and require 

policies to adapt But by any fair measur~. 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 current 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 American workers, consumers:, and 

businesses, and to 'make sure that competition has the opportunity to dev~lop in markets where it 

so far has been unable to do so. 
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Policy Developments 

Traditional market structure and regulation. For much of this century, most 

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

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 BeU 

system into 7 separatt? iocal companies, the Regional Bell Operating Companies C"RBOCs" or 
, 

"baby Bells") and one unaffiliated long-distance company. AT&T. Telecommunications markets· 

noneth~less continued to be highly reguhlted. Local telephone service remained, for the most 

part, the province ofmonopolies overseen by state uti,lities commissions. The ]ong-dis~ance 

market became more competitive but. in order to ensure that it remained so, entry i,nto the market 

was barred for the RBOCs because they controlled access to local networks and could therefore 

discriminate against rivals needing that access to originate or termin~te 1ong..<fistance calls. The 

nascent cellular industry started with two licenses in each service market being issued by the 

FCC, one to the incumbent local carrier nod the other to an unaffiliated entrant. Partly due to 

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

Policv evolution, Recognizing that the telecommunications industry was changing al an 

increasingly rapid pace d,ue to technological and m'arket innovations, and th_auhe regulatory 

framework needed t? adapt to those changes. the Administration launched th.:= National 

Information Infrastructure (NIl) initiative in September 1993. To complement and advance the 

NIl initiative. the Administration proposed in January 1994 a set of princIples for overhauling the 

regulatory framework of telecommunications and fostering investment and competition, The NIl 

initiative envisioned advanced networks that would make it easy and affordable to connect 

people to each other. to computers, and to a vast array .of services and infQnnation resources, On 

thtt wireless side, the Omnibus Budget Reconciliation Act of 1993, signed by the President, 

nuthorized the rcc to in'crease competition in the wireless industry by auctioning major blocks 

of radio spGctrum across the country, 
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Fundamental principles for regulatory reform. Along with the need for a modem, flexible 

regulatory framework, the Administration promoted from its earliest days the benefits of 

comp~tition for both consumer choice and innovation, Vice President Gore tims set f~rth five 

fundamental principles to guide the study and formulation of legislative proposals for regulatory 

reform: 

• 	 Encouraging private 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 

infonnation "haves" and "'have nots"; and 

• 	 Ensuring flexibility so that the newly~ad(}pted regulatory framework can 

~dapt to .rapid technologlcaillftd market changes in the 

telecommunications and information industries. 

The Telecommunications Act Qf 1996. The principles of the NIl initiative are reflected in 

many instances in the Telecommunications Act of 1996; which Congress passed with . 

overwhelming bipartisan support. When President Clinton Signed the Act into law on February 

8, 1996, ht~ called the legislation an important step in the Administration's commitment "to 

refonn our telecommunications laws in a manner that leads to competition and private 

iIlVeSlment, promotes universal service and open access. to infonnation networks1 and provides 

for flexible government regulation." The 1996 Act eliminated legal barriers to entry and further 

opened tht: door to tocal phone competition by requiring incumbent local telephone companies to 

interconnect and exchange traffic with t;ew entrants into the market 0:1 non~discriminatory terms, 
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to Iease one or more parts of their networks ("unbundled network elements") to new entrants at 

cost~based prices, and to provide service at whQlesale rates to new competitors so they could gain 

~ foothold in the local market througb resale to customers. Tbe Supreme Court recently upheld 

the FCC's autbority to implement many of the market-opening provisions of the Act after tbe , 
scope of that authority was challenged hy incumhent local carriers and certain states, 

1n addition to imposing market-opening obligations on incumbents, the 1996 Act 

withholds au~hority for the RBOCs to enter tbe 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 liftS that , . 
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 local 

market to competition. 

'me FCC's policy efforts since the Act have focused on implementation. Defining and 

restlucturing universal services, reforming access charges, and establishing the rules under which 

incumbent local telephone companies can provide ''"advanced'' services over their networks are 

examples t)f issues on which the Commission has been working. Further policy developments 

will foUow as markets continue to change in response .to the ,1996 Act and to new investment and 

technologicai innovation. 

5 




Economic Growth and Competition in Telecommunications Markets, 

Revenue growth and contribution to tbe national economy, At the time the 

Administration announced the NII initiative in 1993, it was estimated that industries related to 

the NIl would create $300 billion in new sales for the telecommunications industry and 

contribute 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 I). Telecomrnunications services. 

contributed about $25 billion to GDP growth from 1996 to 1997, and increased their share of 

GDP by more than 20 percent.' 

~eraJi job creatjon. The teleconunurucations services and equipment sectors are directly 

responsible rOT the net creation of, conservatively, about 200;000 new jobs since i993 (Chart 2):3 , 

This increase is extremely significant: prior to 1993, telecommunications employment was 
, 

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

from 1981 to ) 992, the number of phone lines-ulocalloops"- in the United States increased 

.by nearly 40 million, and the amount ofjong~distance calling more than doubled,4 But over that 

same time period. the number of workers in the U,S. telecorrununicmjons services industry fell 

by 200,OOQ,' Indeed, labor productivity in the telecommunications industry-.measured as output 

2 Total telecommunications revenues are the sum ofteiecommunications. equipment sales 
reported by MMTA and telephone communications services revenues reported by the Census, 
projected to year-end 1998. U.S. Census Bureau. 199&. Annual Communications Services' 
Survey. Also, MultiMedia Telecommunications Association. 1998. 1998 MullfA1edia 
Tclccommpnicativns Market Review and Forecasi. 

JBureau of Labor Statistics (BLS). 1999. National Employment, Hours, and Earnings. 

Hereafter. "BLS:~ 


" ~ Federal Communications Commission. Industry Analysis Division. 1998, Trends in, 

Telephone Service, pp. 63, 97, Hereafter, "FCC. Trends in Telephone' Service," 


, BLS. 
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per hour-increased by 80 percent from 19&1 to 1992. reducing the number of workers needed 

even as business grew rapidly.6 Labor productivity in telecommunications has continued to grow 

at least as fast since J992,1 But lower prices, new and innovative services, dramatic growth of 

wireless communications. and new demand for services and infrastructure from the infonnation 

sector have caused the growth ofthe telecommunications industry to outpace productivity 

increases and create large numbers of new jobs. 

Telecommunications finns have been particularly important in providing crucial inputs to 

other industries, thereby contributing to the progress and growth of those sectOrs. By providing 

the advanced infrastructure and services essential to data processors and infonnation providers l 

the telecommunications industry has contributed to the creation of an additional 600,000 new 

jobs s.ince 1993 in data services, whose growth depends significantly on communications 

infrastructure (Chart 2).8 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 teclmology.9 

En1ry by new firms, The structure of the telecomml.mications industry today is radically 

>1 FCC. Trend\' in Telephone Service. p. 19. 

7 FCC. Trends in Telephone Service. p. 19. 

8 BLS. Data for employment in the SIC'category of:~computer.services and data 
processing,'? excluding the subcategories ofpre-packaged software and computer repair 3J.ld 
servicing. 

9 The number ofjobs that would not exist today without the growth of the 
telecommunications industry is likely much higher, although hard to estimate with precision, An 
example oftne broader "ripple effect"' can be seen in data the Cellular Telephone Industry 
Association has compiled on employment effects of the wireless industry. Beyond the more than 
130,000 jobs created directly by wireless carriers, as·ofthe end of 1998 there are an estimated 
260,000 sales and distribution jobs, 45,000 manufacturingjobs1 and over 600,000 support 
service, construction and product development jobs related to wireless. Such multiplier effects 
exist in all sectors of the tclecommunicatio~s industry. " ' 
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different from that of 15 years ago, Numerous finns have entered each sector ofihe 

telecommunications market. with the number of public telecommunications companIes swelling 

from under 100 in 1984 to 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 companies not counted in 

the above figures, The Association for Local Telephone Services (AL TS) lists 145 private 

companies in the local exchange market alone, Consolidation and acquisitions keep the number 

of companies ~n flux, but market data show that many of the fastest grO'hing and most successful 

firms in the industry are unrelated to AT&T, its Regional BeU Operating Company progeny. or 

any oftheil' subsequent spin-offs. In the long-distance, local, and equipment sectors of the 

telecommunications market, small, recent entrants have outpaced larger and more estahlished 

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

Competition and market yalue. Vihen concentrated or monopoly industries become 

competitive, economic theory suggests that, unless the market grows. profits decline as rival 

finns oiTer lower prices and transfer more value to consumers. What is good for customers may 

be viewed differently by shareholders. It is thus indicative of grov,.th .and innovation in the 

telecommunications market that, despite major changes in the regulatory environment, increased 

competition, lower prices, Ilnd some predictions to the contrary, the market value of public 

telecommunications firms since 1993 has kept pace with the sos:dng U,S. stock market and 

increased by over $800 billion-more than doubling in s,ize (Chart 3). The many private 

companies have created substantial, additional value and investment, More than halfof this 

grov.'lh is [mm companies-that did not exist priorto the breakup of AT&T's integrated monopoly 

in 1984.10 

New jnfrastru£tl!~. 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 systems . are two examples. FCC 

10 Calculated using Compllstat data. 
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figures show that from 1993 through 1997, fiber deployment increased from 2.3 million to 3.4 

million miles in long-distance networks:. from 6.6 million to 12.2 million miles in incumbent 

locul telephone networks, and from 0,2 million to 1.8 million miles in competitive local 

exchange networks.: t Fiber mileage overall increased an estimated 16 percent in 1997 akme. 

The above figures are estimates based on incomplete dara, Actual fiber capacity by the end of 


1998 was almost certainJy much higher. Moreover,.the above data do not include the 800,000 


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 installed by others such as electric 


utility companies or state governments. U 

Infrastructure that will advance the telecommunication sector, and the consumers and 

industries that increasingly rely on jt~ conlinues to develop in circuit-switched telephone 

networks as well as 1n data networks, satellite operations. and, cable systems. The current 

. emphasis is on expanding the broadband connections availabJe to households and businesses, 

New entrants into all of those sectors are constructing new facilities and upgrading existing ones, 

and promise to provide an increa.<;.ing range of services on more competitive tcnns for consumers, 

11 Federal Communications Commission. 1998. FCC Fiber Deployment Data ~ End of 
Yeor 1997. 

12 United States Department of Agriculture. 1998. 1997 Slatislica! Report 
T.elecommunications Borrowers. p. 33., . 
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Chart 1 Telecom Services and Equipment Revenue 
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Chart 2 Employment in the Telecom Industry 
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Chart 3 Market Capitalization of Telecom Industry 

Compared to Market Indexes 
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Long-Distance Telephony, . 

Long-distance telephone service was for decades a monopoly of AT&T. That monopoly 

was attacked at the margins in the 1970s and early 19805 and more fully after the Department of 

Justice's antitrust suit successfully opened the market by breaking up AT&T in 1984. While 

AT&T's share of longMdisrance revenueS at first eroded slowly against competition by.Mel and 

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

Sirlce the 1980's, increasing numbets of resldentia~ and business customers have been 

offered sUbscription plans and incentive programs that lower their actual long-dis lance prices 

below the basic tariff rates, or posted prices. While the tariff rates rell steadily through the 1980, 

and then, starting in 1991, began to rise Slightly, the proliferation of discount options has meant 

that the basic tariff rate alone overstates actual prices paid in most cases', With incenti~e . 

programs and low~rate plans available not only 10 high volume callers. but also to customers 

whose monthly long~distance bills average as little as $ J,o. it is extremely difficult to calculate 

how much particular customers are paying per minute o~long-distancc usc. But one indication 

ofactual 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 4). Long-distance usage, meanwhile, went from about 370 billion minutes in 1993 to 500 

billion minutes in 1997 (Chart 5).]4 This increase is. partly a function of the availability of lower .. 

rates, but also of an outward shift in long-distance demand due to increased transport ofdata and 

infonnatl0o .. 

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 loog~ 


distance market both as rescUers and by building their own facilities. According to FCC data. 


n FCC. Tnmds in Telephon.e Service. pp. 55,58. 

14 FCC. Trends in Telephone Serpico: p. 63. 
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the numerous companies with tiny individual market shares raised their collective share by 7.5 

percentage paints-from 12,3 to 19.8 percent of the market-from 1993 to 1997, and together 

have made the largest market-share gains in the long-distance marekt.:5 That smaH firms have 

become more competitively significant both as a group and individually is indicated by the 

expanding list of finns whose individual shares are reported by the" FCC. New carriers have 

continued to bri~g additional competition to the long-distance market, in some cases depioying 

substantial new facilities. There hus also been entry into the market by 101O~xxx Hdiat~around" 

services and consumer substitution 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 benefits 

from further entry, In addition to the possihility of even lower rates throug~ competitiv~ erosion 

of existing profit margins, one of the principal benefits of additional competition could arise 

from more widespread offerings o~bundled looal and Jong~distance services. Most observers 

have concluded that such bundled offerings would be attractive to consumers-particularly 

residential consumers-and may create s!gnificant cost-saving opportunities (from joint 

marketing, billing, etc.) for carriers that would lead to lower prices. Greater availability of such 

bund~ed offedngs depends on the abilities both of long~djstance carriers to be effective providers 

of local service, and of the Bell companies and other loca' c'arriers to offer long-distance service, 

Thus, completion of the loeat market-opening process requ.ircd by the 1996 Act~ which will 

enable such cross-entry to occur, can yield additional consumer benefits. 

IS FCC. Trends in Telephone Service, p. 55, 
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Chart 4 Average Revenue Per Minute for Long Distance 
Calling (All Domestic Interstate Switched Services) 
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Lucal Telepbone Service 

After the 1984 divestiture of AT&T, lo?ill 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 rurnl, territories. The regulatory barriers to entry into the 

local market were substantial and, for the most part, within the jurisdiction of state public utilities 

commissions, A variety ofjustifications were advanced for Jocal monopolies: the economics of 

"natura~ monopoly," preserving geographical rate averaging or other cros!,H>ubsidies that support 

universal~s(:rvice goals, and ensuring timely network upgrades and extensions. Competition was 

eventually allowed in the provision ofenhanced services and access to the long-distance 

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

The 1996 Act radically changed that regulatory environment by pre-empting and 

prohibiting regulations that ptotect monopolies over local telephone servi~. The Act thus 

dismantled a legal and administrative structure that had evolved over decades and replac~d it 

with a fundamental rule: the local teleph{)oe market must be open to cOmpetition. The Act 

pushes this principle beyond the regulatory agencies to the incumbent local exchange carriers 

("ILECs") themselves, It requires incumbent local companies to open their networks so 

competitor!; can "interconnect" (i,e, exchange traffic) with incumbent networks and lease 

"elements" of the incumbent networks (facilities like switches and customer lines) thal the 

entrants Jack. 

Competitive entry since the Act has focused principally on full-service, local telephony 

for urban business customers. Residential local service has seen some competitive entry bUl has 

not developed in a manner comparable to business service. The market opening provisions of the 

1996 Act have also spurred entry by firms providing high-speed data services 10 local exchange 

customers I)ver unbundled loops leased from the incumbent carriers, 
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Pll:·gress by the CLECs: Competitive local exchange companies ("CLEC.") have 

invested bi Hions ofdollars and have come to employ over 50,000 workers since 1992.16 Several 

of these companies started as competitive 'access providers that offered business customers 

bypass of Ihe local exchange and connection to the long-distance network at tower prices. Some 

CLECs began to acquire the numbering codes necessary to operate competing local switches as 

early as rnid-1994.11 but little competing service actually existed. Since the 1996 Act~ when 

CLECs began_to acquire numbering codes more rapidly and, in addition, were able to enter the 

market for switched, local voice service through resale and use of the fLEe's unbundled network ' 

elements, they have captured between 2 and 3 percent of local lines from the incumbents (Chart 

6). Because competitors have focused on serving the Jargest and most profitable customers first, 

the business they have WOn represents about 5 percent of the local services market measured by 

revenues (Chart 7). I B Current data show local telephone revenues overall to be growing about 5 

percent luumaHy, driven by the ~emand for data and Internet service and for "vertical features" 

like voice mail and caller ID. The shares the CLEes: are gaining rue thus of an expanding 

market. 

Recent data show the,publicly traded CLECs 10 be gaining between 600,000 and 700,000 

,customer lines per quarter, most of them business customers (Chart 8V9 It would take the 

CLECs ab,:ut ten years t,9 capture half the 60 million business lines now in service if they 

continue to add Hnes: at the current pace. Ofcourse, botb the number of business lines and the 

rate ofmarke1. growth of the CLECs are likely to change, making lhe actual rotc ofmarkct share 

change unccrtuin, But as a benchmark, ilJook -more than a dozen years after the 1984 dive~titure, 

\1> A.ssociation for Local Telephone Service: Hereafter) "ALTs.n 

11 FeCI industry Anaiy~is Division. 1998. Local Campa/ilion. p.55. 

,. Merrill Lynch. 199&. CLECVital Signs: Update For 3Q98 Resulls and· Trends. Table 
II. 

19 Merrill Lynch, 1998. CLEe Update: Continued Weakness in the Sector Creates a 

Great Buying Opportunity p. 26. 
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for long-distance competitors to gain a 50 percent share of market revenues, and their shares of 

pre-subscribed lines and long-distance access minutes has not yet reached that leveL20 

More: than 70 percent of lines served by CLEes ~ through resale of the incumbents' 

services or through combination of the ILECs' unbundled network elements with the CLECs' 

own facilities.21 Competition by new entrants serving customers mostly on their own.' 

networks-Hfacilities-based" competition-accounts for the remainder. However. it 1S estimated 

that more than one third of the lines added by Ihe CLEC, in the third quarter of 1998 were.on the 

CLECs' own networks. This very slightly raised the proportion of10tal CLEC Jines that are 

independent of the ILECs' facilities to 27 percent, and suggests that facilities-based competition 
" . 

for local i>ervice is becoming more common.2l: The growth of facilities-based competition 

relative to resale is also documented by the Telecommunications Resellers Association, which 

reports that, from 1995 to 1998, the proportion of it., members thai owned or leased facilities (as 

opposed to oompeting through pure resale) increased from 34 percent to 54 percent." The FCC 

estimates that the number of Wlbundled loops leased by CLECs from large incumbents in order 

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

The number ~f switches owned by CLECs grew from 65 before the Act to nearly 700 by 

the end of 1998.24 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 their fiber networks at a fast dip. although the data are sketchy and incomplete, 

20 FCC. Trends in Telephone SCn'ice. pp, 45, 46, 49. 

" Merrill Lynch. 1998. CLEC Vital Signs: Update For 3Q98 Resulls and Trends. p. 6. 

", :Vlcrrill Lynch. Gp. Cit. 

;n The Telecommunications Resellers Association, 1998. Report submitted to the HOllSC~, 
Commerce Committee. 

,., ALTS. 
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Merrill Lynch estimates from its survey of public CLECs th.t those companies added over 

40,00{) route miles of fiber to their networks in each of the first three quarters of 1998, and that 

the rate <If deployment was increasing through that period.2~ FCC data show the amount of fiber' 

deployed by CLECs to have tripled from 1993 to 1997, with particularly rapid deployment from 

J994to 1997." . 

The marketplace clearly expects local competitors to flourish, Although CLECs are still 

in the early stages of accumulating market share, and only one has so far posted a profit. they 

have created nearly 20 percent of the growth in local telecommunications market value since 

1993,27 The market capitalization ofCLECs h,lS gone from almost nothing to over $30 billion 

~ince 1993,:a The value of the numerous privately held CLEes is n01 captured by the above 

figure. Employment by competitive local service companies has also groVIU dramatically since 

the 1996 ACL 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 

peleent in 1998 alone--from roughly 9,000 jobs in January 1998 to over 18,000 jobs at year's 

cnd in the sample companies alone, The ALTS sample did not include employment data for 

large companies like Mel WorldCom. AT&T~ Sprint or others that have entered the local 

market, not does it account for the vast bulk of CLECs. The gro\'t1h rate. however, is indicative 
, 


of the investment being committed to local competition. CLEes are plying their-trade in all of ' 

, . 

the top 100 urban markets in the United States, and in 250 smaller business trading areas as 

.wel1.29 

:<5- Merrill Lynch. Op. Cil. p, 7. Data from several companies were not available to be 

included in that calculation. 


16 Federal Communications Commission. 1998. FCC Fiber Deployment Data - End of 

Year 1997. p. 40. 


1.7 Compustat datu. 

11 ALTS data. 

" ALTS data. 
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Residential vews business cQmpetWQO. Competition in the provision of local 

telecommunications services to residential customers has proceeded more slowly and tentativeIy 

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 at least one state. OveraH. of the roughly 5 million hnes estimated to be 

served by CLECs., less than one third probably belong to residential customers, The United 

States Telephone Association, the iudustry,associa1ion for incumbent local carriers, reports that 

about 1,3 million residentiai lines are being resold by CLECs.)(l 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 Rescllers Association (TRA) represents numerous competitors. 175 of 

which provide local phone services through a combination ofresale and deployment of their own 

facilities. Of the customers served by TRA's members, 21 percent are reported to be residential. 

And 94 percent of the residential business is through pure resale rather than through use of 

facilities that the CLECs either own or [ease from the incumbentn The FCC finds that,_ while 

CLECs serve 1.2 million residential lines through resale, they serve about 260,OOOsustomers 

through a combination of their own facilities and unbundled network elements leased from the 

ILECs, ~J Fully facilities-based co~pctition by CLECs for residential customers, at least on a 

broad scale, seems distant. Such competing facilities may (;ome sooner from cable entrants into 

local telephony, AT&T has made acquisitio~s and formed a joiytt venture to provide telephone 

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

30 United States Telephone Association. 1998. Local Market Wide Open to Competition. 

)1 Federal Communications Commission, Industry Analysis Division data.-·· 

51 'fhe Telecommunications ReseHers AssociatIon. 1998. Report submitted to the House 
Commerce Committee. 

:>J Federal Communications Commission. Jndustry Analysis Division data. 
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systems have slowly been upgrading their networks and marketing local phone servke to their 

cable customers. 

There are several possible explanations for why competition has been slower to develop 

in the residential local service market than in the busi~ess market. Some parties point to 

problems of compliance \\1th the 1996 Act-the FCC has not yet found any of the incumbent 

carriers to ha~c satisfied all ofthe Act's market~opening requiremepls. But, the pace of 

residential competition is also strongly affected by underlying' economic factors, The economics 

of residelltiallocal service-with its regulated rates and comparatively lower sales of profitable, 

vertical services-arguably do not make pursuit of the average residential customer as interesting 

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

, 

Regulation keeps rates for residentia110cal service low> and the revenues gained from 

access charges that )ong·distance carriers pay to local networks are generally lower for 
, 

residential than for business customers. But the costs of providing a phone line are about the 

same for residential and bu~iness customers, making· the latter a sourc~ of higher profit margins, 

A CLEC incurring the fixed costs of entry will therefore reeoup itS investment more quickly by 

focusing on the business sector. Moreover, marketing costs per line are probably lower 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 business 

customers) and of the greater geographic concentration ofbusiness customers, is that the 

switching centers in which CLECs have collocation arrangements serve 50 percent of fLEe 

business lines, but only 35 percent ofresidential lines, Moreover, those switching centers serve 

at least 57 percen~ of the incumbents1 high·capacity lines, which are connected to the largest nnd 

most profitable business and government customers.:>4 

Regulation also produces below-cost rates for locrul'crvice :n arcas where the costs of 

H FCC, Local Competition. p.38: Also, FCC Industry Analysis Division datil. 
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providing service are high, and above-cost rates for local service in areas where the costs of 

providing service are low, In other words, revenues from above~cost rates implicitly subsidize 

below-cost rates" Entrants thus have artificial incentives to provide service to customers paying 

above-cost prices (e,g, business customers and urban residential customers) and artificial 

disincentives to serve those customers paying below-cost p~ces (e.g. rural customers). The FCC 
, 

and state regulators are working to restructure the current system of rates for local telephone 

service in Ii way that both preserves universal service and makes serving residential and rural 

customers more attractive for competitors. But until regulation of residential and rural rates are 

made competitively neutral. entry incentives will remain skewed, 

The residential market remains an area in which competition needs to deye10p 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 indicates that ron~out takes time 

and generally starts, for sound economic reasons, with higher~revenue customers. The 

construction of the original Bell Sys.tem itself is a lesson in the move from commercial centers to 

more ruml arcas. And Bell was merely repeating a strategy followed decades before by Western 

Union in buHding out its telegraph network. Mel's entry into the long-distance market similarly 

, started with private business service, wcr.t to public business service, and eventually to 

residential offerings. 

The aggressive entry 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 exampl~. CLECs have been con~trucling urban fiber networks that pass not only businesses, 

but apartment houses as well, Once the infrastructure is in place, serving resldential customerS in 

"multiple dwelling units" beComes easier and may entail only incrementaLcost. As the most 

profitable customers provide the CLECs with the revenue necessary for ~ffecti\'e entry into the 

local markcl~ competitors will be able to expand service oferrings to customers from which they 

cam less ralum, 
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Because of the long institutional history of local monopo~y and the economic complexity 

of entry into the local'residential market, the uneven development of competition does not in 

itself show that the 1996 Act's market~opening provisions are a failure or should be changed. 

Indeed. the developments in the business market suggest otherwise. To ensure that the potentia) 

for residential benefits is realized, continued a.pplication of the proven, competitive principles of 

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

.Q.rua CLECs and broadMnd oompetili;Qn. A developing area ofloeal competition has 

, been in the market for high-speed data services, Numerous companies have taken advantage of 

the 1996 Act to lease customer lines ("loops") and space m the incumb'ents' switching centers 
-

("collocation" space) in order to offer customers digital subscriber line (DSL) service, primarily 

for high-sp,!ed access to the Internet, DSL technology uses special modems to transmit digital 

infonnation over existing copper lines, Most or'the data CLECs are still small, privately held 

companies. Although there is little avaiiable data on DSL d~loyment, it is estimated that about 

30.000 lines are so far being served, By comparison, about ten times that number of customerS 

receive broadband service from cable companies over "cable modems:'35 But competition in 

_data services over the telephone network shows promise, Data eLECs have invested heavily in 

facilities, pushed DSL prices 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" 

competi1ion among broadband service providers in the San Francisco area has recently pushed 

DSL service prices. down to about $40 per month.,·, 

Competition In DSL service faces several challenges as it grows, First, DSL must 

overcome certain technological impediments. Transmission via DSL is generally most effective 

for customers located a short distance, for example about three mHcs, from the central switching 

)$ La-..vyer, Gail. 1998. "Leader of the PackH ill X-Change, October 1998, p,22, Y10re 
formal data are not yet reported, 
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office. Performance of DSL transmission declines with loop length, but varies also with 

condition of the loop and the quality of equipment attached to the loop. Technological advances' 

are starting to provide improvements, but for now DSL rema~ns an option primarily in densely 

populated areas where loops are short. 

A second challenge-for DSL providers. like other CLECs, is getting collocation· . 

everywhere they need it> and therefore in gaining access to some customers lines. As more 

competitors have entered the market and sought collocation in central offices serving the most 

desirable regions, entrants have reported difficulty in negotiating collocation arrangements. 

Technical issues such as whether collocation at remote tenninals outside of central offices is 

necessary to serve customers who do not have a direct copper line to the central office, is another 

unresolved proplem for eLEes. These challenges are intensified by the fact that incumbent local 

service providers offer both DSL service themselYe$ and control inputs-notably loops and 

collocation space-needed by their DSL competitors. Nonetheless, the DSL market is growing 

and, if the above challenges can be met, data CLECs could grow into a substantial competitive 

presence in a greater, number ofmarkets a.nd offer a broader range of services than is.the case 

today_ 
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·Chart 6 CLEC.' Share of Local Market by Lines 
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Chart 7 Share of Local ?ervice Revenues by 
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Chart 8 Total Local Access Lines in Service 
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\Virelcss Telephone Service 

The wireless telephone industry has experienced remarkable growth in the pal\t 5 years. 

From 1992- to 1998, the number of Americans subscribing to cellular service grew from about 16 

million to' over 60 million (Chart 9),36 Policies that set the stage for increased competition in the 

wireless market and fostered investment in advanced digital technology directly contributed to 

this growth. 

The FCC assigned the first licenses to use radio spectrum for cellular telephone service in 

1983, introducing competition through a "duopoly rule" under which one license in each market 

was given to the incumbent local telephone provider and another t? an unaffiliated competitor. 

By June 1985, cellular companies altogether had just over 200,000 subscribers, 600,"cell sites" 

(~ch site cOJ?tains the transmission equipment that serves a loca1 cell), and 1,700 emptoyees.J1 

]n JWle 1995, subscribership had climbed to 28 million, a total of 20,000 eel! sites were 

operative, and the number of people employed by wireless service companies was 61,000,31 

[n J995, as authorized hy 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 digital "pcrsonal communications services" (peS), creating new wireless licensees in U,S, 

markets. As tbe successful bidders entered the market, and as subsequent licenses were 

auctioned, the duopoJy market structu~ gave way loJull-tledged 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 l60,OOO Americans were holding jobs with wireless 

;,~ Cellular Telecommunications Industry Association. 1998. Semi~Annual Dow Survey: 
June 1985 10 June 1998. Hereafter, "CTIA.Survey.results.". 

)1 CTIA Survey results. 

" CTIA' Survey results. 
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telephone companies (Charts 9, 10, and 11 )," The average monthly bill for wireless telephone 

service feU by more than half from its level a decade earlier, probably reflecting both declining 

prices and changes in average monthly usage as more individual, as opposed to business, 

customers used wireless service,4Qo 

Today) more 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 cel1ular systems, and more 

than half ofall Americans live in areas with at least 3 new competitors.41 This new competition,. 

as well as increased investment in new technology, has caused prices 10 plummet while 

increasing the: variety of available caning plans. Although reliable data on revenues per minute 

are unavailable, existing price and billing data indicate that wireless telephony is becoming ever 

more affordable. One study finds that in 1997. median prices per minute-what the typlcal 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 pes competition,42 As mentioned, the average monthly bill for 

mobile customers has fallen by more than half in the last decade,"} 

Wireless telephony (cellular, pes, and ESMR) is now a nearly $30 billion industry, as 

measured by service revenues, growing an average 24 percent a year since 1993,44 Capital 

investment, a leading indicator of future industry growth, has nQw'grown to a cumulative $50 

3'1 CT!A Survey resuli.~. Also, BLS employment data. 

411 eTtA Survey results. 

41 FederarComrnunications Commission. 1998, Third AnnuaJ CMRS Competition, 
Report, Appendix B, p, B-4, Hereafter, "FCC CMRS Rcport," 

"FCC CMRS Repnrt, pp, 19,20" 

·n CTIA Survey results. 

44 eTlA Survey results, adjustedJor 'inflation using the Consumer Price Index (CPI). 
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. billion (Chart 12)." Extraordinary growth in subscribership is the cause: more than 60 million 

Americans, o~ more than I 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 1993. 

There is anecdotal evidence that wireless telephone service is beginning to substitute on 

the margins for traditional (wireline) teiephone serv!ce; 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 to offer packages that . . 
provide a maximum number of minutes-whether local or long.-distance, and from anywhere in 

the country--for a fixed price. In the second half of 199&, prices for these packages Cell as low as 

$50 for 500 "anytime, anywhere" minutes. Such low~pri~ packages have the possibility of 

making wireless service an alternative to wireline service for som~ users, particularly those who 
. 

travel a lot or desire an additional line from home. 

In addition to the main wireless telephone technologies of cellular, pes, and ESMR 

discussed above, \\fireless communications also encompass su'ch services as paging, SMR, and 

fixed point-to-point, as weJJ as such new services as fixed wireless local loop and Third 

GeneratlOn 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 welt 

Further challenges.remain for, the wireless industry. As Americans-increasingly demand. 

infonnation services and mobile access to those services, data traffic will become an increasing 

component ofwireless telephony_ As wireless use grows a.nd services expand, teChnologies 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 little doubt that 

wireless communications will be a central and growing part of telecommunications in the fUlure. 

·45 eTtA Survey results. 
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Chart 9 Wireless Subscribership and 

Average Monthly Bill 
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Chart 11 Direct Employment by 

Wireless Service Providers 
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Telecommunications Equipment 

The telecommunications equipment industry in the U .5. has grown substantially. Total 

production in 1997 topped $70 billion and is estimated to have reached $120 billion in 1998, a 

growth of $80 billion since 1993 (Chart 13). New service markets created by wireless auctions, 

the 1996 Act, and the Internet have created a large demand for innovative telecommunications 

equipment. The many new entrants into equipment design and manufacturing have created 

thousands ofjobs, invested billions in producing novel solutions to technical challenges faced, by 

ncw entrants and incumbents alike in providing new services, and doubled U.S, exports of . 

telecommunications equipment from about $13 billion in 1993 to over $25 biHion in 1997.4
& 

,There are now more than 100 publicly traded companies that list telecommunications , . . 
equipment as their primary line of business. :r-;early 50 additional public companies list their 

primary tine of business as data networking equipment. The joint market capitalization of 

traditional telecommunications equipment manufacturers and data networking equipment makers 

has more ~han tripled since 1993 (Chart 14), Again, numerous private companies add economic 

value ~hat is not captured by the market capitalization data. The telecommunications,equipment 

market as a whole is responsible'for about one-third of the value created in the 
. 

telecommunications market in recent.years, with data networking equipment companies growing 

faster than traditional equipment companies since 1994. 

The growth of data networking companies reflects the shlfting,demands of, . . 

telecommunications consumers away from conventional voke telephoay and toward fast and 

reliable d£Ltu transport, Digitiz~lion is requiring systems to provide integrated voice and data 

services. and competition among conventional telec9mmunications equipment manufacturers and 

newer data network equipment makers is leading to research and development along several 

promising Pllths, both wireless and wireline: 

46 U.S. Department ofCommerr;~. 
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The 1elecommunications equipment industry will playa crucial role in solvjng the myriad 

technical problems faced by new communications service providers, 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 U.S. policy is working through appropriate channels to 

prevent harrn to American manufactmers from the technical standards adopted in various 

international markets. 
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Chart 13 Revenues of Telecom Equipment 
ManUfacturers 
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The Internet 

The pace of technological advance) the importance of forward-looking infrastructure) and 

the growing desire for information are all manifest in the rapid growth of the Internet' an~ its 

associated industries. This relatively young sector of the U.S. economy has been boosted by the 

successful confluence of a market-oriented and non-regulatory government policy. private 

investment and innovation, and the public's growing demand for information services,47 

Regulatory forbearance and policies to encourage usage, as well as continuing investment in 

information infrastructure, have made possible unprecedented growth in-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 electrQIDc.commerce. and the World Trade Organization has agreed to place a 

moratorium on customs 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 electronic contracting" Furthermore, the Next Generation Intemet Research Act 

. authorizes an initiative to provide universities with the most advanced connections to the Internet 

and to support long-term research on Internet technologies, 

The Internet's evolution from a government-sponsored research projcct to a global,' 

network that connects individuals, businesses, and institutions of all kinds has been propelled by' 

increasing computing power at falling prices. l1te digitization of information has bl.urred the lines, 

between1data, video, anp voice, with aU these types_available for transmission at ever lower cost·, 

The cost oftrallsmitting one bit of data over a kilometer of fiber optic cable fell hy three orders of 

magnitude between tl~e mid-! 970s -:md the early 1990s.~~ The cost of processi,ng one million 

47See the U.S: Government Working Group on Electronic Cvmmerce, First Annual 
Report. November 1998, and A Frameworkfor Global Electronic Commerce issued by President 
Clinton on July I, 1997, 

4& Atkinson, Robert D .• and Randolph H, Court, 1998, New Economy Index: 

Understanding America's Economic Tr~miformati{)n..Washtngton~ D.C.: Progressive Policy 
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instructions per seoond (rnips) was $480 in 1978. By 1995, processing costs had tumbled to $4 

per mips,"'1 And the cost of mformation processing continues to plununet, increasing the 

capability of the infonnation industry and expanding the demand for information services. 

Notwithstanding the technical advances mentioned above, the recent growth trajectory of 

the Internet would not have been possib\e without the gri<fof telephone lines, cables, optic fibers, 

signal processing and routing equipment that [omls the "backbone" of the U,S, 

telecommunications infrastructure. The increasing public demand for-and provision of-fast 

and ready information has driven this "backbone"industry, motivating tremendous private 

" investment and market capitalization as well as job creation. The f;,'rowing demand for carrying 
. , 

capacity. or '''bandwidth,'' has ~ushed the roll-out of yet more physicai equipment and wiring, as 

well as the deployment ofsuch technologies as cable modems, ISDN lines, DSL services, and 

new methods ofdigital compression .. 

Investment in high~capacit)' fiber by telecommunications systems has also grmvn rapidly 

to meet new infrastructure demands. The number of"tiber miles," calculated by multiplying the 

number ofmiles of sheathed fiber times the number of fibers in the sheathe:! bundle, is one 

measure of system capacity. As mentioned previously, the number of such fiber miles 

constructed by telecommunications carriers in the United States grew by about 16 percent in 1997 

according to FCC estirn3tes.~o On the cons'qmer end, increasing numbers of American 

households are purchasing addi1ional1elephone lines. Although some of these lines are probably 

: used mostly for voice service. many are used for dedicated data Jines. The rrumber of households' 

with additional lines grew from 8.8 million in 1993 (9.4 percent ofrcsidences) to 15.7 million in , 

Institute, p. 19. Hereafte: New Economy Index 

49 New Economy Index. p, 8, 

so Federal Communications Commission. !998, Fiber Deployment Updale. 
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, i 996 (16,5 percent of residences).)] Those numb~rs have most likeJy grown sharply since the end 

of 1997 with increased use of the Internet by Amerkan conswners. Co~axial networks used by 

cable tel,evision.systems, which increasingly now offer Internet access) are· another major source 

of information infrastructure that will be importa"1t for bringing broadband access to residential 

customers. 

'me equipment industry has also been driven by the need for more advanced information 

transport, Companies engaged in manufacturing equipment for data networks are developing the 

advanced electronics for broadband transmission and routing of digital material-:-whether voice. 

video. or data-that innovative service providers are using to construct the networks that link 

users to information un the Internet and other sources. 

And such advanced links are increasingly in demand, Altogether. over 35 million Internet 

"hosts"·--computers that store sources of infonnatiun on the Intemel~were active wurl~-wide by 

early 1998. up from 20 million only six munths earlier and from fewer than 3 ,minion in 1993 (See 

Chart 15). Tha.nk.s to tremendous investment in infrastructure, the United States ranks far above 

Japan j Gennany. and the United Kingdom in public participation in the Internet) as measured by' 

the number of hosts per capita.52 Only Finland has a higher concentration than the U.s. In 1993. 

there was rqughty 1 Internet host in the Cnited States for every 200 Americans. By 1997; the' 

ratio had changed ten-fold, to 1 host for every 20 people-about) Interne~ host for every 4 

American adults who use the IntemetS3 In the two years between 1995 and 1997) the number of 

people in the United States who used the Internet grew from'about 28.millidn to over 73 million. 

or about one in four people.54 This year. nearly one in three American adults is expected to be 

51 FCC Trends. Table 19.3. 

~2 New Economy Index~ .p, 30,. 

~J New Economy index, .p. 30. 

54 TIie estimates of adult users are from Pew survey results and the adult population of the 
United Stat<;s.. "The Pew ~esearch Center for the Peopte and the Press. Technology Survey J998· 
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"online." The latest Pew Center survey finds that the total number of American Internet users 

today is over 80 million (See Chart 16). 

Recent data also show that Internet 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 t~e fastest growing groups of new Internet users are those \vith much lower 

income and t;ducationallevels than in the past. The survey finds that 23 percent of new users 

have annual household incomes below S30,OOO-whkh is below median household inco.me in the 

U.S,-and that 40 percent of new users never attended college:~5 As use expands to all economic 

segments of society, so too will the range of services and uses available through the Internet. 

Challenges nonetheless remain. There'is evidence of a "digital divide" whereby some 

racial and ethnic groups in the United States use the Internet disproportionately less than others. 

The «c-rate" program for wiring schools and public Hbraries. created under the 

Telecommunications Act of 1996, will be an important means of increasing diffusion ofIntemet 

~se and ensuring that access to jnfonnation is widely available. To date, the e-rate program has 

disbursed over $750 million, with the goal of connecting up to 40,000 American public schools 

and 7,000 libraries to the Internet. Such policies ensure that an increasing spectrum, ofAmericans 

'NiII grow up with the skins to participate in an increasingly jnformation~driven economy. 

Th~ broad reach of the Internet has ~ade it suitable for an increasing variety of 

applications. "Distance learning".and telemedicine, for example. are already-flourishing, . Many 

businesses see a future in online transactions, or "e-cornmerce." The volum!? of retail sales over 

the Internet r,1ore (han doubled between 1997 and 1998 and electronic commerce as a whole is 

results and report. "Online Newcomers More Middle-Brow. Less Work-Oriented: Tne Internet 
Audience Goes Ordinary," Hereafter, "Pew survey results," 

,1$ New Economy index, pJl, 
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forecast to reach $300 billion by 2002," At the same time, widespread and growing public 

participation in this medium heralds new possibilities for the dissemination of public interest 

infonnation, whether political discourse, community news, health resources, or scientific research. 

The telecommunications system IS the foundation upon which tbese possibilities will develop, 

S( jn~ernet sales data from Boston Consulting Group and shop.org~ Online Retailer 
Survey, . ' 
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Chart 15 Growth in internet Hosts 
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Conclusions. and Future Challenges 

Competition and innovation have been vital catalysts for the wowth of the U.S. 

telecommunications: industry since 1993, Both of those forces have benefitted from a transformed 

regulatory approach that opens markets and rewards deployment of new services and 

tec~ologies, In each of the market sectors examined. the path to increased output and lower 

prices has been the implementation ofmarket opening policies, followed by investment, 

innovation, and competition. Fiber optics in long-distance networks, digital networks for wireless 

telephony, advanced services in the local ner.vork, and the equipment to support them, have all 

folio wed frOiDthe opening of those respective markets to competition. As a result, conswners pay 

less for larger amounts oflong-dhiance service, wireless subscribershlp has soared as wireless 

rates have moved closer to those for conventional phone service. and households and businesses 

are finding the prices ofhjgh~speed, advanced services within reach a') the services themseJves 

become increasingly avaHable. 

While progre'ss in telecommunications ha."i been excellent. challenges remain and will 

continue to arise as tecJmo!ogy and markets change. In the near term, ensuring that local markets 

continue to open, and that regulatory distortions on competitive inecntives in those markets 

diminish', will be important. Moreover, unless the current system ofrare averaging is restructured. 

the equitable goals ofuruversal service policy-'availability of essential services on fair terms for 

poor as we.~l as rich. rural as wel1 a.<i urban-wil1 be more difficult to .achieve in an increasingly 

competitive telecommunications market Specific competition issues like the pricing of 

interconnection and unbundled network elements, and the conditions on which lLECs may 

participate-in the advanced services market. present cballenges of opening markets while 

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

Although this report addresses the U,S, market only, there are also challenges on the 

international front of importance to American ielecommunications consumers. The increasing 

volume of in'fonnation and communications mat flow globally make international 
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'telecommunications infrastructure and interconnection vital to businesses, 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 U.s, carriers that need access to networks in .. 
foreign markets and to open those markets to competition. Much progress has been made and 

telecommunications markets in many areas of the world have moved from a structure of state

sponsored monopoly to open competition. ·It is important that bottlenecks that impose 

discriminatory terms on new competitors in glol?al 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 alw benefit the growth of electronic 

commerce and other infonnation~intensivc sectors world-wide, Insuring that the same 

competitive incentives that have developed domestically also develop for investment in facilities 

between the United States and other countries, and \vithin other countries themselves, will speed 

the arrival of those benefits, 

Finally, as innovative services and technologies affect the structure of the 

telecommunications market, telecommunications policy will more effectively sen:e the public, 

interest if it retains sufficient flexibility to,cnange when regulatory assumptions no longer hold, 

The changes that innovative systems will bring to the telecoJUmunlcatlons market are hard to 

predict. New kinds of data networks,' Jnternet~bi1sed alternatives for voice traffic, and' important 

changes in the scope and competitive struc-ture of the satenite industry are just a few examples of 

current developments, It win become increasingly important to ensure that regulation is 
, 

technologically neutral,'and that competition is not handicapped by disparities in the regulation of 

different systems tbat, through convergence, have come to provide the same services. The lesson 

from the telecommunications industry over the past 5 years is that cons,umers and the American 

ccono~ny will continue to benefit a-o; competition has the opportunity to ta.ke 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 oftime parents work for pay; changes in income and who earns 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 famiHes. The major conclusions of the report include: 

• 	 [ocrease 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 30 
years ago. 

• 	 Reductions in Time AvailabJe for Children. Although the evidence on time use within 
families is limited and needs further study. the increase in work from 1969 to 1996 has 
produced a reduction in the time available for parents to spend with children. The increase 
in hours mothers spend in paid work, combined with th.e shin toward singJe-parent families, 
resulted in families on average experiencing a decrease of22 hours a week (14 percent) in 
parental time available outside ofpaid work that tbey couJd spend with their child~en. 

. 
.. 	 Burdens on Women. Virtually all of the increase in total hours families spend on paid 

work has corne from increases in women's hours. While annual houtS 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. The "time crunch" falls heavily on employed women 
who spend over one third less time on child care and household tasks than women wHhout 
paid JODS, but still have 25 to 30 percent less free time. 

.. 	 Changes in Family income. The l.lV~rage 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 capita income, adjusted for inflation. The situation oflower~incoine families 
has been improving, however, in the strong economic expansion of the i 990s. 

• 	 Rise of the Single Parent. At 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 pnrents 
have and typically have less than halfas much potential income. The rising number of single 
parents has increased the proportion of families that are "cash-strapped" and 'Itime-poor." 

• 	 Need for Policies to Help FamHies: Increased time in market work among parents raises 
a key set of cha.llenges to po!icy.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 tbe earnings of families with iow~wage earning 
paTents, and the need to encourage two~parent families to form and stay together. 
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I. 	 INTRODUCTION 

Dramatic changes have occurred over the last thirty years in how families combine work and 
family life, Clearly onc 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 perfotmed for wages. Combined 
with hourly earnings increases among.women, this means women's earnings have gone up 
substantially. while their time available in the horne has declined, In contrast, men's average hours 

. of paid work and earnings have remained relatively stable, As a resu;lt, farn~Jjes have higher 
incomes, but they have less lime for other activities. !" 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 chUd 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 

chlldren. occurring along with changes in their income ~,r-------------------' 

and time allocations. First, the share of families with 
children that are headed by a single' parent ha'> 
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 
proportion of families who are '"'cash:strapped" and 
"time POOL" Second, families have decreased in size 
as the average number of children in familles with 
children has declined'(see figure 2). 

This paper will examine how families with 
children ate faring in th,c face of all these changes. 
Key. questions to be addressed include: 

• 	 How have these chnnges in market ~ork and income affected how families use their time in 
the home? In panicular, how,hnve these changes affected parental time available for 
children? 
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Some have argued that Americans are facing more and more ofa "time bind" as they work 
longer and longer h,ours in order to attain an increasing standard of living. I Others have argued that, 
even with increases in hours ofpaid work, families are nOt realizing significant income gains, or that 
families irn~ working harder and harder "just to stay in the same place."2 No such "one size fits alr' 
characterization adequately captures the variety of experience in different segments of the 
population. Different types of families have experienced different changes in paid work time and 
income. 

II. ECONOMlC OVERVIEW 

In general, we find that parents today are spending more time in paid work and have 
increased resources available to them. For most groups,Jamily income has increased and family size 
is smaller, The average American child - particularly ifhe 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 
increase in the share of.children living in single-parcnt families has substantially diminished the 
economic progress that families with children would othefV..;5e have made, limiting both their 
income and their tJme, Less·educated parents. who have not experienced the wage gains of other. 
parents, arc working more hours ......ithout a commensurate increase in income. It is encouraging to 

note, however, that most oftbese families have experienced income gains in recent years during the 
strong economic expansion of the 1 99{)s. making it somewhat easier for them to combine work and 
family life effectively. 

Undetlying and reinforcing the trends toward more paid work time and smaller families has 
been the long~term growth of women'5 wages. Rising wages pull women into the Jabor market by 
making it more expensive for them to stay at home, in terms of foregone income. Higher v.,rage 
levels for women in the labor market, ~{)mbined with changes in social attitudes toward market work 
among women, have dramatically changed participation rates among women in the labor force since 
1969. There is little indication that this pattern 'Will be substantially reversed In the near future. 

1 Hochochild(1997); SChor(1991). 

2 Bluestone a."d Rose (t997). 
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III. 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. l>olh 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 year and more hours 
in the week - than they did thirty years ago. However, while the increase in paid work time has been 
widespread, the size of the increase has varied considerably across famiJies, depending on the 
number of parents, their education, whether they have a preschoolwage child, arid their race or 

. ethnicity. 

The estimates of annual. hours of work presented in this section are based on the March 
Current Population Survey (CPS), a large representative survey of about 50,000 households each 
year,} \V11ilc the CPS is the oniy 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 mark!~t analyses, some have ~gued that the CPS may be inaccwate because individtla~s may 
not be able to recaU accurately their usual hours of work during the last year,· In section V oftbis 
report we discuss alternative estimates ofpaid work time based upon "time diaries," which require 
individuals to maintain detailed accounts of how they spent their time during a day, 

For thls analysis, we use the same definition ofa "family'! as the Census Bureau: all related 
individuals living together in the same household. We restrict the analysts to families whose head 
is at least eighteen years old and where there is a child under age l8, A mother (or couple) and her 
(lheir) children living in a household headed by another family member are part of the bead', family, 
and an unmarried parent co-habiting v.ith a domestic partner is classified as a single parent. 
Throughout this paper, unless. otherwise specified, the tenns "'husbands:' "wives," and "married 
women" refer only to those with children. 

As sho'WJl 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 ofpaid work increased by 497 hours 08 percent) from 
1969 to 1996; for single-parent households (figure 4) they increased by 297 hours (28 percent). 

), WI! are using the Marth 1971}, 1980, 1990, and 1997 CPS data sets, TIlC daia collected each March refer 
to Ihe previo;:s enlenc.ar JoaL 11ms we refer to data for !969, 1979, 1989; and 1996, We chose those years because 
they repros.;::n.t peak years (or upt;wlng, in 1996) in the business cycle and thus pemllt valid histQri.;::at comparisons. 
For 1979. J9S9, and 1996. informal ion on annual hours of work was derived from two questioni,which ask how 
many weeks .:acll individual worked in the previous year and how many hours !hey "usually worked'" in thc weeks 
they worked. Multiplying weeks worked by usual hours worked per week provides a measure ofannual bouts of 
work. The )969 data are not strictly comparable to later years due to differences In datu roporting. We have 
developed an imputation procedure to make these data more comparable to infonnallon in later years, 

<I Juster and ,StaffOrd (1991); Robinson and Godbey (1991), chapter 4. 
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Virtually all of the increase in families' hours of market work has come from increases in 
women' 5 hours, Conceptually, the increase in women'5 hours can be divided into three components: 
more wornen are employed: employed women are working more hours per week. and employ~d 
women are working more weeks per year . 

. The most dramatic change has been in the percentage of women employed. In 1969,38 
percent 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' JUtS been less 
dramatic: 53 percent worked for pay in 1969 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 increase in hours came simply from more women entering the labor force. 
This increHSC was much greater for wives (who experienced a 24 percent increase) than for single 
parents (who experienced an 8 percent increase). This is not surprising since on average, single 
parents in i969 worked more hours per year for pay than-wives did in 1996. Both h<?UfS worked per 
week and weeks worked per year increased for wives and singie parents, among those who worked 
for pay. Each of these components of annual 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 ofpaid work by all wives increased greatly - by 576 hours, or 93 percent 
- husbands' hours ofpaid 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 sour~es.s 

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 edl,lcation level, 

SEllwood (J 998), Rones, Jig and Oa:dner (1997) and Leete and Schor (1994) used CPS data, Bluestone 
and Rose (1997) used data from the Panel Study of Income Dynamics, and McGrattan and Rogerson (1998) used 
decennial Census data. All oftbese studies show increases in hours of work for women and decreasing or Siable 
hours of work for men when nonemployment is taken inlo. account. 
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presence ofyoung children, or race or ethnicity of the household head - have experienced substantial 
increases in hours of paid work from 1969 to 1996. In virtual1y every case, the increase in family 
hours ofpald work reflects incre?Ses hy wives and by single parents.~ rather than by husbands. 

While the basic trends have been simiiar, the magnirude ofthe increase in hours ofpaid work 
has differed substantially across different demographic groups. In part, this is because some groups, 
such as women with preschool-age chikin..~~ had lower hoUTS to start with and therefore more room 
for expansion than others.. 

• Fwriilies whose head had gone to college have 
'increased their hours ofpaid work much more 5 Charge irI NU')UD HO\lI'$ ,~, 100Q-!16 

, by ~on level ItHell>:! of HlJur.el1ek!{/ran those whose head had less education (see 

figure 5), For married couples with a college

educated husband: annual hours of paid work 

increased by 644 hours (23 percent) - more 

than twice the increase for couples in which the 

husband had a high school diploma or less. The 

difference wa<; due to the wives' hours 

jncreasing more and the hll'ibands' hours 

decreasing less in the college-educated 

families. For single parents with a college 


'~-.------~==~=--------,.11!$"_"''''''e-I:l-

degree:, hours of paid work increased by 320 

hours (20 percent), compared to 165 hours (16 

percent) for single parents with a high school 


5,~;/'\AnI'lillil~~ 1959·00diplomn or less, 
by Plesem:.e mChild tl!\Get AgO S 

&mr.I·~~~~~~~'~~~------~-----• Families wirh a young child increased their Ell No' <Ml1.Nl« ..... ~ ~ 

hours ofpaid work more rhan those with only "" 
.school~age children (see figure 6). For single 
parents with a child under age five, hours of 


i.paid work increased by 400 hours (50 percenl), e 

compared to 246 hours (21 percent) for single % 


parents without a young child. For married 

couples, hours of paid work increased by 537 

hours (20 percent) for families v.rilh a child 

under age five, compared to 457 hours (15 

percent) for families without a young child., 


Why have parents 'Changed their hours of paid work? Trends in wages and trends.in paid., " 
work hours influence each other. Rising wages tend 10 draw more individuals into the Jabor tbrce~ 
while falling wages tend 10 reduce participation. In tum, more work eXllerience leads to faster wage 
growth j ,md vice versa. As a result, wages ~nd paid w~rk time tend to move up or down together. 

~ I ,
!. 400 ~ 

.."'
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Trends in hours of paid work for both men and women have roughly paralleled the trends in 
their wages since J969 (discussed in section IVMA beloW),6 However~ the magnitudes of"the changes 
in paid work time are s.till not completely understood. and are not easily explained by changes in key 
economic variabIes,7 The increases in paid work among women seem to be more closely related 10. 
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 sllch haro~to~measure factors as changes in 
assumptions about women's role in the family, diminish'ed discrimination against women in the 
workpiace, or fruling barriers to women entering non-traditional occupations. Highly educated 
women have benefited more from.diminjshed discrimination than have women wit11less education., 
as higher-level professional and management jobs have opened up to them. Whatever the reason, 
large increases in market work hours among women have substantiaIJy changed the time allocation 
and income offamHies. 

IV. TRENDS IN FAMILY INCOME 

The upward trend in hours ofmarket work raises questions about trends in faplily well-being, 
A family's economic well-being is typically measured by its income. Earnings are,the larg~st part 
of family income. which also includes transfer payments such as welfare and unemployment 
insurance, interest, dividends, and other unearned income such as child support. 'Earning~ come 

. , .~ ,r~' 

from wages and/or salary, plus any overtime. tips, or conunissions. Rising work bours should lead 
to rising incomes. but the magnitude of this effect depends on changes in wages an'ifother'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 college graduates' wages have 
risen more than w~ges among the less educated. In fact, female high school dropouts' wages have 
stagnated or even declined slightly, Men's wages have grown very littlc.on average. They have 
fallen for men without college degrees and remained virtually constant for men with at least a SA.9 
Because fringe benefits have grown since 1969, workers' hourly compensation (including the value 
of fringe benefits) has improved more than their wages alone. 

f, Blank (1997), chapter 3; juhn and Murphy (1997l 

7 Blau (199~); Danziger and Reed (1991). 

~ Juhn and Murph)' (1997). 

" Siau (1998). lbesc are the trends In mean weekly earnings of full-time w<ltkers aged 25-64. Other wage 
measures such as average hourly earnings or median weekly earnings show slightly different trends, bUi nil show a 
similar relationship between education levels, 
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AS we discussed above, these wage changes are positively related to changes in hours of 
work. More educated women have shown the largest increase in their market work, and their 
earnings have gone up even faster as wages and hours of work rose together. Less educated men 
have experienced both declining wages and declining hours of work, leading to earnings reductions. 

B. Total Family Income 

Putting the trend;;; in wages and hours together, to what extent have increases in hours ofpaid 
work within families translated into increases in family income? To answer this question. we present 
estimates of average family incomes, by income component, to provide one ilSsess~ent of how the 

. changes in hours have affected the standard of living offamities in the United States,10 Our income 
measure is based upon before-tax cash income only, includiog cash benefits such as welfare and 
unemployment insurance benefits, and does not include other family resources, such as fringe 
benefits) food stamps, and the Earned Income Tax Credit (EITe), \\'hile 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 I970s ond the EITe exponded greatly in the 1990s. the 
income measure we use omits more of the resources availablt: to low·income families today than in 
the 196Os, Our estimates therefore understate the gains made by low·income families since 1969,11 

, 1. Trends in Income by Family Structure 

,Trends in income and in the various components ofinoome (earnings, government transfers, 
other sources of income) have varied aCrOSS different, types of famities,12 Both married..couple 
families and single-parent families achieved increases in inflation-adjusted income from J969 to 
1996 (see figures 7 and 8). However, even though single parents had substantially higher rotes of 
growth in paid work hours, married-couple families experienced a much larger average increase in 
income; 

Iv Tn adjust for changes ill prices over time, these estimates USe the CP1~U~X 1 price index measure. The 
CPI·U·X I, auulternative to the CPI·U (Consumer Price Index for Urban Consumers), uses the renlal equiYlllcnce 
approach 10 improve the treatment of home ownership costs. 

!J For estimates ofcl1anges in family incomes using a broader definition of income, see Levy (19%). 

1Z ThroUghO;1t the fonowing analysis we use mean (that is, average) income. rather than the median or' 
another indicator of the disldbutlon. Changes in mean income can be d.ecomposed into changes in means of the 
components of income, whereas changes in the median cannot. There has been II more positive change in mean 
income thau in median income. as disproportionate growth in Ihe upper tail of the income distribution pulls up the 
mean without affecting the median, We mUltiplied topcoded values< by 1A5 before laking the means of the 
distnbutiQQs so that the means would not be underestimmed. 
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• 	 Tm' incomes ofmarried~couplefami1ies increased by more'than their increase in paid work 
lime, Their avelllge,family income increased by almost a third from 1969 to 1996 ($14,800 
in 1996 dollaJ'll), while their annual hours of paid work increased by less than a fifth, 

/ 

.. 	 For single-parent families. incomes increased by much less than paid work time. They also 
increased much less than the incomes of married~couple families over this period, after 
,adjusting for inflation. Average income ofsingle~p~ent families increased by less than ten 
pe=nt ($1,920 in 19% dollars) from 1969 to 1996. while their paid work hours increased 
by more than a quarter. 

Increases in the earnings of wives and single parents generated most ofthe income gro'Wth 
from 1969 to 1996. Singie parent')' earnings int.'feased more than their total_family inqomes did, as 
earnings increases were offset by a forty percent decline in average government cash transfer 
payments, For tw<rparent families, increases in the wives' earnings represented two thirds of the . 
increase in family income~ with the remain~er attributable to an increase in the husbands' earnings 
and an increase in unearned income from sources other than government transfer payments, 

Among both wives and single parents, increased earnings reflect an increase in hours of 
work and ,an increase in hourly earnings rates. Rising earnings among wives reflected a startling 93 
percent im:rease in their hours and a 52. percent increase in their earnings per hour. For single 
parents, hours of work increased by 28 percent, while hourly eaml~g~ increased by 17 percent. 

2. 	 Trends in Income by Othe-r.Demographic Characteristics 

As with hours of paid work, trends in average family incomes differ substantially across 
groups of families classified by education, race or ethnicity, or presence of young children. Income 
growth ha~i been greater for families whose head is highly skilled, for families headed by a non
Hispanic person t and for families with preschool-age children. 



• 	 More highly educa/edjamilies had greater income grow/hfram 1969/0 1996, Married 
couples' income grew by alrn,ost a third if the husband had a college education, but less than 
ten percent if the husband had a high school diploma or less, For single parents, inflation
adjusted incomes grew by eight percent if they had a college degree, ~ut incomes fell by four 
perl:;ent for sin£le parents with a higb school diploma or less, Much of this difference in 
income growth reflects larger"hours increases fur highly skilled wives and single parents, and 
earnings declines for low skilled husbands. Erosion of the purchasing power ofcash welfare 
benefits also helps explain why the inflation-adjusted incomes ofless-educated single parents 
felL 

• 	 Average income growlhfor whites and blacks was substantially higher than/or Hispanics. 
Among families headed by a white person, average incomes grew-for both married couples 
(1 g percent) and single parents {2 percent) fipm 1979 to 1996. l~ For blacks, average incomes 
grew by 18 percent for two-parent families and by 6 percent tor single-parent families. 
Finally, for Hispanics, average incomes fell for both married couples (4 percent) and single 
parents (3 percent), The results for single parents are striking, given the relatively large 
increases in hours worked for pay by Hispanic single parents over this period, The results 
for married couples,are less surprising, given that Hispanic couples increased their hQurs of 
paid work only about half as much as white or black married couples, An increasing share 
of recent im.migrants with lower education and wage levels in the Hispanic population also 
helps explain why Hispanics' incomes felL In addition, wages and cash welfare benefi~ 

. declined, 

• 	 Families with a child under age five hadgreater average income growfh than families with 
older children. For married couples, average incomes increased by 38 percent for families 
with a child under age five1 compared to 27 percent for families with only 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 to 1996 are considerably more favorable than the longer 
term trend sjnce 1969. Even families headed by single parents with a high school dipJoma or less, 

. whose real income deteriorated from 1969 through 1992, made income gains from 1992 to J996 
during the sustained period of economic expansion under the Clinton Administratio~. 

n Our race nod ethnicily compatisons:begln in 1979 because the CPS did not identjfy Hispanics: in 1969. 

>!! Of course. having a younger child often implies being a younger patent We do not c()ntro! for the age 
of !he parent in thjs analYSIS. 
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C. 	 Tf!e 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 s]lare of single-parent famities~ whose incomes are lower and grew much 
less than the incomes of married-couple families (see sectJon (V~B-J above). We also need to 
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 slower income growth than highly skilled, higher-income parents, it is important I 
to consider the trends in income for lower-income and higher~income families, not just the average 
family. 

Figure 9 presents estimates which incorporate the combined effects of the increasing share 
of single-parent families and decreasing average 1luni'ly s.ize, to assess changes in incomes for 
families with children. To reflect changes in the 
share of single-parent families, the diagram shows 
changes for the combined family income distribution 
ofsingle-parent and tWQ-parent families. In addition, 
as a crude way of adjusting for the differences in 
family size between two~parent and one-parent .i 
families and for the decreases in family size over :g 
time, family incomes nre presented in per capita m 
terms. (This is a crude measure because it does not 
cost twice as much to support two people as one. On 
the other hand, two do cost more to support than one, 
The true measure of equivalent income for different 
famiIy sizes lies somewhere between per capita and 
total income,) The figure shows the ch3l1ge in average income per person for the lowest quarter, the 
highest quarter, and the middle half o.fthe distribution of all families' per capita incomes.' 

These estimates indicate that white there has been substantial growth in income per person 
for families with high per capita income, income per person has been either stable Of decreasing for 
other families when 1996 is compared with 1969. During the economic expansion from· 1992 to 
1996, however, families with lower per capita incomes also experien~ed rising income per person, 

• 	 Since 1969, the top quarter o/families gained, while the lower (IUarler lost and the middle 
hal/remailU!d nearly constant in per capita income lerms, after adjustingjor injIdlion. The 
top quarter gained 20 percent ($4,420 in 1996 dollars) from 1969 (0 1996, while families in 
the lower quarter of the per capita income distribution had declines of 11 percent ($410), 
For families in the middle half of the per capita income distribution,"(lverage income per 
person has remained relatively constant, with income gains of 4 percent ($452). _ 

Since family size has been decreasing, it follows logically that incretlses in mean. income are 
less dramatic; and decreases are more dramatic, when calculated on a family basis rather than on a 
per capit,1 basis. 
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V. 	 HOW DO FAMILIES RESPO:>lD? 
IMPLICATIONS FOR FAMILY TIME USE OUTSIDE THE JOB 

The trends in hours of paid work and family incomes described above have had a major 
impact on family life. Increasing hours ofpaid work lTIay mean higher incomes, which provide more 
resources fix parents and children. But increasing paid work time also means less 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, \v1th its larger sample size, only allows us to examine hours spent in paid work 
(and therefore hours availabJe for other activities) 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-u~e diary studies, These studies have complete data only for a small sample of 
peopie. We begin with the CPS data regarding basic trends and then discuss the more detailed time
use diary data, 

A. 	 Trends in Current Populat~on Survey Data-

What can the CPS ten 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 
household? The data indicate that families have less total time to devote to unpaid a.ctivlties, 
including time with children, because they are spending more time in the labOr market and because 
the share of families witb a single parent is growing. 

Figure 10 shows the trends in nonrmarket time 
that custodial paren:ts potentially had available to 

10..... VI!Ubie Tllnt of C",t!Odial flartnls 
Oulslde "'it! WOI'k end Sleep 

spend with all their children, after subtracting time 
spent at paid work and allowing eight hours per day 
for sleep. We emphasize the fact tha.t this is only time 
potentially available .in the, home; there is no 
information in the CPS about how parents actually 
spend their time outside paid work. Figure 10 shows 
thaI from 1969 to 19961 both married-couple and 
single-parent fiul1ities eXpcflenced a decrea.qe in time 
not spent on paid work, The overall decrease is 
greatt:r than the dt:crcases within either family type 
because the proportion of sjngJe~parent famHies . 
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 increas.es in paid work hours for each type of 
family, tbe amount ofnon~market time potentiaUy available per child has increased for both married·' 
couple and single~parent families 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 singie~parent famBies has meant that overall j 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 Usc in tbe Home Estimated from Time-use Diaries . 

Fortunately, we have a supplementary source of data: time~use diary surveys. which ask 
respondents to keep a delailed 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 ahove are based on data which report individuals' estimates of their, usual hours worked 
per week in the previous year. Such estimates may not accurately portray the actual hours worked 
for pay because the question is somewhat ambiguous and respondents may not be able to report 
accurately on a "usual" week in the few minutes allowed during the CPS interview, Time~use diary 
m~ tend to show shorter paid work hours and sometimes even different trends than the CPS.15 

Unfortunately, such lime~use diary surveys are conducted much less frequently and with 
much smaller samples than the CPS. The latest available data were collected in 1985~ results ofa 
survey done in 1992-94 arc 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 U.S. 
populalion as well as the CPS sample does. l1lese surveys ~o, however, provide infonnation about 
hbw'much time is spent in different types ofunpaid work at borne, such as cbild care and housework~ 
in leisure pursuits, and sleep. 

I. Averages 

Time~use diaries indicate that the entry of many mothers into the w~rkforce hus placed them 
into what can be termed a "tlme crunch." While botb employed and nonemployed women have 
managed to keep the amount oflime spent with children relatively constant, many more women with 
children have moved from the "nonemployed" to "employedl> category. The "time crunch" is best 
illustrated by the fact that in'any single year, employed women 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. l

(> 

)5 Robinson and Godbey (1991). chapter 5. 

16 Robinson and Godbey (!997}, Tables 3 and 6. 
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Time-use surveys conducted in the U.S. in 1%5 and 1985 show that employed mothers spent 
virtually the same amount of time taking care of children in 1985 (6,7 hours per week) as in 1965 
(6.3 hours per week). Mothers without paid jobs also maintained a consistent amount ofti~e with 
children, spending 12 hours a week on child care in both years, The child care category in the time 
diaries includes only time spent on direct caregiying, not time shared with children while engaging 
in other activities. 

'00,-______________________--, 

When the shift of women into employment 
(shown in figure 11) is taken into aCCQunt, mothers' 
time in cbild 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 to 
1985. This suggests that the increase in market 
work among women has reduced parents' total child 
care time. 

"' 

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)j 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 ~ oftne 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. 

12. WOf"IeIl's DMtiol!ofTime 13.101$11'. 0MU:m l)filfllCl 

O"tHUI Paie \'I.'or\I and Slap ¢.mid. r.., Wort< and S~ 

Time spent in commuting to wo'rk increased 13 percent (2,5 minutes per trip) between! 983 
and 1995, according to a Federal Hjg~way Administration survey. 
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2. 	 Differences among Families 

The effect of women's increased hours in the labor market on families is HkeJy to vary 
between college-educated parents, whose lncomes have been rising because their hours and wages 
both increased, and less-educa.ted parents, whose incomes may have fallen despite increased work 
hOUTS because of falling wages. The effect of women's increased hours in the labor market on, 
families is also likely to vary between married couples, who can shift some housework and child care 
from working wife to husband, and single parents, who cannot Within malTied-couple families, 
moreover, there are likely to be differences acr~ss education levels in this shifting of tasks, as-child 
care time by fathers rises with their education. Unfortunately, the time-use diary survey samples are 
too small to 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. 

VI. 	 KEY POLICY ISSUES RELATED TO THESE CHANGES IN FAMILY LIFE 

The changes in American families and work patterns h~ve created new opportunities~ but 
also present significant policy challenges to private employers and government. In this section we 
identify four areas of policy thal are important in helping families seeking to ba.Jance work and 
family life: jncreasing the flexibility of market work; supporting income among low-irico"me 
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 Work 

To an important extent, the effect ofparents' 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 include:· 

• 	 Flexible work arrangements (defined as allowing workers to vary the time they begin or end 
work). TIlcse 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. 111is was up sharply from 15 percent in 1991, the most recent prior 
year when data were coHected.17 

Maintaining high productivity need not be inconsistent with a.lIowing flexipiUty in work ' 
arrangements, as many private sector employers .have discovered, The Federal government has led 
by example, instituting "flextime<),which allows employees some discretion in when they work their 
allotted hours, The President has proposed ~ flextime initiative that would aHow all workers to take 

Ii Dala on alternative work ft."11lfigements comes from the! 991 and 1997 May supplements to the CPS, 
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"time·and-a·half' overtime compensation in the fonn of compensatory time for family and medical 
leave purposes or vacation instead of cash. 

• 	 Flexibility in shift work. This approach enables parents to share child care more easily by 
working different shifts. 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 is a 
potential source of stress and expense. Non·standard ~orking hours may make it difficult 
both to 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 
helping enact the Family and Medical Leave Act (FMLA), which enables workers to take up to 12 
weeks lUlpaid 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'ti~e 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 Jor pay. This arrangement can increase parents' flexibility. In 1997, 3.3 
percent ofall 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 Pare":ts, Especially Low-Income Parents, More Choices 

While incomes have been rising for most people, families at the bottom of the income 
distribution, 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 (ElTC), to ensure that persons who work hard 
all their jobs can take home enough money to support their families; 

• 	 Providing a $500·per-child tax credit to help offset the expense 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 economic burden on 
single mothers and enforce responsibility for economic support ofchildren on both parents~ 

• 	 Major welfare refonn legis1ation that has helped singJe 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 skin 
development among persons in lower~income families, including the creatJon of Hope 
Scholarships, increases in the maximum Pen Grant. and the passage of the Workforce 
InvIlstment Act of J998.' 

These steps, and the strong economy and steady economic growth of the jast six years, have 
combined to create jobs, reduce unemployment, and raise \\-'ages for all workers - especially the less 
skilled who are most affected when jobs are scarce. 

C. 	 Iml,roving 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 ofparents adequately to balance the needs of work and family. 

The primary child care arrangements for preschool-age children of employed mothers in the 
faB of 1994 were divided roughly equally among care in the child's home (by a relative or 
nonrelative)1 care in another home (by a relative or nOrl:relative). and care in an organized child care 
facility. Since comparable data were first collected in 1986. the trend shows a slight increase in ~e 
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 1993,'S 

The Clinton Administration has consistently emphasized the importance of child care 
availability and quality. Since J993, child care subsidies for low:-income families have grovm by 
80 percent. In addition. the Administration's hudget proposal for the fiscal year 2000 includes a 
variety of proposals to help make child care more affordable and improve its qualitY1 including an 
investment rif S7.? billion over five years in the Child Care and Development Block Grant: 
combined with the funds provided in welfare rerorm. this new investment would enab1e the program 
to serVe over one million additional children by, fiscal 2004. Also" the President's budget includes. 
$5.1 biHlon over five years to increase the Child and Dependent Care Tax Credit for three million-

It The earliest comprehensive d,;ta on,families' child care arrangements were collected by the BtIN:!lu of 
the Census in 1977, The earliest data that are {;ompatihle with the most recenl data are from fall 1986. We use the 
1986 data for consistency. 
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familie? 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 Administration is addressing the need for after-school care for children. 
Since 1970 the percentage ofmarried 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 learning 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 investment 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 Two-Pa.rent 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 eaming 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 ye'ars, 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 denl0nstrates 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 
eaming power as a married couple because women's wages are lower than men's. Lack of income 
limits most single parents' ability to.purchas~ 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. ""'hile increased work by their 
wives has helped maintain their fa!TIilies' standard of living, it is stiH difficult for these families to 
afford child care. Moreover, less~educa1ed workers are less likely to have jobs that pennit parents 
to arrange their hours to accommodate family needs. 

A·lore educated parents, whose increased time in the labor market has been rewarded with 
. considerably higher incomes than in I %9, can more easily afford high quality child care, household 

help, and other lime~saving goods and services, Married"'\':ouple families, particularly those where 
the husband has a college degree, have seen substantial improvements in their economic situation" 
over tbe 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 ~peculate about the causes of changing work and 
family patterns, what is dear is the magnitude of the Change and the importance of the challenge. 
There is no more vital task for our society than raising our children well. Parents in aU different 
income brackets and settings face every day the e>..iraoroinary task ofdividing meir time to maximize 
familial, economic and p~rsonal well-being. . '~';P 

It is the responsibility of employers and public policy-makers to continue the search for 
methods 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 
last 30 years, employers ~d public policy makers have n responsibility to do everything they can 

,to help panmts balance work and frunily. 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, 
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THE EFFECtS OF \VELFARE POLICY AND THE 

ECONOMIC EXf'ANSIO~ ON WELFARE C,;'SELOADS: Ai" UPDATE 

EXECL"fIVE SUMMARY 

This study investigates the causes behind recent changes in welfare caseloads, updating a 1997 eEA 
report of case!oad cha:1ge. 

• The fall in welfare caseloads has been unprecedented, wide-spread. and continuous, and 
employment a/welfare recipients has increased. 14.1 minion people received welfare in 
January 199:1, and this nu:nber had fallen to 7.3 million by March i999, according to estin8tes 
:e:eased t0day (August 3, 1999). In 31 states the caseload is less than half of wha: it was when 
President Clir..~on took office, and all states have experienced dO:.J.ble~digit percentage declines. 
For 22 states,' the percent drop during 1998 was larger than during 1997 (froc 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 
millie!.: aduhs who were on welfare in !997 were working it: 1998. 

• The 1996 legislation has been a key contributor to the recent declines, PRWORA produced a 
dra.rr:atic c~a.."lge in welfare policy: work and self-sufficiency became a primary goal; state and loca! 
governments were given much greater control ofthei: progx:ams; ar.a states expenmcnted with a host 
of progran: designs. The evidence suggests that tt.ese changes caused a large drop in welfare 
participation) a drop that is independent of the effects of the strong labor market. The estlmates 
imply lhat T ANF has accounled for :oughly one-lhird of rhe reduction from 1996 to 1998, lhe lasl 
year ofdata analyzed in tms study, In the earlier years, 1993·1996. most of the decline was due to 
the strong labor market. while welfare waivers p:ayed a smaller yet' important :ole. 

• 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~TA...hfF period as 
it did ir. the 199~-96 waiver period, As a result, the share of the desHne in the caseload that is 
attributable to improvements in the labor rr,arke[ was much higher in the 1993~96 period (rocghly 26 
to 36 perce':l) rha." in rhe 1996-98 perioe (8 to 10 percenl). 

• Past increases in the minimum wage have made work more attractive and, as a result, caused 
welfare panicipation to decline, Tne estirmtes imply that about 10 percent of the caseload decline 
\V2.S due to increases in state and federal minimum wages. 

"' 	 The specific program design adopted by a Slate can affect its case/oad declines, The study 

examines the effects of a numbe: of specific policies, including fa.-nily caps, earnings disregards, 

t~me Emits, work exemptions, ar.d work sanctions on the size of the caseload, 


The large sus~ained declines l:l caseloads provide one piece of evidence about the effectiveness of 
welfare reform efforts. However, there are r:1ultiple indicators of the impac~ ofwe1fare refonn, 
including cha..'lges in work and earnings among welfare leavers, in marriage rates and out-of·wed~ock 
pregnancies, and in poverty ra:es. The CEntor: Administration is collecting and trackir.g info::nation 
on a:l of the~,e me::tS"JIes in order to fully assess the impact ofwelfa:e reform, 
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THE EFFECTS OF \VELFARE POLICY AND THE 


ECONOMIC EXPAl'ISION ON 'WELFARE CASELOADS: AN UPDATE 


OBJECTIVE OF STUDY & SUMMARY OF FtNfHNCS 

From the start of the Cli:1ton Adminis~ration to Ma1'Ch 1999, the number of people receiving welfare 
declined by 6.8 million. In 31 states the caseload lS less than half of what it was when President 
Clinton took office. Not since 1967 has such a smail share of the population received welfare. Not 
onh- have the c.ecijnes been large, they have also bee:l widespread ace cO:1t:nuo;J.S (Table 1). Between 
1993 and 1998 (the ;ast year of data analyzed in this study), ;!ll 5C states and the District of Co:ulT.bia 
experienced double-aigii. percent reductior.s in welfare participation, and in most states the declines 
were unprecedented. Al:hough a substant~al share of the reduction occurred between 1994 and 1996, in 
many st<!.~es the largest declines have occurred more recently, rn fact, (n 22 states the percentage 
declir.e durl:1g 1998 (frorr. Jam.:rtry to December) was greater than it was in : 997, 

This study updates and extends a 1997 Council of Economic Advisers (CEA) report exn• .'nining the 
relative importance of a variety of economic and policy changes on case:load declines,1 The earlier 
st'..ldy examined changes in welfare participation between 1993 and 1996; the cunent study updates 
that report by including data through. 1998. It also analyzes the effects of additional factors, such as 
changes in the minimum wage as well as the welfare refonns enacted in 1996. 

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 was 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 case!oad decline between 1996 and 1998 was due to program reforms 
implemented tmder TANF, 8-10 percent was due to the improve~ labor m~ket, about i 0 percer.t \-vas 
due to the higher miniml.!m wage, and 1-5 pe:cent was due to lower cash welfare benefits. 

During 1993-96, roughly 26-36 percent of the caseload decline was due to the improved labor r:larket 
The relatively large effect of labor market conditions on the easeland over th~s period reflects the fact 
that the dec!ine in unemployment betweea i 996-98 was mueh s::naller than the decline exper:enced 
between 1993-96. A .....t1other 12~ 1:5 percent of t.'1e decline in welfare participation was due :0 welfare 
waive:s, WI:ich were issced to states to allow them to experiment W'iL'i alternative progra:n designs. 
The caseload fell 6-22 percent because of lower inflation~adjusted welfare benefits. The real value of 
the minL'11um wage fell between 1993 and 1996 (the increase in the mir.imum wage in 1996 occurred 
in October, so it was not effective most of the year), which by itself would have caused the case10ad to 
increase by about I 0 perce~t. The remaini::1g ch~ge was due to other factors. 

! Council of Economic ·Advlsers 0.997). "Explaining the Deeline in Welfa.-e Receipt, 1993-1996: Technical Report:· 
Executive Office of the President of the United Stites, 
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Table 1. Changes in the Number or Recipients in Each Stale 

Number of recipients Percentage Change From 

State 	 1993 1998 '93 to '96 '96 to '98 ~3 to '98A__ 
138,465 54,635 ,26 .., -6, 

37,U78 29,S81 ,19 -211"""''' 	 ,39 ..,AriWlla 199,]53 102,511 ,16 

Atl:.ansas 71,989 32,633 ·21 ." ·55 
~llfomia 2,511,293 1,998,616 , .2) ·20 

"7CoIoo>do 122..890 SO,1«<i ·22 ·SO 
~ticill 162,481 117,111 ., ·26 .2S 

Delaw;rre 27.736 IS,sao ·16 ·32 .., 
DC 695-49 54,.356 0 ·21 ·21 
Plruid, 691.053 261,581 ·22 ·52 ·62 
Georgia 398.011 185.052 ·15 ...,,. 	 ."
Hawaii 	 57,336 46,724 ·30 .!9 

2L&77 .B3 ·82'''''''' 	 '''''' .,Illir.Gi$ 	 694,050 476,516 ·26 ·31 
lOOiJna 	 2l5,367 lH.l76 ·35 .2! .4, 
10_ 	 I02.t:J8 6S.665 .,. ·36."""",, 	 88.363 )U36 .,. ..., ·61 
K<:nlliCky 	 1W.766 119.300 ·22 ." .4' 
UllIisiana :U?762 124.800 .; z ..., ·52 
Maine: 66,914 39,423 ~lg 4'." 
Maryland 	 119,998 116,456 ·11 ..., 4' 
Massacbuoe:!li :m.219 167,043 	 ·27 ..,." 
Michig;an 68'1.139 332.240 ·2' ·ll ·52 
Minncsotl :92,1;3 t43,6S5 -12 ·IS .Z5 
Mississippi ;68,92-4 $2,523 -26 ·53 -6• 
Missollri 2G2,3J)2 l47,HJS •)5 -44." 
MOntall3 	 34,87S 19,540 .1) ·35 -44 

Ntbraska 	 '?,8M.! ;)fi,66S '·20 .. .2) .,Nc:v~d~ 36,009 2$,472 ·211 ·29 

New Himpshire 29,797 15,409 ·ii ·34 

Nc:w Jer.;ey 345,370 l%,941 .!9 -;l:b ... '" , 

New MeJ;ieQ 97,246 74,170 2 -25 .,. 

New York 1,215,5i6 a86,746 ., .2) ·27 

North Clrolin~ 335,620 169,144 .)7 .,.
." 
North Oakotl 18,213 8,S4l ·i8 ·35 ·53 
tJhj, 712.:271 340,119 ·24 ·37 ·51 
O~!ahQml 135.762 61.191 .:n_00 	 ." ." 


1 !7,J!S2 46,001 .3t 4] ~, 

Pennsylvania 610,.m 360,009 -14 ·32 -4, 
Rhode Island ~2,187 S4,150 ., ., ·13 

Soolh CarQuna 146,280 60,1)0 ·22 ·48 ·59 
South DnIr.:DU 19,913 9,M3 ·21 .]9 ·52 

T== 310,486 14'}.O89 ·20 ·40 ·52 
T~ 784,&16 37Q,8S7 .1< .44 ." 
Ub" S2,144 28,i5l1 .2S ·28 .... 
Vermoot 2ll,)OI 19,643 ·12 .7! _3t 

Vifglni~ 194,765 99,{)S3 .]6·'0 	 ." 
WasrungtOtl 289.965 201,573 ., .2S .]0 

West Virginia 113.113 jS,fi3S .,. ~,." 
Wi$COfisin 235,241 40,167 ::1J ·75 .i3 

Wyoming rUI59 1;,471 ·32 .j]O ·SO 
Tntal 14,00i,46e 8.199,666 ·13 ·J3 .<i 

Data are the average monlhly caseloads for the calendar year, 
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WELFARE PARTICIPATION ANUTHE LABOR MARKET 

Caseloads normally f1uctuate with the business cycle. nsing in periods of high unemployment and. 
declining when unemployment falls. Chart 1 illustrates ~his relationsnlp between labor market 
opportunities and welfare participation over the past three decades. When unemployment increased in 
the carty 19705, so did welfare participation. The increase in welfare panicipation in the late 1980s and 
early 19905, as well as the decline that began in 1994. also correspond with changes in employment 
opportunities during these periods. However. the trend in welfare participation does not always match 
that in unemployment, most notably when other important changes are taking place, including changes 
in family structure and welfare policies. 

Chart L \Velfare ParticipatIon and Unemployment Rates 
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Economic conditions vary across stateS as well as over time. Chart 2 displays a scatterplot of the 
unemployment rate versus the welfare participation rate for each state and the District of Columbia in 
1994 when participation was near its peak. This relationship is quite strong, With a simple correlation 
pf 0.65, While this correlation suggests a strong role for economic factors, it is likely to overstate their 
true role. Characteristics of states that influence their unemployment rates may also influence welfare 
participatiOn. These characteristics include the age distribution, educational level, metropolitan/rural 
?opulation shares, and ns.cial and ethnic composition. While these factors may change over time, such 
change occurs more slowly than changes in policy or economic conditions. 

One way to eliminate the effects of these "fixed" factors is to examine changes over time within states, 
which is the approach employed in this study. Chart 3 displays the simple relationship between the 
change in the unemployment rate and the change in the welfare 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 caselQads is not nearly as strong as the simple cross
sectional one, with a correlation of 0.17. 
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Chart 2, Welfare Participation Rate Versus 

Unemploy:nent ~te for Each State. 1994 
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Chart 3, Change in Welfare Participation Rate ;versus 
Change in Unemployment Rate for Each State. 1994-98 
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The changes over time 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, inctenses in welfare participation 
dunng the recesslon of the early 19805 were truncated by eHgibility restrictions that were part of 
President Reagan's welfare reform efforts 111 1982, As a result, over the entire 19805 the simple 
correlation between unemploymen~ and welfare participation was much lower (0.23) than it was in the 
1970, (0.41) or the 1990s (0.78). 

FEDERAL AND STATE POLICIES 

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

\Vclfare Waivers 
Since 1962 the Secretary of Health and Human Services has had the authority to waive federal 
program requirements in the Aid to Families with Dependent Children (AFDC) program if a state 
proposed ex.perimental or pilot programs thaI furthered the goaJs of AFDC Although there were a few 
waivers granted in the early 1980s, it was. nat until the early to mld~1990s that major, state-wide 
waivers became widespr~ad. Between 1993 and 1996, the Clinton Administration issued welfare 
waivers to 43 states, more than any previous Administration, TabJe 2 lists the date that each state 
implemented a major state waiver. 

These waivers varied substantially across states.' and in many cases they differed greatly from the ruies 
under Arne Some waivers increased the amount of earnings recipients were aUowed to keep and still 
be eUgib\e for welfare. Other waiverS expanded work requirements to a larger number of recipients, 
establis.hed limits on the length of lime recipients could remaln on ald, pennitted states to sanction 
participantS who failed to meet work requirements, or allowed Stales to eliminate benefit increases to 
families who conceived and gave birth to children while On welfare (lhe so~:;at1ed "family cap"), Given 
the widespread use of waivers and the degree to which these pOlicies differed from traditional AFDC 
policy, there is substantial reason to believe that waivers contributed lochanges in welfare caseloads. 

Like the 1997 CEA studf" this report focuses on six '<major" types of waivers that received approval to be 
implemented state-wide: termination time limits, work requirement time limits, family caps, JOBS 
exemptions, J08S sanctions, and the earnings disregard. Each of these policies was discussed in detail in 
the appendix to the 1997 CEA Technical Report.' 

2 [n a few instances waivers were examined which were not approved to be implememed state-wide but affected a large 
share orlhe st.<\te's caseload, 

'tt was determined that the waiver in West Virginia, which was cor.sidered e "major" waiver in the 1997 CEA study, did 
not in fact meet this requirement (Martini and Wiseman, 1997). whicb is ref.e<:ted in Table At. 
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Table 2. Dates of l\.-lajor Welfare Wah'ers and 

Alab:una 
Alwll 
Am:ona 
Arkansas 

California 
Colorado 

Connecticut 
Delaware 
DC 
Florida 
Georgia 
!:Iawaii 
1"",0 

Illinois: 
Indiar.a 
iowa 
Kansas 
Kentucky 
L.ouisiana 
Maine 

Maryland 
Massachusetts 
tvt.chiglltl 
Minnesota 
Mississippi 

Missouri 
Monuma 
Nebraska 
Nevada 
New Hampshire 
New Jersey 
~ew Mexico 
New York 
.'lorth Carolina 
,~orlh Dakota 

Ohio 
Oklahoma 

Oregon 
Pennsylvania 
Rhode [sland 

South ClL"UHnll 
SOLl~h Dakota 

Tennessee 
T""", 
Utah 
Vennont 

Virginia 

Wash:ngwfl 
West Vrrgi:;ia 

WiSconsln 

Wyom:ng 

TANF Implementation 

Date of First 

Major Waiver 

Implementation 


! 111195 
711194 

1211/92 

ll1r% 
1011195 

j11194 

211197 

11f.D193 
511/95 
1011193 

311196 
Il!li9S 
IO!ll92 

tOlt!95 
6ill9.5 
2111% 

1011;95 

tOl1192 

7/1196 

711/96 

211193 

6/1/94 
9J\I!}6 

6Jlt% 
11\193 
7!1/94 

711195 

IJ!!96 

lW96 

TANF 
Implementation 


Date 

11115/96 
111197 
1011196 
itl!97 
111198 
71li97 

1011196 
3110197 
3/i/97 
1011196 
11l/97 
711197 
7!lJf}? 

71H97 
IOtlf96 

111197 
10/1/96 

10118196 

111/97 

1111/% 

1219!% 

9130/96 
9130196 
7flt<;7 
7/1197 

1211196 

211m 

12ilf96 
12/3/96 

1011196 

7/1197 
711197 

llft197 

1/1197 
71IJ97 
toill96 
}011!9(i. 

1011196
3/3/97 

5/t197 

101[2196 
1211196 
1011/96 
1115196 
10/1/96 

9120196 
211197 
l/lOt97 

1111197 

9JJ197 
111/97 



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 available 
for all states. Therefore, the date that is used to signal implementation is the date that the waiver began to 
be implemented.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. 

PRWORA 
Enacted in August of 1996, the Personal Responsibility and Work Opportunity Reconciliation Act 
(PRWORA) 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 d~ring 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 (T ANF) block grant to help states fund their welfare programs. Under the T ANF 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 nati,on. 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 Slates 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 ofTANF-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 th~ TANF 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 

4 Somewhat larger effects are estimated when the dute of approval, which was utilized in the 1997 CEA study. is used 

instead of the date of implementatiqn. as described in appendix A of the technical report. 
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under the older AFDC program rules.' The date that each state implemented its TANF progiam is 
listed in Table 2. 

Minimum Wage 
A higher minimum wage can make work more attractive, giving welfare recipients;] greater incentive 
to enter the workforce and leave public assistance. On the negative side, if a higher minimum wage 
reduces employment of Jow~skiUed 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 minimum). The latest empirica1 evidence is mixed. bUl most studies find either modest 
or no disemployment effects associated with pa.st increases in the minimum wage, 

The minimum wage also varies among states, :vitb 15 states having minirfmms above the federal floor 
a( some point during the period analyzed in the study (1976·1998), Therefore, the study compares the 
relationship oo!ween welfare participation and minimum wages over time and across states. 

AFDcnANF Senefit Levels 
States have long set their 9'wn level of maximum monthly benefit payments. with varia.tion by family 
size 3nd composition. AU else equal, higher benefit levels are expected to increase the number of 
participants. Over the period of this study, the jnflation~adjusted level of welfare benefits fell in 
almost all stutes, 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 METHOOOLOGY 

Using annual calendar year dar. from 1976 to 1998 on all states and the Distnct of Columbia, the 
analysis is 0itSed on 1,173 observations. A set of models are estimated.which correlate movements ~n 
welfare panicipalion with movements in state unemployment rates. state AFDCfTANF benefit levels, 
state/federal minimum wage levels, the implementation of state waivers. and the implementation of 
state TANF-funded welfare programs.6 

:The estimated models also control for the characteristics of states that are largely unchanged over the 
entire (1976~98) time period, and for changes in each year that are common to an 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 T ANF was implemented becaus~ states were giY"n broad 
control over their welfare policies, In particular, states could operate the broad categories of policies under T A.."'fF. whelher 
or not they were continuing a waiver- However. ifa state continued a time limit waiver. then participants' time clocks in 

. that stale wo,lld hlVe been running prior to T~"{F implemenUltlon. As a result. these par.:icipants would re«<::h theIr hme 
limiw more quickl}' than if their ciock would have beer; reset on the dale of T AA'F imj:)lememation. 

6Most of the data used ir. the analysls come from weH~knowr. sources, v.ith a few exceptions. The infommuon on 
implememation dales as well as program waivers and T t\.NF were obtained from the Department of Health and HUI'r.tln 
Services and the Vrban Institute (Gallagher et at, 1998), 
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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 m.ore 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 robustnes~ 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 implemen.tation 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 ex'plains 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 refonn 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 eEA study, welfare waivers that were implemented prior to PRWORA 
explain a substantial share of the caseload decline/rom 1993 to 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-T ANF 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 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 health;>, macroeconomy with low unemployment rates in order to helpJamilies move off 
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Minimum wage: 
10· J6 peIcer.t 

Cash bcnciits: 
1·5 percent Other factors: 

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

The study also finds that increases in ehe minimum wage have made work more attractive and. as a 
resull, caused welfare participation to decline. The estimates suggest that a $0,50 increase in the 
minimum wage has been associated with a decline in welfare pnrticipation of 4 to 6 percent. Hence. 
the recent minimum wage increases have helped reduce welfare rolls (Chart 4). 

, 
As many other studies have conftnned, higher welfare 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 to the fact that higher benefits typically imply that a larger share of the population is eligible to 
receive puhlic assistance,' . 

Chart 4. Percentage of Change in ParticIpation from 
1996·98 Attributable to Each Factor . 

35·45 percent 

TIle specific pr'Jgram design adopted by a slate can affect its caseload declines. The study examines 
lhe effects of a number of specific poliCies, including time limits, earr.ings disregards, work sanctions, 
family caps, and work exemptions on the size of the caseload, ¥le estimate the effects of these 
policies regardless of whether they were implemented ns part of a state's waiver plan Qf a TANF~ 
funded plan. Our results on the effects of specific policies should be interpreted with caution, since 

.onlya limited number of states have impiemented many of these policies for only a relatively shon 
period of time. The primary results with regard to these policies are: 

• Time limlt& have the expected negative effect. but this is not precisely est:;matcd (very few 
participants have actually hit time limits in uny st:;lte.) 

• Higher earnings disregards raise participation modestly.' 
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.. Strong work sanctions are associated with declines in welfare participation. 

• Contrary to expectations, family caps are associated with an increase in caseloads. 

• Vlork ex.emption policies based on the age of (he youngest chBd do nOt playa substantial 
roie in determining cascloads. . 

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 becaus{of a 
strong economy with low unemployment rates, However, policy changes by state and Federal 
governments have been even more important in ex.plaining the post~1996 decline than the strong labor 
market. The new state progmms 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 caseloads. 

However, there are m4ltlpJe 'indicators of the impact of welfare reform, including changes in work and 
earnings among welfare le3~ers:. in marriage rates and out..()f~wedlock pregnancies, and in poverty 
rates, The Clinton Administration is collecting and tracking information on all of these measures in 
order to fully ass~ss the impact of welfare reform. 
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TIm EFFECTS OF WJ;:LFARE POI,ICY A!\OTHE 


ECONOMIC EXPANSION or-; \VELFAHE CAS~1.0Aj)S: AN UPDATE 


EXRCUTJVg SUMMARY 

This study invc!'tigates the causes behind recent changes 111 welfare caseloads, updating a 1997 CEA 
report of caseload change, 

.. 	 The fall in welfare' c(Jseloads has been unprecedenJed, widcpsl'read, and cominuous. and 
employment afwelfare recipients has increased. 14.1 mimoD people received welfare in 
January! 993, a:1d this number had fallen to 7.3 millio:1 by Murch 1999, according to estimate!" 
released ((Iday (Augus! 3. 1999), In 3 J states the caseload:s less than half of what it was when 
President Clinton lOOK office, .lnd all states have experienced double-digit percentage declines. 
For 22 stales, the pcrcem drop during 1998 was larger than during )997 (from January to 
Dct.:emhcr), Previous analyses by the Department of Hcat~h and Human Se.rvices show that the 
perccnwg(! of \vclfare recipients working tripled between 1992 and 1997, and an estimated 1"5 
million adults who were on welfare in 1997 were "'lorking in 1998. 

• The 19961egislarioll has been a key contributor to the recel1t declines. PRWORA produced a 
dramatic Change in welfare policy: ~ork and self-sufficiency became a primary goal; state and local 
government." were given much greater control of their programs; and stuteS experimented with a hma 
of program designs. The evidence suggests that these Changes caused a large drop in welfare 
participation, a drop that is independent of the effects of the strong labor market- The estimates 
irnply that TANF hus accounted for roughly one-third of tne reduction from 199610 1998, the la.'it 
year of datu analy'ZCd in this study. In the eurlier years, 1993-1996. most of the decline was due to 
the strong labor market, while welfare waivers played a smaller yet important roie . 

.. 	 Tht: .1'11'0111.; lahor market has mode work opportunities n;lati;lely mare attractive, drowinX pe(jph~ off 
welfare. and inJo jobs. The unemployment rate hus not declined a)' much i:1 the post~TANF period as 
it did ir. lhl;. [993-96 waiver period. As a result the share of the decline in the caseJoad that is 
aHrihutitbJe 10 improvements in the Jabor market was much higher in the J993~96 period (roughly 26 
10 36 pcrcG.nt) tbill~ in the "1996-98 period (8 to !0 percent). 

• Pas! illcrease,\" ill flU! minimum wage-have matie work marc aUrae1iva and, as a result, (:mised 
welfarc participation 10 decline. The estimates imply that about 10 percent of the caseload.decline 
was due to increases in state and federal minimum wages. 

• The specijic program design adopted by a stale call affecr its caseload declines. The study 
cxamines the effects of a number of specific policies, including family caps, earnings disregards, 
time limit:>, work exemptions, and work sanctions on the size of the c.a;;clooo, 

The largo;: sustaincd declines in caselouds provide one piece of evidence about the efrectivcl1css of 
wei fare reform efforts. However, there arc multiple indicators of the impact of welfare reform, 
including challg(,!~ in work and carnings among welfare lcavcrs, in manlagc rates and oUI-of-wedlock 
pregnancies, and in poveny rates, The C]ieton Administration is collecting and tracking information 
on aJl of these mcusures in order lo fully assess the impact of welfare reform, 
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THE EFFECTS OF \VELFARI~ POLICY AND THE 


ECONOMIC EXPANSION ON WELFARE CASF.LOADS: AN UPDATE 


INTRODUCTJON 


The number of people receiving welfare has been declining at record rateS. After peaking in March 

1994, welfare ca;.;eloads have dropped by 48 percent through March 1999; At that time, just 7.3 

million people representing 2.7 percent of the population were receiving welfare, Not since J967 has 

such a smail share 0: the population relied on welfare, 

Not only have the declines been large, they have been widespread and continuous (Table I), 

Between J993 and 1998 {this report ex.amines ca,'>Clo~i.d changes through December (998). all 50 

)l.lates and the District of Columbia experienced double digit percent reductions in welfare 

participation. and in most slates the declines were unprecedented, Thirty~seven states have 
.. 

experienced drops of at least one-third. and in 23 states the nllmber of participants is less than half of 

what it was in 1993. A.nd although a substantial shure of the reduction occurred between 1994 nnd 

1996, in many slates the largest declines have occurred more recently. In fact, in 22 s,tates the 

percentage decline in 1998 was greater than it was in 1997 (rrom January to December). And in 

almo:-:t all states (45) ca~eJoad" were still declining during the final months of J998, 

Two primary factors have beer. po~ii:ed to explain the recent caseload changes: the strong l~lbQr 

n:.urkct, llOd changes in welfare policy. The nation is in the midst of the longest peacetime expansion 

in its history, with low unemployment and rising wages. Moreover, gains in employment and wages 

have been experienced'by groups who have iypically had high rates of welfare use. Expanding Jabor 

market opportunities hove made work more attractive to potential welfare participants, reducing their 

need for public transfers. 

Whilc the labor market has improved since 1992, there bave been substantial changes in weI fax 

policies throughout thi.: past decade. In'the carly 19905 a growing number of stales requcsted waivers 

from the trad:t!onal welfare pro£ram, Aid to families with Dependent Children (AFDe), allowing 

:I:cm to experiment with alternative policies sl;ch as time limits: family caps, work requiremcllIs. and 
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Table 1. Changes in the Number of Recipients in Em'h State 

Number of recipients Percentage Change From 

Slale 1993 1998 93 to 96 '96 \0 '98. ~3 to 98 

!lSA65 ;'I4,6l5 
:\7,1}18 29582 

tW.IS) 102511 
A~OlllSitS 11.989 32.6~J 

CaJilwnia 2,:'il1,29j 1,99!U.I& 

C.4maJ" 122,890 ;'10,146 

Cuun::':licut t62,4l11 111,177 

lkiawlUc 21,136 1:'i.SUI 

lK 69.549 .'i4.l\.5\. 
',,),,,i;1;\ 6'J!,(}S:I :1(,15)';; 

Ch.".lfFiJ :W):;p11 ;&~,()'2 

Hawa!; 5U)6 4(,,12'( 

i,l:illl' 2!,lIii H6i 
!Hi",:j~ 694,(''50 41".51(' 
!:hli~n~ !1$J61 1lJ,l7(1 

IQ'Il.'U 102,43ii 65.655 

K"""m; 88,36) 34.53& 
Kcnludy 12(),1ri6 1!9,~ 

t.<l\li~i;lUa 259,762 124,&0(1 

Main~ 66,914 39.413 
Mary!.:mJ 2]9,998 116,45{, 

Manactl\.l5I:m 32J.219 167,043 

Miehi&aI! 6!s9,!39 332.240 

Mirlf\~.~')/l 192,173 143,{,85 

Missi~sippi ltiS,li24 52,513 

Mi,si)(lri 262,:'1H2 147,IUS 

M""larm :U,1I75 I'J,540 

Nd'1l!SKa 47,11110 ~("(,(S 

Ncv:j,la 36.(l()~; 2.<;,472 
N~w JI:uu;>.,hil\! 19.797 :.~.409 

N~ ... J~I";Y ~4SJ10 196.947 

Nc...\1c~I<'" 97,::46 14,11:1 

I"!!'" Y\llk 1.2!5526 ~&6,7MI 

N(l!\h C:UI)!iIl~ )35.620 169,144 

Nonh j),,\;>lI:;o .&,215 &.541 

Ohio 112,:m 340,179 

Otbhm,J;:' Ill.162 61,1\11 

(i!egllil m,8S2 46,UU! 

I'<.:m\~yll'mtia 6lO.531 300,001) 

RIIiXk b!.md 62.Jll"l 54,150 

ikllJlt\ Carvlin~ 14{,,2&(} {,(l.! III 

Soulh I)akn!a !9.411 <),65: 

T<.1l1!tIkMW J 10.4\6 l4'JJAlY 

'fe"" 71\4,81<> m;,l!.'i] 

U\;;I! 52,:44 2il,25" 
V"l1:1(m! 18.Jili I'tJ;4~ 

V;!Gih~ 194,76) 

Wt,.hingHIl 2119.%5 2C2.51:

W~.d Vkgi11l~ Ill!, II ~ 3l!.6J~ 

Wi;:{',)!!s;" 21i.241 40,,(,1 

Wyum,ng 17,859 2.411 

Towl 1-4.007,468 BJ99Nl!. 

-l4 


-41 


·21 

·]6 

-25 
.;1 .;21 

-3:\ 
Dnla un: lhc average monthly caseloads !or tbe calendar ~al'. 
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a variety of other options, During the Clinton Administratioi) (from the beginning of 1993 to 1996), 

43 stateS received welfare waive.rs, more than any ptevious Adminis.tration. At the fcdemllevel. 

welfare policy wa~ changed dramatically by the Personal Responsibility and Work Opportunity 

Reconciliation Act of 1996 (rRWORA). which rcplaced the AFDC program with the Temporary 

A~sislance for Needy Families (TANF) block grant Under PRWORA, we1fare became more work

focused and tlme·:imited: w1th few exceptions, fedetal ,welfare assistance is st:,oIigly linked to the 

rc(;ipicn:'s cfior'.s to find a job. In most ~ases. adults cannot fC'ccivc federal aid for more than a lotal 

or 5 YL)<lI'S dl!ring their lifetime, and some stales huvc chosen to set shorter time limits. PRWORA 

also shir:cd primary resp0:lsibility for welfare progmln design and management to States and 

localitic..... 

. 
In J997, the Council of Economic Advisers issoed a report using 1976 to J996 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 ot?er factors. Several 

subsequent studies wen: conducted that examined changcs"in welfare caseJoads during this and 

carlier periods (Bartik and Eberts, 1998; Blank, 19l)7; Figlio and Ziliak, 1998; Levine and Whitmore, 

1998; Moffitt, 1999; Stapel tor., 1998; Wallace: and Blank, 1998; Ziliak, Figlio, Davi;.;, and Connolly, 

1997). 

Since 1996 c:'lseloads have continued 10 fall, the labor market has grown even stronger, and welfare 

policy has been fumlamcnLally changed. making it important to update the earlier report. This study, 

extends the earlier 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 

uf labor market conditions on changes in caseloads. and the study examines whether increa~c:; in the 

l;liniOlum w:Jgc al ...o played a role. 

The large suslaincQ declmcs in c}l<.;cloads provide one piece of eVldcnce about the effectiveness of' 

welfare reform dforts. However. there arc multiple HHIlcal0rs of the impact of welfare I'efonn, 

including chungcs in work and eaming$ ,among wc:r.are lcavers, in murrillge rates and out-of·wedloci< 
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pregnancies, and in poverty rates, The CHnton Adminislration is collecting and tracking information 

0:1 all of tnc!'e measure." in order 10 fuHy assess tbe impact of welfare reform. 

f ACTORS Al<'Ff~CTlNG CASELOAU TkENJJS 

Economic Conditions 

Caseloads normally fluctuate with the business cycle, rising in periods of high unemployment and 

declining when unemployment falls, Chart I illustrates this relatiohship between labor market 

opportunities and welfare participation (i.e., the numher of welfare recipients divided by.the total 

populaticm) over the past three decades. When unemployment increased in the early 19705. so too 

did welfare participation. The increase in welfare participation in the lale 19805 and early 19905, as 

well at; the decline that began in 1994, ul;;.o correspond" with changes in employment opportunities 

during these periods. However, the trend in welfare participation does not always match that in 

unemployment. most notably when other important changes are laking place. including changes in 

family structure and welfare policies. Indeed, increases in welfare participation during the recession 

of the early 1980" were truncated by eligibility restrictions that were part of President Reagan's 

welfare reform efforts in 1982. Over the entire 1980$ the simple correlation between unemployment 

and welfare participatiun was much lower (0,23) than in the 1970s (0.41) Of the 1990s (O.78). 

Chart 1, Welfare: Participation and Unemployment Rates 
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Chan 2. Welfare Participation Rate Versus 
Unemployment Rate for Each Stale, 1994 
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Economic conditions vary across !\tates as wei! as over lime. Chait 2 displays a scatterplot of the 

unemployment rate versus the welfare participation rate for each s~~te and the District of Columbia 

in 1994. when participation wa.. near its peak. (California tmd New .York are highlighted because 

they are home to roughly one·third of the nation '5 welrare recipients! and DC is highlighted because 

it is aTl outlier on this CharL) This rela.tionsbip is quite strong, with a simple correlation of 0.65. 

While this correlation suggests a strong role for economic ractors,il is likely to ovcr·state the troe 

role of economic factors, Fixcd dmraclcristic's of stutes that cause them lO have high unemploymc:1t 

rates may also lead tbem to.high welfare participation" TIle~e characferistics inciude the state's age 

dlslribution, cdu<..:aliO!~ullcvcl. mctropo!ilanh-ural population shures, and racial and ethnic 

composition .. While thest fm.:lors rnay ~hange over time, such change occurs more siowly than 

changes in policy or economic conditions. One way to absl:'lIct from these fnctors is to exa:nine 

changes over time within !It'ltC:;, which is (he approach employed !fi the econometric models below" 

Chart 3 displays the simple relationship between the change in the unemployment rate and the 

dumg(! in the welfare participation rale in each state between 1994 and 1998 to jllustrate the 

potemLal importance of these fixed characteristics The churl demonstrates that once state fixed 

effects are removed hy exan)inlllg chungc:\ in the-lie variables, the relationship is not nearly as strong 

as the simple cross·secliQnal one, with a correlation of 0, l7. 
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Chart 3. Change in Welfare Participation Rate Versus 

Cbange in Unemployment Rate for Each Statc, 1994-98 
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·Federal and State I-olides 

Welfare Waivers, Since 1962, the Secretary of Health and Human Services has had the authority to 

waive fedel'a! welfare requirements jf a state proposed experimental or pilot programs that furthered 

the goah of AFDe Al1ho~gh there were a·few waivers granted in thc early 19805, it was not until 

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

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

the rules ullder AFDC. Some waivers increased the amount of earnings recipient~ were allowed 

10 keep 'lnd sti!] be eligible for welfare. Other wuiv'crs expanded work requirement~ to a larger 

number of recipients. e;;iublj~hed limits on the length oftime recipiems could remain on aid, 

permJUed stateS hi sanction participant" who failed to meet work requirements, or allowed states. 

to eliminate benefit increases to families who conceived and gave birth to children while on 

welfare {the so-cal:ed "family cap"), Given the wide~pread use of waivers and the degree 10 

,which thcs(! policies .differed from traditional AFDC policy, there is substantial rcason to 

believe thal waivers cor.lribuled to c:'anges in wcdare caseloads. 

PJ?'l:fORA In August of 1996, Pre.,)ldent Clinton signed the Persona! Responsibility and Work . 

0pp0rlnnHy ReconciIJalion Act ir~to Ill'W, drammicaJly changing fo!deral welfare policy. PRWORA 
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was designed to emphaIJize,self-sufficiency and employment in, place of welfare dependencY"and it 
. , 

gave slates greater flexibility to design and unplement programs to achieve these goals, Benefils are 

time-limited: adults USlially can:1Ot rece: ve federal aid for more than 5 years during their lifetime, and 

some sta:C5 h,we cho:;en to set sborter time limits, Most recipients must also participa1(~ in a work 

actlvny wlthin two years to continue receiving aid. ' 

Under tllc TANF block grant eslablis,hed by PRWORA, federal assistance consist:; of an annual fixed 

transfer to each state eql::aJ to the amount of federallransfers the state received in fiscal year 1994, ',: 

1995, 0r the average of 1992-4, whichever was higheL In <tddition, most of the authority to design 

wdflln: programs W<tS passed along to the states" who are required to have haJf of all recipients 

wOlkmg hy 2002 (40 percent by 20(0), As a result, there arc now substantial differences in how 

welfare programs operale across the nation. Some states increase benefits to welfare families who 

have additional children, while others do not. Some stales stop pay~ent of benefits to the entire 

family at the first instance of their failure to meet w,ork activity requirements, while other states 

never sanction more than the adult. And some states allow welfare recipients 10 keep a substantial 

portion of their labor market earnings without reducing their welfare payments, while others do not. 

AFDCllj.1NF l1cnejit Levels. States have long set their own level of maximum mOllth;) benefit 

p:lymcnl'i, with variation by family size and composition. All else,equal, higher benefit levels are '".' 

expected to increase the number of pllrtic,ipants, Over the period of this study, the inflation-adjusted 

level of welfa:e benefi~s fell in aimost all states, In"some cases the state explicitly changed benefits, 

but in most states benefit levels were fixed and eroded over time ·with.inflatioll. 

AtiTll'mum Wag(;\ The rcal value of the federal minimum wage decreased substanti,ally between 1976 

and: 92;9. A $0,45 legisla:ed mcrease in 1990, followed by a $0.45 increase in 199 J, offset some of 

this long-run declme, but by 1995 the real minimum wage ($4.55) was nf~ar1) as low as il was in 

!989. The minimum was then legislatively rai,'jed by $050 in 1996 and an additional $OAO in 1997. 

During the period analyzed in Ihis "lady, 1976-1998, several ,';;!ates established minimum wage levels 

8 




that were J;bovc the fede:-al minimum that prevaiied at that time.! 

A higher minimum wage can make work more attract;vc, givi:lg wclfa--e participants a greater 

incentive to emer the workforce and leave public assistanc~, On the negative side, if a higher 

minimum wage reOlJCeS employment of to\.v~.i,;kilied wo:-kers, some people may lo~e their jobs and 

CIHe!' welfare: At the salYle time, an increase in the minimum wage may lead employers to substitute 

away from teenagcr~ (a relatively large share of whom work for the minimum wage) and towards 

older wclf<t!'e workers (who are perhap<; not as likely to work at the minimurn wage, but more likely 

to be working just above the minimum than teenagers). The evidence on the disemployment effects 

of the minimum wage is mixed. Some studic<; have found that a 10 percent increase in the minimum 

wage cau;>e~ a 1 to 2 percent decline in employment (e g" Neumafk and Wa~cher, .1992; Neu!mtrk 

and Was::.:her. J994; or the estimates surveyed by Brown et al., 1982), while other studies haye found 

no disempJoyment effects (e.g .. Katz and Krueger, 1992; Card, 1992a; Card. 1 992b; Card, Katz, and 

Krueger, ;994; Bernstein and Schmitt, 1998; Card and Krueger, 1998). Two recent studies have 

examined the effects of minimum wages On welfare caseloads, with onc finding a negative effect 

over the 1990w 9! period (Turner, 1999) and the other finding a positive effect over the 19&3~96 

period (Page. Spetz, Millar, J999). 

There are a variety of other factors that may affe-ct caseloads, induding the Earned Income Tax 

Credit, the availability of child care, transportation, and Medicaid coverage, family structure. and 

out-aC-wedlock births. Although O'Jf models. do not directly examine these factors, our approach 

controls :Of them indirectly. a.) described in the next section.~ 

ECU~O:rvrE1'RJC SPECll'1CA TlON 

Two approaches are implemented to estimate the effects of policy and economic conditions over the 

'The ~t;\Ie., Ihttl had lIuf'li:l\u:n wages above the fcdcra: level ullring 1976·915, (\nd the ycrrfS in which they had such 

p(]hcy, arc: Ab:.kll i~om !'976-98, Cllh:-omiu fr(Dll ]%9-90. Connecticlli from J 976-90 '!nO 1992·9};, DC fmm 

;':.175-98, Havuii [tOrn 1976-77. 1999-~m, and 1993-98, Iewa rrom 1990 and; 992·95, Maine fmm j 985-1990,. 

M;.,;;!wr.:h\l~c!t; ffom 1987·89 a1\d 1995, Minnesota fmm 19B~"9(). New Hampsnirc from 1987-lS9, New Jersey fwm 

1993-1)6, Oregon from :990·98, Rhode island fro~n J987"90 and 1992·96, VCn;t!lill from :987·1\9 and lY95·9H, 

Wasningl.)1) from 19S9·90 and 1995-:,i6, 

lor pani:.:"J!ar inlcrcl;t it, the EITe, but !;.,;CllUSC the moc;: significant EITe changes arc enacted ni1!ionally IltlU cffec: 
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period 1976w i 998, Bo(h approaches utilize the same dependent variable, use the unemployment rate 

to capture the effects of labor market conditions, and spcclfy the mi:1imum wage and \veifare benefit 

levels in idcilticat ways. The difference between the two models is the specificalion of the remaining 

welfare policy variables, The first model uses two simple 011 indicator vafiables: one to capture the 

period during which a major waiver was in effect in each state, and one to capture the period during 

wh!ch TANF WaS in effect in each ;:tate, Spedftcally, Modei 0) is: 

," 

(J) lnR;: """ Waiver"1 Pw +TANF A P;n,.; + lnBmcfits"I!3h + fnMinlVage,., f3 ffI'" +Unemployment" Pit 
+ y, + II + trend */, +e,\/ 

,The variable:.; are define-d for st'atc s in calendar year t as follows: 

R: 	 the ratio of the number of recipients to the population under 65 years 

of age (the number of recipiems is obtained from administrative reportS on 

AFDCrrANF); the model estimates the natural log of this ratio. 

Waiva: 	 an indicator variable that takes the va~ue of one if the stale had a major 

waiver in effect; the indicator is turned off when TANF i~ implemented in 

the state"3 

1:4lI/F: 	 a:l indicator variable that takes the value of one if TANF was in effect 

in the glVen stute (the TANf implementation date varied across states, 

as discussed below). 

Benefil.r: 	 t:1C lT~aXimLlm montbly benefit for a family of three on AFDCffANF. 

the vulu:: of the state-specific minimum .wage expressed as a monthly.·· 

;~mollnt (to make comparable wilh the benefits variable) assuming 

employment for 30 hours per week fOf 4.33 weeks. (In mos.t case;;, 

this. is' the'federal minim'Jm wage.)4 

all pCri<,n!l at the. Kame tim::, th:::,c effcc\s are "ub$mned by the mooel'" lime fixed effects. 
'In most L:I:>Co., the waiver concept hCCOnlLti mcmwJglcss o:"!cc TANF was implcDcntcc bocausc s:ute$ were glven 
hnmJ umtroJ '(lVer thelf welfare polides. in rJrlicwlu~, $:;;[C$ could opc:alc the broad calc'gones or puhcie~ under 
TANi<, wl:':thCf or n(!'. they werc cOJ;tinl.lir.g a WaiV(;r. However, if it str1te continued a lime limit wnivcr, then 
pilrt;Cipllflt,' lir:1C ckx;ks ir, Ihat ~late w{luld hUH: bcen running prior til TANF implementation. As n result. thc....-:c 
pD.rtkipaJ1L~ would reach Iheir lime li11111$ more quickly than If (bei:· clock wpu:d have· been resc: on thc dare of 
TANF impJ.cmentation .. 
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Unemployment: the unemployment ratc (current, lugged one year, lagged lwo years) 

stale fixed effects 

yeur fixed effects 

lrelld*r~: linear state-specific time trends 

All dollar vulu~ are expressed in 1998 dollars using the CPT-U-X L 

The second approach examines the effects of specific ~e1fare policies, regardless of whether the 

policy was implemented under waivers or TANF. That is: 

(2) ln1\.lI;;: X .11 f3 .x + lnBcnefi!!,'u fJb+ lnMinWageSl fJ mw +'Unemp/o),mcnlSf Pu 

+ 1., + rl + Irena '* 'Ys + Cst 

In M,Klcl (2), X ..: reprc.-:cnl:-; a vector of Itnriables that describe specific pulicies that arc in effect in 

slate S 111 y{!ar I. There are a variety of policies that could be analyzed. The five policies that were 

examined were chosen because,:1 priori, they were expected to significantly influence parlicipation 

and they cc.uld be quantified based on available sources, The five policies are: 

1. Termination or work requirement time limits are represented by an indicator vurinb!e for 

whether the state either terminale;;; eligibility, reduces benefits, or requil'e;S participants to 

work (notju~t p~lrtlcipme in a "work activity") after a given dUration on aid. The date that 

participants first began to reach the time limit was used as the dale that this policy carne 

into effect. (These time limits had become binding in too few slates for us to examine the 

distinct crree1s of each of these three policies.) 

2. A second indicator variable takes the value of I (0 otherwise) if the state has u familv cap, 

that is. the silite does not increase benefits fo:- participants who give birth to or conceive a 

Cblld while on aid, 

3. 	Work exemptions arc represented by three indicator variables based on the ~tate's po:icy 

toward rulllilies \vilh young children: tbe first take, the vHlue of- J if the stale exempts 

moll:crs \\'ith a cl:ild as old as 6 Hlonths to 3 years, 0 otherwise; a second indicHtor takes .. 

411 the $\;";') had 1\ range of minimow wagt<s: the i:ighcs: minim"Jnl w<lge 'Was lvcd 10 t'.:)!l~tmcl ll:is varin!!lc, In Ihe 
year Ill"! Ihe minimum wage dmllgcd, tin,; wclgln~c ~IYCrage.cf:hc Clinimums in cfll:ct during that yeur were usud in 
Ihe ana:ys16, "\ohare the :veights ure eqLal !O thc ~hafe (Jf thc year in which each minimum wage WitS in cffect. 
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the value of 1 if the exemption applies to mothers with u child newly born to 6 months old 

(and not older), 0 otherwise; and a third takes. the value on If the state allows no 

exemptions based on the age of the mother's children, 0 olherwisc" Years in which a state 

h:'IS a traditional AFOCJJOBS exemption policy serves as the reference group. These four 

groups arc mutually exclusive. 

4. A set of three indicator variubles capture the aggressiveness of work sanction policies, ·One 

indicatOr rcplcsents states that impose full family sanctions with the first offense 

("fuillfull"), a second indicator represents states thot impose full fmnily sanctions only .' ..., 

after repeated Qffenses ("partial/full"), and a third indicatOr represents states who~e 

maximum sanctlon is a panial family sanction ("partial/partial"). States that impose no 

sanction or some lesser ~anctiOI1, which was the case under traditional AFDC, serve ,L'i tbe 

reference grOl.lp, 
, 

5. The Hggrc~~ivencss of disregarding earned income is represented by the amount of car!1in~ 

disregard if a welfare recipient earns $750 per month (in J 998 dolh:lfs). When the disregard 

formula vade;;; with duration on welfare, the disregard applicable for the longest dur.llion 

(Iypically morc lhan 3 months) is assumed. 

The "policy oriented" approach used in Model (2) has the advantage of being able to identify the 

specific policies that inl1ucnce ca!;;clQads~ However, there a number of TANF policies and practices :.-", 

that may affect participation that could not ~ captured in Model 2 because of data limitations. such 

<1:' diversion policies, work reqUirements and targets, and welfare office culture. The :.imple 

indicator-variable approach used In ~1odel.l is more effective in capturing the tolal effect of waiver 

and TANF policies, 

Sta..e, year, and s\ate~specitic time trends are included to capture u[iobserved factors, such as family 

s..ruCi\lrc .tnd other pOlicies, lhat may be correlated with the ob~ervcd variables. Most policies were 

riO! in crfect the entire calcndur year that they were implemented. In lhcse cases, fwctional values are 

u~cd corresponding 10 the share: of the cakt~dar year that the policy was in effect. The model i:r 

estimated with weighted least squures, where the weight is lhc population und::r 65 in sH\!c sin y:;ar 

I. The standard error:.: of the coefficienl estimate:.: arc corrected for general forms of 
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hmcros.cedasticity, ~ 

Before discussing the results, it should be acknowledged that a maintained assumption in this study 

is 10'1! Wclf:lfC policies arc exogenous to welfare participation (after controlling forthc factors in the 

model,s dClicribcd above). All previous studies have also made this assumption. Endogenous policy is 

probably ly<ore likely to affect the estimates of Model 2. While most SImes received waivers, and 

CVI.!l'Y slale has irnplemcnted TANF, the spccific lypes of poljcj~$ vary considcnlbl),. For example. 

Slales who,;e caseloads were increasing (or not decreasing as much as desired), may have adopted 

relatively hal"$;l pOlicies.6 

DATA., 
Using annual calendar year data from 1976 to 1998 on all states and the District of Columbia. !he 

analysis is based on 1.173 observations, Most of the data used in the analysis come from well-known 

SOUl'ee::;, with a few exceptions {described below}, The federal and state miOlmum wage data were 

obtuined from the Wage and Hours Division of the Bureau of Labor Statistic:;. 

\VeU'are Waivers 

11)e dut;;, that arc unique !O ihis study arc the waiver implementation dates and TANF policies. These 

policies am difficult to categorize and measure, and the pace and intensity of their implemen1atlon 

typically vary acrosS and within states. Experts from the Department of Health and Human Services 

as well as- non-government research institutions were consulted to characlcrize these policies as fully 

as possihle. Specifically, information on waivers was obtained from the Depa.rtment of Health and 

Human Services. Mos,t waivers permitted simultaneous implementation of variou;; provisions. For 

cxumph:, the Caiifornia Work Pays Demonstration increased the AFDe resource limit for recipients 

to $2,000, incre;tsed the excludable equity value for a vehicle to $4,500, allowed recipients to plate 

~A':;;j cheek of the mouSlness of the elllimlllc;;, model I in 'ruble 2 was rc-eslimated wilholll currecling :hc sta:;dl1nJ 
crWI1I, ami all slutis.litally sigllific:mi coc!liciems remainctl1.o at thc 0.01 level. Es.timalc;;·when Ine weights nre !lDI 
used are reponed in Tllhlc: 4. 
j'Onc set Df s!udies bls modeled welfare cl1sclouds by including Ihc lagged value of tile dependent variable ns an 
eXlllllnulory 'tllrillble (ZiJalk ct.a1. 1991; Figlio and Ziliuk, (998). 11tis approach is art alternatlvc way 10 control ror 
pasi history. We h:we nOt chosen tbis specification, however, and we instead incluce YC:lf effects, ,qatc effects, and 
Sltllc-Speci fic lilllC trends in models of the level ()f welfare parlicip<:1ilOn. 
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up to $5,000 in restricted accounts whicb did not count against the resource limit and which may 

only 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 approvaJ 

to be implemented state-wide7: termination time limits, work requirement time limiis, famity caps, 

JOBS exemptions. JOBS sanctions, and the earnings disregard. Each of these policies wus discussed L!: 

in dctuil in the appendix to the 1997 CEA Technical Report.1i 

Some of the waivers that were approved for state-wide implementation were initially implemenled 

state~widc. some were jmplemented in selected areas of the stale, while stlll others began in small 

regions of the state but were eventually phascd~in state-wide. Information on the pace of 

implementation is not available for all states. Therefore, the date that is used 10 signal 

implementation is the date that lhe waiver began to be implemented. The earliest dales that these 

waivers were approved and implemented in each state arc listed in Table A1.Q 

I'RWORA & TANF 

PI(WORA was signed into law in August of 1996, but a given state could oot begin its TANF

funded program until that state submitted its TANF phm and it was certified as complete by the 

federal government. Beginning on the date the state formally implemented its T ANF plan. the slate 

couid begin to draw down federal funds and was subject t,: all of the requirements and restrictions in 

T ANF. The earliest official implementation date was September 1996 and the latest wns July 1997,·, 

'lr. ~ few itL~L;.mces waiver;; were examined which 'Were out appmved \0 be implemented ;;ti\!~widc bu\urre<:too a 

large .;;hare of the .~!J.te" s caseloud, 

~ It was determined that the waiver tn Wc,'1! Vlrginiu. whkh WU;i c~msiderod u "major" waiver in the 1997 CEA 

study, did 00\ in fae! meet this requirement (Martlm und WiM':man, 1997), which is reflected in Tublc AL 

~ Snmewhllt smullcr effects are estimated, when the dale <;Jf implementation is used instead of the dule (If npPr()vul, 

which was utilized in the 1997 CEA study, liS described in llppendix A. 
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when all stales were required to begin operatmg under TANF. The date that the state formally 

implemented its TANF plan is the date that is used to construct the TANF indicator variable in 

Model (I). However, in some states the initial plan was simply <I placeholder. designed to allow the 

state to begin to draw down its Ti\NF block grant, and some,state policies were not changed until a 

later date. Therefore. the aewu! implementation date tmlY diffcr from the official date. In particular, 

in five Sl4Itcs (California. Mississippi, New Jersey, New York, and Wisconsin) specific information 

was available indicaling that the policies most associated with TANF - time limits. work 

requirement.s, sanction:;., etc, - were no: implemented until a later date: in these cases, the later date 

Wol!, used \(1 consUuCi the TANF indicator. W T'lble A 1 reports tbe official and actual T A~P 

impiemcnlniion d~ttes for each state. 

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

construct Indicator variables for the existence of a termination or work requirement time limit and a 

family cap, we u1>cd the date that the relevant waiver was implemenlcd (for time limits, the date that 

participant~ began to hit the limit) and ass.umed that the waiver cominued to be in effect until (tit 

least) TANF was implemented in that state (i.e., the dale listed in Table A 1 ).11 

For the l'ANF period, we llse information on state TANF plans as of October 1997 (Gallagher et al., 

1998) along with the date the current poliCy (as of OClObcr 1997) was implemented to determine 

whit:h policies WCie in effect b each state in each year. It is assumed that the policies in place in 

October ]997 were not ehttnged by December 1998, wh~ch is {he cnd of our sample period. If a 

policy was implemented and rescinded between the dale !hat TANF was implemented and October 

1997, we would not capture this po hey change. However. Ihe earliest TANF imp;ementation, was 

October 1996, j1.ls1 one year prior to our TANF information, and many stales implemented TANF in 

the flrsl 6 months of 1997, Therefore, it is unlikely that a policy wa<.; both implemented and 

rescinded within such a shan period. 12 

IO M{ldd j in Tank 2 WtiS rc~:;til11ated without using this lIJdiliuO(l1 informtllJOIl for Ihese five stales. TIle 

t:m:Jficicn( estimates chnnged \-ery liule: the largest change was for the TANF indicator, which increased 10 ·23J~ 


\'I1\h a 1·"lalislic of2.7Q, 

II Again, the dnle that was used was the date that Ihe policy initiully began to he phllSCd in within tbc sltUC. 


'2 Nuw McxiGO implcrncnled ils TANF program in July 1997. bul il was found unconstitutional in September of 

II)a( year. A revised TANF program was implemented in April 199'8. 
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RESULTS 

Table 2 contai~s the estimates of Models J and 2, The table als,? r~ports a version of each of these 

models that excludes state-specific time trends, The ratlonale for,!,~.chl~ing these trends is to control 

for unobserved changes over time tnat are speciflc to each state, Fo'r example, if there is a long-run . ' ' 

increase in female-hetlded households, and the rate Oflhis increase varies between states, other 

variubles in the models may be biased if this factor is not controlled. On the other hand,.some of the 

jnteresting and important variation for identifying effects'of some of the variables of intcrest may be 

reduced substantially by the inclusion of these trends, making it difficult to identify their'cffects_ For 

cX<lmplc, cash benefit levels follow a long-run trend in some stales, und including the state-specific 

trends lenves much less variation in benefits to identify its effects. there~ore. estimates with (Models 

1 and 2) and without (Models lA and 2A) the statc~specific trends are reported" 

Estimates from Modell 

Waivers had a large and precisely estimated effect 011 welfare participation (fable 2), The estimates 

in Models I and lA impiy that states that implemented a major waiver expe.rienced a decline in 

participation that was g to 9 percent greater than other states. The lmpiemenwxion of TANF is 

associated with a decline in participation of 18 percent, roughly double the size of the effect of 

WaiVers. 

All other statistically significant estimates in Models I and 1 A alter panicipJ.lion in the expected 

direction. Higher cash welfare benefits raise participation. The estimates in Modell imply that a $50 

increase in tbe monthly benefit above its 1998 average monthly v<llue would increase participation by 

La percent. For the reasons described above. the estimates from Model lA, which ex-elude the state

specific linear trends, are much larger and imply thal the S<lmc $50 increase would lead to a 6.2 

percent increase in participation. 
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Tabl;.: :1. 
Ba.~eJinc Specifications ':: 

(Coefficient estimates are multiplied by 100) 

Modell Mode! IA :' Model 2 " Modcl2A ' 

Bela Hlat Bela I-slat Beta I-stat Bcta Hllat Mea;'! 

AllY wai\cr ·9.40 VI() ·1.99 2.90 0,08 
TANf' ·1&,84 4,)7 ·18, 12 1.75 0.09 
Log nmximum n:;>nlhly hene!!: 14.9. 1.93 51.74 6.20 15.01 2.31 53.84 7.63 1.55 
Lng :llOll1itl) minimum wage ·39.59 4,{J2 ·63,91 HiJ ·25,59 2.21 -51,95 2,74 1.91 
Unc:nployttlcl1t nue; 

Cmre1\l .0.36 0,74 n.2f} 0.30 -0.30 0.6\ -0.1:1 0,20 6,63 
j·YCllf lag 1.50 2.40 1.70 UIS L29 ' 2.06 1.65 1.92 6.79 

2-y<.:ur 1..\& 4.27 K92 5.13 7.4(} 3.94 lUt. 4,71 7 . .39 6.8; 

Specific WdfiJFt' pulicy variaMes {Xl 
Tcrmination/wurk req. li.me limit -3-.75 0.76 -4.30 0.73 0.03 
Family cup 6.71 2.19 8.21 2.35 0.05 
Work c_\emption based on age of y()llf1gC$:\ child: 

Traditional AFDC &: JOBS 
exemption (reference group) 

Child as old as 6 months to:3 yean;. t2.37 2A6 -2.79 (1$7 0.05 
Child newly born to 6 months old 11.56 1.53 3.05 0040 0.03 
Nu. exemptions based on age of youngCSl child 4.86 077 0.8) (t 12 0,01 

Work sanctiuns.: 
Traditi,ma: AFDC or JOBS (reference gmup) 
l';ntial/P,mini -9.71 2.52 ·1.36 o.n 0.05 
l'artialfFu11 -18.14 3.16 -22.76 4.20 (UM 
l~ullfl'ull -39.36 5:57 -33.53 4.51 (I,Oj 

Leg <::>1 :lh!l;l/> disH:,:;[ud 5.38 2.40 5.&6 2,Oil OJv1 
Sla!c·;';'icci!1,; trends'? yc~ No Yes N" 
AI! nlOdcls include state ~lOd year effects: Estimates UH: tIle population under 65 as weights 
hJ)d robust calculation of standard errors. N= 1173. Weighted mean of the dependent varillblc; 1.589 



Increases in the minimum wage are found to decrc3.$C welfare participation. In particular, consider 

an incrca;.;e in the minimum wage by $0.50. If this increase were on lOp of the avcrdge minimum that 

exi;.;ted in 1998, monthly earnings at the minimum wage (evaluated at 30 hours per week. full month) 

would increase by $65. This rise woul~ translate into a decline in welfare participation of roughly 3.7 

to 5.9 percent. 13 

Tight labor markets, as meas~!red by the unemployment rate, reduce welfare participation. The 

models demonstrate the lagged nature of the unemployment effects', 1n fact, the largest effects are for 

unemployment lagged two years. Model I implies that a one percentage point de.crcill:ie in the 

unemployment rate that persists for three years is associaled with a 5.41 percent (4.27+ 1.50-0.36) 

decline in welfare participation. The estimates are substantially higher if state-specific time trends 

arc not included in the model. 

E..'itimates rrom Model 2 

The effects of ca"b benefits, minimum wages, and the unemployment rate estimated for Models 2 

and 2A are similar lO those estimated in Models I and lA, respectively. The welfare reform policy 

v;lriablcs included in Models 2 :lI1d 2A show mixed rcsuit.'i. The coefficient on the time-limit 

indicator variable is ncga!ive, as expected, but it is not precisely estimated. it is important to noh! 

that all p;.1I1icipants who have hit time limits by the end of 1998 were doing so under a waiver policy .. 

And because only a small Dumber of states had time limit waivers, a reJatively small number of 

participants had hit a time limit. Therefore, it is Dot surprising that, through 1998, lime limits had 

not significantly altered naiional caseloads. t4 

n Sume studies Df the disempLoyml:JJ.1 effects oflhe :ninimum wage have includcd a measure of average stalc WJ.gCli 
in their specificatiol1s. Although Ihem nrc problems that arise from inclmling this varinhle {$(Ie Card, Katz, Krueger, 
1994 for a di!'Cussion), Modd J in Table 2 wus rc-estimated including ,he llverage wages of proouction workers 
ho.:ctlu:>c !lti~ variable i~ Incorporated in a brgt numhcl of studh:~. (This vlIriahle is not available for DC or for 
lndi:lnil in somc yeurs.) Including thi:> variable CfiUM.:S the eff-cct of the minimum wage: 10 bll somewhat, but it is 
sli II larij\! {-;'0,45; and pr,,\'::~ely C$Hmillcd (H;tmijl!ti; of ~.J9). 
'4TUlle hmits Illay i1;\cr p.\rl.ici?ant,;' hcblvior bef(.I'\! they actually bilihe lim!:. Por example. H(Jmc recipient,,; may 
leave :11c rolL, sonner or no! corne ,m 111(; mlls (i1 (i[ iI: orcie-f to save up lime J:Jat cuulci Dc used at a laler date-. Whcn 
the date d 1I11plcmellt;;ticn was lls~d 1.0 ccn.~!'llctlhi~ ·..ariuhlc iJ\~lclid of {hI! dale thaI peo?ie first he-gan to hit IIlI! 
limit, the cSliJll<lte.J eliecls we~e ac~ually pmi::VC. Thi,~ ClJuntc: inwilivc fe-SUl! is iikcly due to the cndogcndly l);~tl!,jS 
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A~ expected, u higher earnings disregard mi~es panidpation (at !ea:H in the ShOrl-nln), but this effect 

is relatively srnall. The estimate') suggest that an increase in the disreg<lrd equivalent to $50 on a 

monthly basi;; :s associated with less than a 1 percent increase i::l padcipation, Family caps do not 

have tne expected negative effect; in fact, they are positive and precisely estimated. Similarly, 

looking ucross Model 2 and 2A, It appear::. that work exemptiOn policies based or. the age of the' 

youngest chid do r.ot pl;!.y a substantial role in deterf!1ining casdoad". In :~act, the one significant 

cffec~ L... of U;)(~xpcctcd sign. 

Not surprisingly, policies ,hat sanction recipients who do not go to work are associated with large 

declines !n welfare panicip<ulon. The effects of the work ;;.anction policies may be due to the faci thal 

impending 6anctions cause welfare recipients (or potential recipient,,) to accelerate their job search 

and find employment, or the effect may be due to the fact that recipients did not find a job and were 

sanctioned, States with full family sanctions on the first violation of work requirement.s have much 

lower caseloads than other states. Staups whose most severe work sanction policy is a partial 

reductIO!: in benefits also have lower participation. but not nearly as low as the rates for states wHit 

full family :;anctions. As with all policies cxammcd in rhe m.odel. the effects of [hese sanctioning 

poU{;icS on the case10ad mLlY be distlnct from their effects on other lmportam factors. such us child 

~lealth ;!nd develo;Hnent, iHegilim~tcy, education, ?ove~.y, and work participation. 

Relative Contrihution of Each Fador 

I9Y3·96 Wdj'arc Waiver Period_ Table 3 provides e~timate!' of the relati vc contribution of e<lch 

factor 10 :he change in welfare partIcipation during two periods: 1993-1996 (the wLliver period under 

the ClinllJll Adm:nislr.ttion) and 1996-98 (the TANF period). Specifically, the change 10 the nutionul 

aveage of eaeh vilriable (obtained by weighting by the state pOpUla!10n under 65) 1S multiplied by its 

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

r.esed e;u:icr in the I'epvr: In pOrlietlID~, the smtes tLu: cLose ll1 un?lcmenl time lil!\.i:s: under waivers may 1::1\.C 
flee» the :.DlC" whose "m;doads were. increasing, Or perl:mps no! dcdHllng lL~ much ns ueslru.L 
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Table 3. 

Percentage of Change iI: 


Particip<ltion AuribetabJe to Each Factor. 

(Based on Estimates of Models 1 and I A iJ1"Table 2) 


Ba..ed on Mode! 1 Based on Model 1 A 

Factor 1993-96 1996-98 1993-96 1996·98 
Welfare waivers 14.6%' 12.4% 
TANF ~6,2% 34.8% ~;: 

Decline in unemployment . 26.4% 7.8% 35.6% 10.4% 
,~.' 

Incrc.:scd l-:linimum wage -9.7% 9.6% -!5.6% 15.5% 
Lower cash benefits 6.3% 1.4% 21.7% 4.7% 
Other 62.4% 45.0% 45.9% 34.5%-

of this change to the lOtal change in participation during thi~ period is reponed in Table 3. For 

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

, 

By 1996. thi.o.: ...hardncreased to 53 percent. MUltiplying the change in the share living under waivers 

(0.53-0.22=0.3\) by the respective coefficient estimate in Modell (-9.40), it is found that the 

expansion of waivers led to 11 2.9 J percent decline in participation durin-g this period. Participation 

ir. total dtopped 9Y aboul20 percent between 1993 and 1996, which implies that roughly 14 percent 

of the decline can be attributed to tbe increase in waivers. 

While waivers accounted (or about 14 percent of the decline from 1993-96 according to Model 1, the 

lower unemployment rate was responsible for 26 to 36 percent of the decline (depending on the 

model). Cash benefits declined hy ajout 8 percent from ~993 to ~996, which led to a decline In 

participation. The actual amount of the decline {hat can b~ nttributed to thc benefit reduction differs 

~ubst<iitiially between the two models; 6 percent for Modell and 22 percent for Model I A The reul 

value of the minimum wage fell between 1993 and 1996 (rhe increase in 1996 was in Oc1Ooo:. so it 

was not effective most of the yearf', which is wby tbe minimum wage explains a negative share of 

t 

I~ RG..cIlI! that the minimum waglO l!)eaSU('; uscd in the analysis is IhlO wciglltl.;-O average of the rmnimtlm wagc~ in 
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the case/cad decline; the caseload would have incre;L<;ed between t993 and 1996 if the only change 

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

TANF Per/Of1: 1996·98. Welfare participation declined by roughly 33 percent between 1996 und 

1998, und TANF was a major contributing factor. Roughly onc~thjrd of the decline is du!! to TANF. 

Eco:lOmic factors are still imponanl in drnwing people off welfare, bUl since the unemployment' rate 

has dccl;ned reiatively little since 1996, it accounts for just 8 to 10 percent of the decline in 

parlidpati(,n over this period" Higher minimum wages accounted for about j 0 percenl or the drop in 

participation, and reduclions ill cash benefits accounted for an additional 1 to 5 percent decline. The 

remaining share is unexplained and m,!y be due to other changes in policy, practice, or behavior. 

ALTERNATIVE SP£CJF'ICATIO~S 

Several <tltcITll.uive specitications' were estimntcd to examlne the robustness of the findings. and some 

of these results are reported in Table 4., All of the models in Table 4 include $tatc~.spccjfic time 

trends, and the estimates from Model I of Table 2 (,'Baseline") are listed for comparison. 

II has been arg~ed that analyses of waiver policies should not utilize population weighL'i (Martini and 

Wiseman, 1997). Comparison I demonstrates that the effects of wai,:,crs, T ANF, cash benefits. and 

the unernployrncnt rate are not very scnsiti ve to whether weighting is used. However, the effects of 

the minimum wage arc substantially lal'ger when the weights axe not used. 

Quite often it is said tbat welfare reform would not have been as effective in reducing caseloads if it 

had not been for the strength of the labor market. This hy?otnesis is tested in Comparison 2 by 

df(x;l it: 11\:: siale in the given ycur, ",here the weighls att: c(jcld to the share of the yenr thaI the res;x:clive minimum 
w:t~ in cffl'C;. 
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Table 4. 
Alternative Specifications of Model I 

(Coefficient estimates arc multiplie~ by 100) 

Baseline 

Modell 

Beta I-stat 

Co~p~ris~r:~!~~~ 
Without 

Populatloll Weights 

Beta Ha~u 

Comparison 2 
Policy & Economy 

Interactions 

Beta t~~>lat 

Comparison 3 

Changing Economic Effects 

Model A t-,'lodel B 

aetn t-stal Beta t-stat 

Comparison 4 

With Leads of 
TANF and Waivers 

Beta t·stat 

Comparison 5 
Population as an 

Explanatory 
Variable 

Beta I-s!al 

Any waiver -9.40 2.90 ·7.34 2.95 -1.90 0.21 -S.R6 2.42 -9.34 2.54 -5.5:'1 1,82 -8.29 3.01 
Any waiver, lead -6.84 2.39 

TANF -18.84 4.37 -18.04 2.38 -46.23 2.77 ·21.28 4.23 -22.07 4.14 ·15.19 3.20 -15.94' 3.94 

TANF, lead ...U4 1.19 

Log max, monthly benefit 14.9& 1.93 20.92 3,34 ·5.44 0.78 ·6.99 0.87 -6.10 0.75 14.91 1.95 29.06 4.27 

Log monthly min. WR,gC -39.59 4.02 -67,)1 4.01 -53.00 3.73 ~51.59 3.81 .47.44 3.44 -40.28 4.26 -1 S, 14 lAS 
Unemployment rale 
CUrrenl ·0.36 0.74 0.63 1.36 3.2i 8.51 3.17 8.80 -0.26 0.54 0.74 1.70 
One lag 1.50 2.40 l.EO 3.23 1.51 2.44 1.25 2.31 

Two lags 4.27 8.92 3.66 8.12 4.17 8.78 2,68 6.04 

Currcnl'"1976-80 1.48 1.93 

Curreot"'1981-86 1.20 '/,97 

Current"1987·92 3.87 6.03 
Current'" 1993·98 4,37 3.54 

\Vaiver"'Currcnl -1.01 0.63 
T ANP·Current 5.32 157 

f:?~S~~I)\jlation und;~r 65) -136.77 4.62 

All models include slate effec($, year efft'c~, and ~t.al<>specific lime Ilends. E~tima:te." usc the population under 65 as: weights and robust calculation of standard errors. 
except in Comparison 1 where the \veights are nOI U5f"(}. 
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interacting the unemployment rate with the waIver indicator and with the TANF indicator. 16 

Although lhe precision of the estimate of the i1lter~ction between TANF and the unemployment rate 

is slightly below standard lcvc:s for detelTI'.ining stmistic;}l significancc (with a p-v<llue of 0, 12), the 

coefficient estimate impjic.s thal TANF policy is more effective when unemployment is low, For 

ex~mple, after adjusting for other factors, TANF is estimated to reduce participation by 14.8 percent 

if the unernpioymentrate 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 !V1ichlgan when it implemented 

TANFin 1996). 

II has been argued that the dfects of waivers may be accounted for by an increase in the sensitivity of 

the caseload to labor market conditions ip the 1990" (Moffitt, 1999), For this argument to hold, 

economic conditions mUSl be correlated with waivers, the caseload must have become more sensitive 

to the unemployment fate over time, and the model must not have allowed the effects of the 

economic factors to change over time. Comparison 3 (Model B) tests this hypothesls'by allowing the 

effects of the unemployment rate to differ between four periods: 1976-80, 1981 ~g6, 1987-92, and 

1993-98, (While Model 13 allows the eHects of unemployment to vary ticnJSs lime, it does not 

include lagged unemployment effects. Therefore, the baseline model, which does not incorporate 

lime-varying unemployment effects, is re~estimated with no lags in unemployment so that proper 

comparisons can be made. This specification appc:lf:; as Model A in Comparison 3.) Indeed, the 

cascload has become more sensitive over the pa.;';lIWO decades. A one percemage poiru iIicrease in 

unemployment led [0 an increase in welfare. panicipution of 1.5 percent in the 1976-80 period, 3,2 

percent in the 19SI~S6 period, 3.9 percent fro:n !987-92, and 4.4 percent since 1993. (The J976-80 

)1crlod is statistically signific~mt!y difiCrent froll1 each of the other three periods, but the three laner 

periods are nol statistically significantly different from each other.) This rise may be due to the fact 

lhat most of the Changes [0 AFDC introduced by waivers and TANF emphasize employment. This 

also suggests tbat the estimates of the contribution of the unemployment rate reported in Table 4 may 

be a lower bound, Most importantly for this study, bowever, the effects of waivers and TANF are 

'1'111 refllll;. fA!ople who make ~1J(.!h ~lalcments arc sotll(.!limc'; c!;ferrlng 10 the (.Ercd effect d lnbor market 
conditions on pllrticipatinl1, and nOI the inleractiOn, 
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robust to this specification, changing very little from the ba,>eline model. 

Comparison 4 permits "lcad" effects of TANF and waivcnt The 1997 CEA !'ludy argued that 

welfare policies 1T',ay hegin LO have 3:1 effec: O[i behavior ir. the year leading up to their enactment 

because of tbe heightened nwareness generated by the debate surrounding their p'l!>sagc. Indeed. the 

1997 study found that state ca,>eloads were declining signlricaotly in the year prior to receiving' . 

approval for a waiver. The estimate..<; with the d~hi through 1998 and incorporating TANF imply a 

fairly large and statistically significant association between welfare participation nndJhe one·year 

lead of waivers; the lead of TANF is. not s.ignificant However, it is difficult to interpret these 

estimates. While a true causal interpretation is. plausible, an alternative interpretation is that the ieads 

arc picking up unobserved differences across stales or within states acrO~S time, For example, 

perhaps states with fecently declining caseloads (Of cascloads declining more ~- Of increasing less·

Ihan expected) had slack resources and manpower to 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. n 

The final alternZllive specification, Comparison 5. uses a less restrictive functional Conn by using the 

population variable as an explanatory vafiable instead of using it as the denominator in the dependent 

vafiable, In this model the dependent variable is simply the natural log of the number of recipients. 

The results are fairly st::lble to this. s.pecification change. However, the coefficient estimate on the 

l1iinimum wage, while still negative, is feduced, and ii hat; a p-value of 0, 14. 

\. 

,;;~: 

CONCLUSIONS 

Tbere has been an unprecedented decline in welfare caselOClds. The drop has occurred in every stare 

iii the nation, and jt bus persisted nQw for almost 5 years: In the earlier years, from 1993 to 1996, 

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

!? Mpdc:::: lhnl meldc bgged vnlw.:s ,.! the wHiv"r and TANf indicllor variables were al;;o cx(ullin1!d to dcll!nnine ' 
wllclla;r there wr;s lin effect oftLcse poliey d'mnsc,,- ::hovc ilad o,,::yol1tl lli(: :niti31·ycar chulll,;c. Altllnugh in smTIC 
specificatIOns there were suhslunti;lllaggcd (l;leCIS, the cSlinw!I.:s were quile sensitive tel spccifi..:alion. espct:!.\lly 
s;lmple wdghllflg and indusio!'! of .bt:! rrom CalifornLi lInJ N..:w York. 
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recenl period, from 1996 to 1998, have been very large, and the single most import~lIlt factor thai can 

be identified is the implementation of TANF. PRWORA produced a dramatic change ltl welfare 

policy: work and self-sufficiency became a primary goal; state and local governments were given 

much greater control of the programs they fan; .and states experimented with a host of program 

design changes. The evidence suggests that these changes have c<lused a large drop in welfare 

pllrlicip;.t! i()!~, a drop that i:-; independent of the effects of the strong labor market during this period. 

The c:-;timatcs imply that TANF alone has accounted for roughly one-third of the reduction from 

1996-98, 

The sllOng labor market hl.L'i mtldc work opportunities relatively more auractive. drawing people off 

welfare and into jobs. In fact, the size of the ca"e\oad has become more sensitive to labor market 

changes in recent periods. However, the unemployment rate has not declined as much in the po~t-

T ANF period (1996-98) as it did in the 1993-96 waiver period. As a result, the share of the decline 

in the caseioad that is attributable 10 improvement.; in the labor murkct was much larger in the 1993

96 period (roughly 26 to 36 percellt) thall illlhc 1996-98 period (8 to 10 percent), 

While this study helps to explain !he post~TANF changes in welfare participation, there is much 

about welfare participation that is unknown. In mo~t models·thut were estimated, a large share of ihe 

. variation over time could not Ix explained. The variation across states in welfare policy and 

manageme.nt om; increased a.'I a result of TANF, and the research com"1unity will struggle to keep 

abreast of these changes. Merely documenting the changes, let alone understanding their effects on 

case-loads, WOl k. self-sufficienc.y. child wel1~heing and Ihe likc,.is a major challenge .. 
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Appendix A 
, ' 

Comparison w'th rhe 1997 CEA Study' 

A replication of the estimates reported in the 1997 CEA study is provided in Table A2. There are 
" 

five reason~ why the "old" estimates may differ from the "new" e::;~imates: 

~. different lime periods of analysis 

2. different variables included in the models 

3. use of approval vs. implementation dute of waivers 

4, use of calendar vs (heal year data 

5, usc of population u:lder 65 instead of all population in calcuiating participation fate::;, 

All models in Table A2 analyze the 1976-1996 period and include the same explanatory v;Jriables. 

Comparison between the "old CEA" estImates and the estimates in Model J of Table A2 shows that 

the effects. of waivers are larger when calendar year. data is used in~[cad of nsca! year data" This 
. . . . 

finding is not surprising because the caseload continued to decline at the end of 1996. and some of, 
this decline j,:; attributed to waivers in Model L l~ Table A2 also demonstrates that the effects of 

waivers is somewhat smaller when the implementation date (Mode,IIV) is used instead of the 

approvaJ date (Model II). U.;,;e of the population under 65 (.\iodellV) instead of the tow I population 

{Modellll) in the denominator of the recipjency rate alters the results very little. 

Although tbe usc of tbe implementation date instead of the approval d'lte and a different populatjon 

control docs nm aller our results substantially, two other choices do. Fi~t, we include tt second lag 

of the unemployment f<lte in OUf models in the current study (Table 2)_ The effect of the secOI;d Jag is 

quite large and precisely e!'tim:lted. It turns Ollt thaI th~ inclm;ioll of the second lag explains an 

important difference in the reported results between the two studies. With only one lag in 

ullc:npJoymcnt, the 1997 study found that unemployment could explain 45 perce;)t of tbe change in 

:rtSume cr !he ef;cCL~ of waiver;; in 1996muy be picking up !he effects of PRWORA,,(ll' the heighlened puhiir 

awareness of n:form prior 10 PRWORA (!\1offiu, 19!>l9j. Re~c5lim:ml1g Model IV in '1':.'.hle A2 without 1996 dt\tn 

leads to a coefficient on the waiver dummy of -3,65- {t-stHlislic of I,60}. 
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paI1icipatior. from ;993-96, (See Table 3. column labeled (3), in the 1997 report.) Usmg the 1976

1998 data, ;:mc the fun specification reported as Model I ir. Table 2 but without the second ~ag in 

unemployment, we nnd results that are ulmoM identical to those reported in the 1997 s~udy: 

unemployment explains 42 percent of the change between 1993 and 1996. But with the second lag 

included. the share exp:aincd by unempiclymcnt falls to 26 percent. Ther~fore, the specification of 

the Ing strw:::~urc does alter the results from the sirr.t:lations. However, the effects of waivers change 

very little with the specification of the l<tg structure of unemployment: the share explained by 

waivers hetween 1993-96 based on Model I in Table 2 is approximalely 15 percent \vith either O:1C 

or ~wo lags. 

The swdje::. also differ in their findings regarding the Importance of waivers. However, the primary 

difference is not due LO different e..stimatc;; within the same specification, but in the cholce of which 

specifica~ion to emphasize. The J997 sludy empha.'iized results from a speclfication That included a 

lead value of the waiver vanables (model 6 .in Table 2 of the 1997 report) while the current study 

¢mphaslzes modelsYlat exclude the Jeads (model 3 in Table 2 of the 1997 report). As described in 

the 1997 technical report, ",n il may be that the waiver application process, [he publicIty surrounding 

it, and potential cbanges in case workers' behavior and attitudes. may provide a signal to potential 

recipients that the environment in which t:-tc welfare system operates is about to change. It may lead 

some Individuals contemplating applying for benefits to find other sources of income support, 

whether from work or elsewhere (p. 15)." While this is a plausible scenario, an alternative 

interpretation is thaI the leads arc picking up unobserved differences aero:;s states or within states 

across time, For example, perhttps states with recently declining caseloads (or easeloads declining 

more -- or increasing leS!> - :han expected) had slack resources anc. rnanpower to design and suD!"!.i! a 

waiver. For thi .. reason, the current st:Jdy uses the simple COlltemponii1eous value for waivers and 

TANE 

Exdudll1g the leads does not change ibe estimates of the effect of ~memployment rates. However, 

the waiver effecu; arc substantially smaller without the leads. As reported ir. Table 3 of the 1997 

.-ltudy, the shan:: of the 1991·96 change expiained by waivers falls from 31 percent if the leads are 
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i~lcluded 10 13 percent if the leads are not Included. The 13 percent e'stimate in the 1997 study is 

'comparable to the esti,mate of 14.6 percent in Table 3 of the current study. 

OIlier that: thes?:,differences, the updated study is quite consistent with the earlier report. Most 

in;portantly, strong labur markets, as measured by the :-memployment rate. and welfare waivers 

played important roles in explaining the declines from J993-96, The new study huilds on the 1997 

report and finds that TANF has had an even more profound effect on participation than did waivers. 

26 




Table Al. Dates of TANF lmplcmentlltion and Major Welfare Waiver.; 


Date of Fir;;! Majer Waiver TANF lmriemcnlation 


Approval lmplcm::ntalioll Ofl1dal Aclual, if Different 
from Official 

Ah,bll!;;~ Nov"mbm,% 

Al;l~k~ 11l1y·97 

'\liwn~ M;;y·9$ N"\'cml:J~r-95 ~HIix:!·')6 

Ar~:mSlTh AJlril·94 July·94 July,97 

California Octobo!{-92 D~mber-<;I2 Nevemoor·% Jarmary·98 

CO:o.'";ldD July·,)? 

c.cU\<Xlfc\>1 A~h,hl-')4: J;II)IJa1y-Ol6 Od<.>bc,,% 

llebwiltli 114&),·')5 ()ctut;"r·95 M:ueb,91 

DC Mm:b·91 

Flllril1l JIlr,c·<;6 Otlu.'lcr8b 

'''''''f'" Nt)vcmbl;l,'IJ 1.lIIuary·<:4 Jnmm;;,'n 

ll11wuii hme,94 lwruuf,'-97 July'V? 

J\J:mo A~g<l~I'% July·t17 

IIbn"i~ NovernOOr.93 Nllvember_93 11.11)'_97 

hJil'll;l. Ikccmbct·94 M~ly-95 OW'\>.:r8() 

I"wu Ao&OM·9~ Oelohef-9J J:I.'I:uty.?l 

K;ms:J,S Cktober·9(, 

Kcultid'f October,\)(! 

i'<>I<isiwu )lIOOlliY-y1 

Mmn>: Jupe'% No~<!mt>:r·9!,j 

M:llylMd Augu~HtS Mm:n.% l),;,temVef·96 

MasSlthu ... ·!I;s AulJ;uSl·95 N<w~mber-95 Sepb.l!l1ber·<J6 

"'L~hlj;1IIl Augusl-92 O~1l)oor-92 $~pwmi'l<Jt.\l6 

Minn~~otn Jul~·\i7 

Minirti(>l» Septembe!-·<J5, Ochibo:r-9S Octo\:!et·96 J\lly-91 

Missouri April·95 Il1n1'--9~ j)~111b!:t_96 

M,)I1t1J1II Af>I"iI·'J5 PWru·1fY_% Fcbnm,y.')7 

Ntt>HI,ka F..'lmlnry-');'i O~lDh"_'f.95 j)"ctmh¢f·9(; 

N.:va<!.. D!:OOlIhet·% 

N.:w H:unpsllift' Jupe,% OCttibo!f·96 

N~w )Cfll<!y July·<)2 {klut..rr-')2 February,,9? JII1;"",,7 

:--lew Mni"!J 11.1y·91 

New York Dce.;mb¢f.<Jo Novmnbcr·97 

Nm1h Cnro1illo Fcbruary-96 July_96 JOl1unry·97 

NUllil [l~kCl" July-In 

Olli" MJlf,,·'j(, JuJy·!J(, 0;::1,l:tr-% 

OH;.hcrr ... O~lohel·96 

Orego."1 1uly·'}2 p".,hruruy,,93 Oclo!x:r.% 

I'.:maylv:loi:; Mllf>:h·;n 
!tbm.h" lsbnrl May.\ii 

Sool/l C;uaillia M.l.),'';ll' Ocl\lb(;I·% 

SOOlh Doi.ol:~ M:lfcll-<J~ JU!\e.94 Dec.:mbcHi{i 

TCIIIl"'Sw<: luly·'H, Sl:plt.1!lber-96 Ocwbcr-% 

Texas M",ch.<jr, Jlmc-'J(i N"vclllh~'t.% 

Ulai> OcI"ooHil Jallu;,ry_"} Oclubcr·96 

V~"mml April-,}} July·94 5~ph::mbcr·% 

V,lg:nin July·9S )ul}-9S FehfUlfy·91 

Wm;i'(>:£l,m Sl:jJl>!lJ'rn:r-9;'> J1\!IIlf\:;,-96 JUlUI)·9i 

Wt:f,( Virga,ia J:muruy.y; 

Wisconsin June_';4 jalU!llf)'-96 Sqrtcmbel·96 Scp!ember,S/1 

WY'-'llljng JanU~IY·97 

a"I1;.,,_ Mexkli imp!cmen:r.d jl~ TA;-"'F p:ut;ram in July 1,97, II WM fmmd '.InCoflst1iu:i(>nll: \1\ S('.;>lemhef !9~7 
A n:vbed TANF prog:am was Impll.-·TIK!fl\I.!U in April l\lSl!:!, 



Table A2. 

~Old eEA" Compared with "NewCEA" for the 1976~1996 Period 


(Coeffi<:ient estim.tlcs multiplied by 1(0) 


NewCEA 
Old CEA Modell Model II Model III Model IV 

Rela I· !.lntistic Bet1t HJAltislic Be'" l,slati~lic Beta ( ·slatistl(: Beta (-statistic 
Any wal\'c! 5.17 2.91 -6.74 3.33 ..{}.81 3.33 -5.66 /..67 ;?l 2.67 
Unltmp!Qyment 
Cunent -090 2.09 -0.58 US ·063 1.28 -O.6! 1.24 -0.66 l.ll 

I<agged 4.97 11.83 4.60 9.50 4.66 9.52 4.61 9.47 4.67 9.49 


Log max. monthly benefit 7.93 1.65 6.57 1.02 5.75 0.88 7.06 U19 6.23 096 


Years 1976-1996 1976-1996 197(.... 1996 1976· [996 1976-1996 
Date of wa!"t:I.~ Approval Approval Approval Imp!ementation implementation 
Population All AI! Under 65 All Uru..let 65 
Calendar vs flscal Fiscal Calendar Calendar Calendar Calendar 

All models include stafC effects, year effects, and state-specific time trends. "Old CEA" refers to Ihe estimates for Model 3 in 
'table 2 of the 1997 CEA report To be consistent wilh the 1997 CEA repQrl, Ihe wal'VCrln WesLVirginill is assumed 10 be a "major" waiveL 

,. t , 
:1"yt 
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