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of these reforms to date. Seven “lessons” of potential interest to European
observers are discussed, with particular attention to the conclusions of more recent
research. Such research indicates, for example, that more effective programs
contain both positive and negative incentives, utilize work-first as well as job
training programs, and provide some important supports beyond just job and work
skills. The paper ends with some speculations about why European policy-makers
are becoming more interested in U.S. welfare reform experiments than they have
been in the past.
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In the 1990s, the organization of means-tested support for low income families changed
dramatically in the United States, with reductions in the availability of cash or in-kind
support for non-working families, substantial increases in support for working families,
and the devolution of program decision-making from the federal to the state level. This
change was driven in part by a desire to provide stronger work incentives for low-income
single mothers and avoid “welfare dependence”’, typically defined as long-term use of
public assistance. Other frequently-mentioned reasons behind these program changes
included a desire to allow more state discretion and impose fewer federal mandates, and a
desire to reduce rising rates of non-marital childbearing.

Such concerns have not historically been part of the conversation about social
assistance programs in many European countries. In fact, U.S. welfare programs have
frequently been viewed by Europeans as too limited and too punitive, resulting in
unacceptably high U.S. poverty rates. It istherefore somewhat surprising that some
European policymakers have been deeply interested in the lessons of U.S. welfare reform
and have even tried to adapt recent U.S. reform efforts to their own societies. For
instance, the UK has adopted the Working Families Tax Credit, modeled on the U.S.
EITC program. The Netherlands has moved to privatize parts of their disability, public
employment and social insurance administration to increase efficiency (Evans, 2001).
Some German cities have even experimented with time-limited public assistance (Feist
and Schéb, 1998)

In this paper, | discuss the potential relevance of U.S. welfare reform to European
concerns. The first section briefly summarizes the nature of the U.S. changes and their

effects on behavior and outcomes among the low income population. The second section



discusses potential lessons of interest to European observers. The last section presents
several hypotheses about why the European and U.S. conversations on public assistance

program design moved closer to each other over the 1990s.

I. U.S. welfarereform in the 1990s
Because so many people have written summaries of U.S. welfare reform, | use this
section to only briefly outline some of the key changes occurring in the U.S. during the
past decade.EI Program changes occurred in two magjor areas, the design of cash assistance
programs and the availability of work support programs. | discuss each in turn and then

describe the rapid behavioral changes that occurred following these policy changes.

A. Changesin cash assistance and related programs.
In 1996, the U.S. passed the Personal Responsibility and Work Opportunity
Reconciliation Act (PRWORA). While controversial, the bill passed the Congress with a
relatively high degree of bipartisan support. Among its major provisions were:

» Devolution of greater program authority to the states. PRWORA replaced the
primary cash assistance program for low income families, Aid to Families with
Dependent Children (AFDC), with ablock grant, the Temporary Assistance for
Needy Families (TANF) block grant. Thisremoved most federal eligibility and
payment rules, giving states much greater discretion in determining the eligibility
rules and design of cash support programs.

» Changesinfinancing. The TANF block grant provides afixed amount of federal
money to the states. Thisis quite different from the matching grant provisions
under AFDC in which federal funds moved up or down with state funding.

»  Ongoing work requirements. By 2002, at |east 50 percent of all familiesreceiving
TANF support were required to be working or in work preparation programs.
States were given great discretion in designing and implementing such programs.

! For adetailed discussion of these changes see Blank (2002, forthcoming) or Blank and Ellwood (2001).



The law treated caseload reductions as similar to work, however. Thus, astate
which reduced its caseload by 60 percent would meet its work requirement
regardless of how many current or former recipients were actually employed.
Because al states experienced large casel oad reductions, the pressure to meet
work requirements was much reduced.

In addition to these changes, PRWORA also encouraged states to implement
programs that would reduce out-of-wedlock child bearing; it limited eligibility to Food
Stamps and Supplemental Security Income (the cash assistance program to low-income
aged and disabled individuals); and it greatly restricted the access of legal immigrants to
al forms of means-tested public assistance.

States were required to replace AFDC with their own TANF-funded plans for
cash assistance within ayear of PRWORA'’s passage. Virtualy al states took advantage
of their newly-granted discretion to make major changes in their welfare programs, but
different states made very different choices. By the early 2000s, U.S. public assistance
policies across states had become extremely diverse. Seven of the most important
program elements that vary greatly across states are described here.

Benefit levels. States have always been able to choose their own benefit levels
and in some ways this part of the system has changed the least. There always were
substantial differencesin dollars paid to low-income families across different states. The
primary trend in benefit levelsin the 1990s has been inflation erosion (atrend visible
since the early 1970s). The median benefit level across the 50 states fell from
$480/month for afamily of threein 1990 to $379 in 2000, amost entirely due to inflation
erosion (both numbersin 2000 dollars).

Earnings disregards. There were relatively limited and federally-determined

earnings disregards in the old AFDC program. Most women saw their benefits taxed



away at asimilar (high) rate across states as they went to work. Many states devel oped
TANF-funded programs with much higher earnings disregards, hoping to provide a
greater incentiveto work. The magnitude of this effect can be calculated by estimating
how much awoman would receive in cash benefits if she went to work at $6.00/hour
(dlightly above the minimum wage) for 30 hours per week, with no additional income.
Before the passage of PRWORA, this woman would have been ineligible for any cash
assistance in half the states. By 2000 most states would have provided some support to
this woman; in 28 states the support would have exceeded $1000 over the first two years
of Work.EI

Welfare to work programs. States began to expand their welfare-to-work efforts
in the early 1980s, but these efforts increased further after the passage of PRWORA. By
1999, 38.3 percent of the public assistance casel oad was engaged in work or job
activiti &G.EI The exactly nature of these programs varies across states. Most states are
focusing almost entirely on “work first”, that is, getting recipientsinto ajob as soon as
possible without concern for additional job training or skill development. Programs
focus on narrow job preparation skills (interviewing, organizing child care, etc.) and job
search assistance.

Sanctions. If expanded earnings disregards provide a positive incentive to go to
work, sanctions provide the negative incentive. Sanction policies penalize individuals on
public assistance who do not follow the rules, most commonly individuals who miss
required job preparation or job search sessions. Sanctions vary in how much they reduce

benefits and for how long. Pavetti and Bloom (2001) classify 25 states as “ strict”,

2 For more information on these cal culations see Blank (2002, forthcoming).
% U.S. Department of Health and Human Services (2000, Table 3:1).



including a number of states that impose permanent full benefit losses on families of
noncompliant individuals. They classify 13 states as “lenient,” imposing only temporary
or partia reductions.

Time Limits. PRWORA enacted a 60 month time limit on how long individuals
could utilize TANF-funded benefits. At their discretion, states can set shorter time limits
or provide state funding beyond 60 months. Seventeen states have time limits of less
than 60 months for some families, 26 states use the 60 month federal time limitsand 8
states have not imposed mandatory time limits on all benefits. For instance, severa states
impose time limits on adult recipients but continue benefits for children (Pavetti and
Bloom, 2001).

Diversion. PRWORA ended the national entitlement to public assistance, hence
states can now deny assistance to individuals deemed “work-ready”. A number of states
impose various screening devices to “divert” people from welfare. Some states impose
work search requirements on applicants prior to allowing them onto welfare; others
provide one-time cash assistance in lieu of ongoing public assistance.

Work Support Subsidies. States have recognized the need to help families with
work-related expenses, especially child care subsidies. In 1996 state and federa
governments together spent $32.4 billion on AFDC, with 76 percent of that going into
cash assistance. By 2000, total spending on TANF was $26.4 billion, with only 41
percent going into cash assistance (Weil, 2002). Bigincreasesin child care,
transportation assistance, and funding for work programs displaced cash support.

These changes dramatically reconfigured welfare programsin the United States

by the early 2000s, with great variation across the states in their individual programs. In



contrast to earlier years, where analysts could categorize states as more or |ess generous
on the basis of their AFDC benefit levels, it is now very difficult to determine alinear
ranking of state generosity. Some states with higher benefit levels have much stricter
sanction policies. Some states with lower benefits have much higher earnings disregards.
Thismakesit increasingly difficult to analyze welfare reform at anational level in the
United States. By 2002, there was not one, but 50 welfare programs in the United States.
It should be clear, however, that virtualy al of these changesincreased the
incentives to work. Work-requirements, sanctions, time limits, and diversion limit access
to cash support among low-income families and push them towards empl oyment.
Greater earnings disregards and child care dollars provide positive incentives to work.
Regardless of which program mix different states selected, they al pushed recipientsinto

employment more rapidly than the old AFDC program.

B. Changesin other programs, particularly tax programs

While the changes enacted in 1996 with PRWORA were important, they are only
one piece of the policy changes affecting low income families over the 1990s. Several
other changes were also highly important.

First, the Earned Income Tax Credit (EITC) was greatly expanded in the early
1990s. The EITCisarefundabletax credit operating through the federal tax system that
subsidizes low wage workers in low income families. Nonworkers receive no subsidy.
Workersin low income families with one child (two or more children) can receive up to
$2353 ($3888) in subsidies astheir earningsincrease. This provided a substantial

increase in the returns to work for families with children and has been linked to increased



labor force participation among single mothers (Meyer and Rosenbaum, 2001; Ellwood,
2000) ¥

Second, minimum wages rose over the 1990s, from $3.35 at the end of 1989 to
$5.15 by 1997. Thisleft the real minimum wage in 2000 10.8 percent above itslevel in
1989. There appear to have been relatively few unemployment effects from these
minimum wage changes (Bernstein and Schmitt, 1998).

The combination of a higher minimum wage and an expanded EITC meant that
the lowest wage workers (among low income families with children) substantially
increased their employment returns. A single mother working full-time at the minimum
wage in 1989 received atota of $10,568 (in 2000 dollars) from wages combined with the
EITC. The same woman working full time at the minimum wage in 2000 received
$12,653 if she had one child and $14,188 if she had two children.

Third, there were expansionsin child care assistance, even beyond the increased
TANF dollars states put into child care subsidies. The Child Care and Development
Block Grant grew rapidly, providing additional dollars to the states to subsidize child care
among low-income families. Asaresult, child care dollars available to low income
families from all sources increased from under $2 billion in 1992 to amost $10 billion in
2000 (Gish, 2002, Figure 3).

Fourth, while the U.S. continues to lag European countries in the availability of
health insurance to low income families, there were significant expansions in the
availability of health insurance over the 1990s. All low-income children were eligible for

the public health insurance program, Medicaid, by 1999. Women who left welfare were

* For workers out of the labor force or working few hours, the EITC should increase work incentives. For
workers in the upper range of EITC dligibility, it may have work disincentives. The National Tax Journal,
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able to continue their Medicaid access for severa yearsin many states. And at least a
few states began to experiment to state-subsidized health insurance schemes for low-

wage workers who did not receive health insurance through their employers.

C. What Effects Did These Changes Have?

The nature of support available to low income families within the United States
changed dramatically over this past decade. The system evolved to provide substantial
support for working low income families, with much reduced support for non-workers.
Federal dollars available to support working low income families increased from $11
billion in 1988 to $66.7 billion in 1999 (Blank and Ellwood, 2002). Dollars paid in cash
welfare support for (largely nonworking) families headed by non-elderly, non-disabled
adultsfell from $24 billion in 1988 to $13 billion by 1999 (all numbersin 2000 dollars.)
Cash assistance became far less available, welfare recipients were pushed to find
employment, the returns to low wage work rose, and the availability of work supports
(child care and health insurance) increased to low income families.

Not unimportant, these changes ook place at the same time as a major economic
boom. The U.S. unemployment rate remained at or below 5 percent through much of the
late 1990s. Wages among less skilled workers started to rise in 1995, for the first time
since the late 1970s (Blank and Schmidt, 2001). This meant that the macroeconomy
reinforced and supported the legidlative changes over the 1990s.

As Figure 1 demonstrates, caseloads -- the number of families receiving
AFDC/TANF assistance -- plummeted over the 1990s, continuing to fall through 2001.

By the early 2000s, TANF casel oads were about 40 percent of AFDC caseloads only 6

December 2000, Vol 53(4, part 2), contains a series of articles on the design and effects of the EITC.
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years earlier. While the 1996 legislation influenced this decline, it was clearly not the

only cause, as these casel oad declines began two years before PRWORA was enacted.

Figure 1
Total AFDC/TANF Caseloads
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At the same time, work among single mothers soared. Figure 2 shows labor force
participation changes among four groups of women between 1989 and 2001. Single
women without children worked at a high rate throughout this decade. Married women —
with and without children — continued a long-term trend toward increased labor force
participation. If anything, this trend lessened dlightly in the late 1990s. But single
women with children — after amost two decades of stagnant labor force participation

rates — experienced a 10 percentage point increase in labor force participation.
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Figure 2
Labor Force Participation Rates for Women
by Marital Status and Presence of Children, 1989-2001
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Source: Authors' tabulations of March Current Population Survey data, for women aged 20-65.

Thisincrease was strongly driven by changesin labor force participation among
very low-income women. Figure 3 shows the rate of labor market involvement in March
of each year among those women who report receiving public assistance in the previous
year. In 1989 only 31 percent of 1988 welfare recipients were working. By 2000, this
had jumped to 57 percent. In March 2001 the share of welfare recipients from 2000 who
reported work fell aimost 10 percentage points. This reflects the much smaller casel oad
decline between 2000 and 2001, as well as the slower |abor market among those who did

leave public assistance.
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Figure 3

Labor Force Participation Rate in March among Single Mothers
Who Received Public Assistance during the Previous Year, 1989-2001
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Source: Authors' tabulations of March Current Population Survey Data. Includes all women aged 20-65
who report receiving public assistance in previous year.

Falling caseloads and rising labor force involvement also occurred simultaneously
with overall declinesin poverty. Among single parents, poverty fell to an historically
low rate of 24.7 percent in 2000. The declinesin poverty were not nearly as large as the
declines in welfare usage, however, resulting in arising share of workers and working
families among the poor. Most analysts who have looked at overall income changes
among single mothers over the 1990s conclude that incomes rose somewhat (not by large
amounts) among most women (Haskins, 2001; Jencks, Swingle and Winship, 2001).
There is some evidence of small income declines among a small share of the most
disadvantaged, perhaps consistent with the expected effects of time limits and sanctions.
Our understanding of the full impact of these policy changes on the overall well-being of
the low-income population remains quite limited, however. We have inadequate
measures of the changesin work expenses, in work time versus time with children, or in

housing and family situations.
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A key question of interest has been how much of the changesin caseloads and
employment were due to policy change versus a strong economy. In areview of the
literature (Blank, 2002, forthcoming), | discuss the real difficulties of doing this analysis
inacredibleway. The strong labor markets and the policy changes interacted in a variety
of ways that make separating their impacts difficult. Most studies, however, suggest that
both policy changes and economic changes were important over the 1990s. Neither of
them, alone or together, fully explains the magnitude of change, however. There seems
to have been a behavioral shift in the willingness of the low-income population to both

enter and leave public assistance over thistime peri od."i_'I

Il. Lessonsfor Europefrom thesereforms

A growing number of authors (including myself) have written papers describing
the “lessons’ of U.S. welfare reform for European observers.EI Hence some obvious
lessons have been already much discussed and | list them here only for compl eteness.

Economic expansion is a wonderful thing. It’'s very useful to have astrong
macroeconomy if you want to implement work-oriented welfare reform. Economic
growth remains the best way to stimulate job creation for low-wage workers. The U.S.
was ableto move as far and asfast asit did on welfare reform in part because job
availability was never an issue. Reasons behind the strength of the U.S. economy over
the recent past decades have been much discussed in U.S./European contexts, with an
ongoing debate about effective policiesto alleviate high and persistent unemployment

rates in many European countries. Changesin the behavior of U.S. welfare recipients

® Other reviews of this literature include Grogger, Karoly, and Klerman (2002) or Moffitt (forthcoming.)
® For instance, see Blank (2001), Haveman and Wolfe (2000), or Ochel (2001b).
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over the late 1990s provides only one of many possible examples demonstrating the value
of long-term economic expansion and job growth.

The EITC wage subsidy is an innovative and effective program. The EITC s
probably the most discussed U.S. policy innovation. The idea of work-conditioned
benefits has spread, particularly among English-speaking countrieke.JEI The EITC design
has several advantages over aternative wage subsidy schemes. First, becauseit istied
into the tax system it can be limited to low wage workersin low income families, rather
than being paid out to all low wage workers. This makes it a much more efficient anti-
poverty tool than something like a minimum wage. Second, becauseit is paid only to
workers (and employers are often uninformed about which workers get it and which do
not) it should have few displacement effects or wage effects. Third, for the same reason,
it should not have the “stigmatizing” effect that some worker subsidies appear to have
created.EI Research on the effects of the EITC (cited above) indicates that it has been
important in increasing labor supply among less skilled women with children.

Welfare-to-work efforts can be effective. The U.S. has been aleader in pushing
work requirements among public assistance recipients. States experimented with
welfare-to-work programs throughout the 1980s and the 1990s in the United States, and
many of these experiments were evaluated with highly credible randomized evaluations.

The result is a substantial body of evidence on the effectiveness of welfare-to-work

" Ochel (20014) notes that Australia, England, Ireland, Canada, Finland, France, New Zealand, and the
United States all currently have some employment-conditioned benefits.

8 There are, of course, some disadvantages to the EITC design aswell. Most notably, being tied to the tax
system meansthat it is largely paid out as alump sum at the end of the year. While the evidence suggests
many workers actualy like this as aform of “forced savings’ it does limit the availability of EITC
subsidies to pay ongoing monthly expenses. Dickert-Conlin and Holtz-Eakin (2000) present models of the
potential impact of various wage subsidy schemes.
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programs in reducing welfare usage and public costs, and increasing labor supply.£I This
evidence has been particularly important in the U.S. in persuading people across the
political spectrum that these programs can work effectively. Combined with the recent
success of the U.S. in reducing casel oads and increasing employment among ex-
recipients, these studies are drawing increasing European interest.

These three lessons have been highlighted in a variety of existing discussions of
U.S./European welfare issues. | want to focus the remainder of this chapter on the
guestion “ Six years into the U.S. experiment with welfare reform, what else have we
learned?’ Some of the additional “lessons’ listed below have emerged more clearly in
recent years as we gather additional evidence on the results of the U.S. reform efforts. |
would argue that there are four additional areas where the results of U.S. welfare reform
efforts may be relevant to the policy concerns of at least some European nations.

Sticks and carrotstogether are better than either alone. One of the most
controversial aspect of the U.S. program changes are the negative incentives — time
limits, sanctions, and diversion — that are built into their structure. These are punitive
measures, they leave some families with amuch lower level of benefits or no benefits at
al. Although some predicted that caseworkers would not be willing to actually impose
sanctions or other benefit limitations on many families, the U.S. evidence suggests that
al states are enforcing sanctions. Time limits are still abit early to assess; only in late
2001 and early 2002 did the first group of women who were continuously on welfare
since TANF was enacted begin to hit the 60-month time limit set in many states. At

present, we simply lack data on the long-term effects of time limits. Severa states had

® See Gueron and Pauly (1991) for a summary of much of the earlier rsearch and Bloom and Michalopoulos
(2001) for a summary of much of the key 1990s research.
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shorter time limit clocks or experimented with time limits prior to the 1996 legislation, so
there is some limited evidence on their i mpacts.lEI

All of these policies essentially limit the entitlement to cash public assistance,
either enforcing behavioral requirements (such as work search) or limiting the availability
of cash assistance. AsBesley and Coate (1992) point out, linking such requirements
with public assistance payments can help deter welfare participation among those who
could find ajob on their own.l""_~|

These negative incentives produce real behavioral responses. For instance,
Grogger (forthcoming) indicates that time limits force mothers with younger children to
leave welfare faster. The mgority of evaluations of mandatory welfare-to-work
programs show significant increases in labor supply and reductions in welfare usage
(Bloom and Michalopolous, 2001). The biggest drawback with these programs, however,
appears to be that they show very few income effects. In most cases, theincreasein
earnings is amost entirely offset by the decline in benefits.

Interestingly, positive work incentives — by which | primarily mean higher
earnings disregards — have historically shown little positive effect on labor supply, even
though economic theory would predict that higher disregards mean more retained wages
at low levels of work and should encourage labor supply. Moffitt (1992) notes the
remarkable inelasticity of response to changes in the earnings disregard in historical
studies of U.S. welfare.

A credible national study of the effect of recent changesin earnings disregards

across the statesis not yet available. The most interesting state-specific study, however,

19 pavetti and Bloom (2001) and Bloom and Michal opolous (2001) summarize existing evidence on the
impact of time limits.
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isthe study of the Minnesota Family Investment Program (MFIP). MFIP was
implemented in 1994 and provided a strong earnings disregard, allowing women to
receive some cash assistance until their earnings reached about 140 percent of the U.S.
poverty line. It also required participation in mandatory job search programs. A
randomly assigned control group remained in AFDC without work requirements or
substantial earnings disregards. Hence, MFIP involved both strong negative and positive
work incentives. A subset of the treatment group (also randomly assigned) was provided
with the earnings disregards but not the mandatory work requirements. The results allow
the separate and joint effects of mandatory job search and earnings disregards to be
expl ored.EI

The results are shown in Table 1. When only positive work incentives are
provided through an expanded earnings disregard, this has little effect on labor supply,
consistent with earlier results. But the additional income provided by these disregards
had strong income-increasing and poverty-reducing effects. Once mandatory work
requirements are added to the program, then labor supply increases as well, but thereis
little further effect on income or poverty. In other words, the “stick” of mandatory work
requirements increases labor supply, but by itself this has little effect on overall income
asincreasesin earnings are offset by reduced benefits. But the “carrot” of greater
earnings disregards provides an income enhancing effect. When used together, one gets

the best possible result: increased work and earnings, along with reduced poverty.

™ shroyen and Torsvik (2002) also discuss the role of such program mandates.
12 For more detailed description of the MFIP program, see Miller, et. al. (2002)
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Table1

Effects of I ncentive Schemes within the Minnesota Family I nvestment Program
(MFIP)
Results three years after randomized treatment begins

Difference in treatment group versus control group:
High Full MFIP: Earnings
Earnings Disregards Plus
Disregards  Mandatory

Only Employment
Employment (%) 3.6* 11.5%**
Annual Earnings ($) -191 571*
Annual Cash Transfers ($) 1165*** 614***
Annual Income ($) Q73*** 1185***
Poverty (%) -8.3x** -12.4%**

The controls were participants in the AFDC program in Minnesota
Source: Bloom and Michalopolous (2001, Appendix Tables C.2. and C.3). Poverty data
comes from Miller, et. a. (2000, Table 4.5)

Other programs have shown similar effects. For instance, the Self Sufficiency
Project (SSP) in Canada provided large benefit increases to recipients willing to accept a
mandatory requirement that participants must work 30 weeks or more. Also evaluated by
arandom assignment methodology, SSP shows equally promising results with strong
labor supply increases along with real poverty reductions.

| believe the lesson of these resultsisfirst, that relatively strong measures to
mandate work participation can be effective in accomplishing that. Indeed, the available
evidence to date suggests that work mandates (with strong sanctions for non-cooperation)

are more effective at inducing work than are positive wage incentives. But the second

13 For more detail on SSP, see Michalopoulos, et. al. (2000). Blank (2002, forthcoming) provides more
detailed comparisons between SSP, MFIP, and other related programs.
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lesson isjust asimportant. Strict work requirements by themselves may have little
income-enhancing effectsif they are not combined with some form of wage support for
low-skilled welfare recipients. Low earnings disregards are one way to provide this,
although other types of subsidies to low wage workers may be effective as well.
European policy-makers who want to consider getting tougher with work requirements,
would do well to look at these U.S.-based |essons about program design.

Job training is not superior to work experience. Another result that is emerging
from the evaluations of U.S. welfare reform efforts over timeis the fact that education
and training programs do not seem any more effective in promoting long term labor force
attachment and increased earnings than do work experience programs. In various welfare
reform experimentsin the U.S. during the early 1990s, states tested training programs —
so called “human capital development” (HCD) programs -- against “work first” programs
—so-called “labor force attachment” (LFA) programs. Severa sites (Atlanta, GA; Grand
Rapids, MI; and Riverside County, CA) ran both programs in the same location,
randomly assigning people to each. Other places chose one or the other and evaluated
them against traditional AFDC programs. Severa programs selected somewhat mixed
models, including work-first efforts for some recipients and education and training for
others. All of these sites were evaluated with randomized experiments, making the
results particularly credibl e.ELI

While labor economists are likely to predict that education and training will make

people better off in the long run, these eval uations challenge that assessment. Work-first

LFA programs increased earnings and decreased welfare usage more quickly, while HCD

% For more detailed summaries, see Bloom and Michal opolous (2001) and Michal opolous and Schwartz
(2001).
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programs cost more, particularly in the first year when women were training rather than
working. But even three years out, after women from HCD programs had been in the
labor market two years, HCD participants did not outperform LFA participants. This
may suggest that the gains to experience among women who have been out of the labor
market may be larger than the gains to education and training, at least initialy. Itis
particularly interesting that employment outcomes did not seem significantly worse
among less skilled participants or participants with identifiable barriers to work, such as
child care or health problems. While these groups had lower |abor force participation in
generd, their relative gains from work-first programs were as large as those of more
advantaged women.

Of course, experience and education are both forms of human capital. Other work
(Gladden and Taber, 2000) has indicated that even low wage labor force participants do
receive wage increases over time with experience. But it istroubling that the education
programs by themselves did not appear to produce much in the way of wage gains; the
primary gains that occurred to women in these programs came when they entered the
work force and acquired experience. For instance, while the education programs
significantly increased the number of participants holding a high school equivalency
degree, there was little evidence that this resulted in higher earnings or more work hours.

Asit turns out, the over-time gains in labor force involvement and earnings are
greatest in the “mixed” programs that assign some women to work-first and other women
totraining. Thisimmediately raises a follow-up series of questions about who among the

participants should be assigned to work first as opposed to training programs. But it also
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suggests that ssmply following awork-first strategy or ajob training strategy for all
participants may not be the most effective approach.

The lesson from this research is that work-first programs may be the right
approach for some share of welfare participants. Many work-related efforts within public
assistance programs in European nations have included a strong dose of education and
training. While this may be appropriate for some participants, training programs cost
more and their additional costs may not be necessary in order to successfully increase
work and earnings among at least some public assistance recipients who have little recent
job experience. Since the U.S. has moved almost entirely to awork-first model, perhaps
the correct lesson to be stated here is that the U.S. should integrate more job training and
education into its work programs, while European labor force programs should do less
initial training and experiment more with work-experience efforts.

Finding ajob isjust one piece of moving single mothersinto work. Much of the
policy discussion around welfare reform in the U.S. prior to the passage of PRWORA in
1996 focused solely on jobs: how to help women locate and hold jobs. It is clear that
thisis an important component of any work-oriented public assistance program. But
particularly for the single mothers who often participate heavily in public assistance,
other concerns might be just asimportant in helping women transition into long-term
employment.

Child careis probably the most important element in addition to jobs. Statesin
the U.S. have increased their child care subsidy dollars every year since the 1996 welfare
reform, discovering that the need to help women find and fund child care may be as

important as the need to assist them in job search. Many examples of failed transitions



23

into work are based on situations where jobs require non-standard hours (when child care
is hard to locate) or where unstable and unreliable child care leads mothers lose or |eave
their jobs.

Accessto hedth care is also important, particular for those women and children
with ongoing health problems. We have less evidence on the precise role loss of health
insurance plays in women'’ s difficultiesin job holding, but anecdotal evidence suggests
this can be important.

Hence, akey “lesson” from the U.S. isthat job availability isNOT the only
requirement for a successful transition to work. European nations that provide substantial
support to working mothers (such as Sweden) are in a better situation than the U.S. to
deal effectively with job-holding problems that relate to the availability of child care
and/or hedlth care. Even if some of these nations may face more difficultiesin helping
women locate jobs, they have an advantage in having other work supports already in
place. Hence, they may be able to concentrate more of their program resources on the job
creation and location issue, while in the U.S. more program resources have had to go into
other work supports. European nations that provide little support to working mothers
(such as Germany) need to worry about this lack of support if thinking about work
incentives within social assistance programs.

Both the U.S. and Europe, however, need to be more aware of the barriers to work
faced by some public assistance recipients. U.S. research suggests that between one-
guarter and one-third of the caseload may face multiple barriers to work, including
physical or mental health problems that limit their work capacity, substance abuse

problems, issues around domestic violence, very low skills, English-language problems,
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or child health probl ems.h*?"I Welfare recipients with depression problems are emerging in
anumber of studies as a particularly vulnerable and difficult-to-assist group. Danziger
(2001) indicates that one-third of current and recent recipients meet the criteriafor at

least one of six major psychiatric di sorders.EI Experimental programsin the U.S. indicate
that working with these more disadvantaged popul ations requires more resources, more
time, and more persona attention for these women to become truly “work ready.”

On the other hand, there is growing evidence that a substantial number of these
women can work at least part time. Employment rates among women with multiple work
barriers are NOT zero. Danziger, et. a. (2000) indicate that women with 2-3 barriers
have a 62 percent probability of working at least 20 hours; women with 4 to 6 barriers
have a 40 percent probability of work. Differently designed welfare-to-work programs
and more phased-in employment requirements may make sense for this population.

The difficult issues raised by these programs are three fold, and the U.S. has yet to
find effective solutions to any of them: First, thereis a need to identify persons with
these difficulties at an early stage and direct them into aternative programs. A worst-
case scenario might occur when these women are treated like all others, fail to respond
fully to work requirements, and are sanctioned off public assistance without hope of any
future support. Second, efforts to assist these popul ations are expensive and require a
greater budgetary commitment. Thisis made more difficult by the fact that some highly
disadvantaged persons may not be very “politically” sympathetic, that is, they may be

substance abusers or their mental health problems may make them very difficult to work

1> Zedlewski and Loprest (2001) indicate 26 percent of TANF leavers have two or more barriers to work.
Danziger, et. a. (2000) —with a much more expansive measure of barriers — indicate that one third face
three or more barriers to work.
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with. Third, we still know too little about what programs will help women who face real
barriersto employment. It issimply difficult to treat substance abuse, to reduce domestic
violence, or to help workers cope with depression or lifelong learning disabilities.

Research on the U.S. welfare reform efforts has clearly identified these groups as
special problems. Both U.S. and European public assistance efforts need to do a better
job of finding ways to cope with these more disadvantaged public assistance recipients.

Behavioral patterns can be changed. Those who supported U.S. welfare reform
in the mid-1990s argued that we needed to change the “ culture’ of welfare, that is, to
change the set of expectations about appropriate behavior. Inthe U.S., this meant not
only giving women an expectation that long-term welfare receipt was neither available
nor desirable, but also changing expectations around marriage and non-marital
childbearing.

Thereisagrowing body of evidence that the U.S. has been at least partially
successful doing just this. The evidenceis of two sorts. First, thereis evidence of a
discontinuous change in behavior away from welfare receipt somewhere around the mid-
1990s. Even the most detailed models of caseloads have large unexplained negative
declinesin the late 1990s. Welfare usage seemed to decrease far more than anyone
expected. In some ways thiswas amirror of the late 1960s, when welfare usage soared
far beyond what any change in program parameters would have predicted. Moffitt (1992)
indicates thisis due to an increase in take-up rates among the eligible population.

We have only limited evidence on take-up of welfare among the eligible

population over the late 1990s. With 50 highly-diverse state programsit is extremely

18 These include major depression, generalized anxiety disorder, social phobia, panic attacks, alcohol
dependence or drug dependence.
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difficult to estimate éligibility in national data sets. Thereis clear evidence that take-up
of two welfare-related programs (Food Stamps and Medicaid) appears to have dropped
(Greenstein and Guyer, 2001). Given the ongoing public attention to “getting tough”
with welfare and the implementation of mandatory work requirements and time limits, it
would not be surprising if anumber of potentially eligible recipients were choosing to
avoid welfare or to leave it as soon as possible. (In fact, time limits encourage eligible
persons who have other forms of support to use them instead rather than using up ones
lifetime limit of welfare.) All of this suggests that the U.S. welfare-to-work reform effort
has been successful at discouraging participation among some set of eligibles who have
other options.

The second piece of evidence for widespread behavior changesis the research that
suggests welfare reform is affecting family formation and fertility. Thisevidenceis still
scattered, and indeed, one would not expect to see rapid changes in these demographic
indicators. But agrowing number of studies indicate that cohabitation has increased and
nonmarital fertility has decreased.EI

Thelessonin al of thisisthat attitudes and expectations can be changed. We
have few models within economics to help us understand and track this process, but it
appears that fewer people are willing to enter or stay on welfare and these changes are
greater than the marginal changes in program parameters might predict. Thisis
consistent with arguments that preferences around work ethics and social norms may be
endogenous and can be altered by policy choices (Lindbeck, Nyberg, and Weibull, 1999.)

In Europe, where there is substantial concern with “dependency” in avariety of

areas — such as disability programs or early retirement as well as public assistance or
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unemployment insurance — the U.S. experience suggests that significant behaviora
revolutions are sometimes possible. Such revolutions require major program changes,
combined with widespread public discussion and attention. Whileit istoo early to tell
how permanent these behavioral changes are in the U.S.—much less what the long-term
well-being effects of such changes may be —the U.S. evidence indicates that it is possible
to dramatically affect the attractiveness and willingness of people to receive public
assistance.

Caveats. There are always limits to how applicable one country’ s policy
outcomes are to another country’s policy possibilities. In the case of U.S./European
comparisons, there are anumber differences. Herel provide avery partial listing of the
some of the key issues that might make U.S. welfare policy changes of limited interest to
many European nations.

Lesstolerance for variance. The U.S. reform is fundamentally based on the

devolution of welfare program authority from the federal government to the states. While
some European countries (like Germany) follow afederalist model, most do not. The
acceptance of a system that allows agreat deal of local discretion and differencein
program design and parameters may be much lessin Europe than in the U.S.

Less tolerance for more penalties. The 1996 PRWORA legislation abolished cash

welfare as an entitlement to all eligible citizens. This made it possible for statesto
enforce time limits, sanctions, and other program rules that prevent otherwise-eligible
persons from claiming public assistance. Given their very different history of much more
generous transfer programs, it is not clear that most European nations would be willing to

impose the digibility limits and benefit cuts imbedded in the U.S. system.

Y For instance, see Horvath-Rose and Peters (2001), Schoeni and Blank (2000), Miller, et. al. (2000).
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A different economic environment and more need for job creation. The U.S. has

been particularly fortunate in an economy with widespread job availability over the past
decade. Even in the recent economic slowdown unemployment has stayed below 6
percent. In alessjob-rich environment, more European countries have to worry about
job availability. The design of awork-oriented public assistance system may be less
effective (and will certainly be more expensive) if public sector job creation is needed in

order to create work slots of public assistance recipients.

I11. Why Are European and U.S. Welfar e Discussions Moving Closer ?

| close this paper with afew musings on why European interest in U.S. welfare
reform effortsisas strong asit is. Asnoted at the beginning, thereis surprisingly strong
policy interest in U.S. welfare reform by European policy observers. Thisisreflectedin
the growing collection of European-based academic research focusing on potential
disincentives and costs of welfare-state programs.EI To aU.S. researcher, long used to
mild sarcasm from European colleagues about the punitive and limited nature of U.S.
public assistance programs, thisis quite striking.

Let me suggest at |east three possible reasons for converging interests around
questions of welfare refform.EI First, European nations have been facing more budgetary
limitsin recent decades. In part, thisis due to slower economic growth rates. In part, it
is due to demographic changes that are producing an aging population and growing

strains on budgets. In part, it is due to the economic effects of monetary union within

18 For afew recent examples see Riphahn (2000), who discuses take-up rates in German social assistance;
Lalive, Ours and Zweimiller (2002) who discusses the effects of benefit sanctionsin the Swiss
unemployment insurance system; or Gurgand and Margolis (2002) who discuss the relative work
disincentives within the French public assistance program (RMI).
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Europe, which has forced nations to pay closer attention to budget deficits. The effects of
alarge number of transitioning economies in eastern Europe, following the collapse of
the Soviet Union, has a'so had an impact on many European nations, especially Germany.

It is exactly atighter budget environment in which concerns about welfare
dependency and over-use of public assistance programs might be expected to arise.

With tight budgets and growing population demand for assistance, “get tough” policiesto
reduce welfare rolls become more attractive.

The long-term slower macroeconomy has also affected the European conversation
around welfare. As more and more analysts have become convinced that European labor
markets are too inflexible and over-regulated, this has produced broad-scale interest in
ways to introduce more efficiency into the economies. Not surprisingly, concern with
disincentive effects of assistance programs are one response.

Second, the emerging economic cooperation within the European Union has
produced concern about the response to national social policiesif labor becomes more
mobile across Europe. While little progress has been made in EU conversations about
social policy convergence, there is nervousness about the extent to which more generous
programs in some countries will induce migration. The “race to the bottom” —along-
discussed concern in the U.S. -- argues welfare benefits will be underprovided if thereis
athreat of “welfare migration” across states. Each state lowers benefits below what they
would prefer in an isolated world to avoid being the most generous state (which would
induce in-migration of poor populations.) Within Europe, these concerns include both
migration from poorer parts of the EU aswell as migration from eastern Europe and the

middle east.

9 indbeck (2002) discusses some similar issues.
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Third, racial issues are becoming more prominent in Europe. More than one
observer has noted that lower benefits and greater concern about behavior among the
poor in the U.S. is due to the diversity of the U.S. population. New immigrant groups
were always poorer in the U.S., and suspicions about each wave of sequential immigrants
focused on keeping them from taking too much from native workers —including
overusing U.S. welfare benefits. It isnot accidental that, following two decades of very
high immigration ratesin the U.S., the 1996 legidlation cut immigrants off from
federally-funded public assistance programs.

Perhaps even more important than recent immigrant flows, the problem of racein
Americaand the role of African Americans have deeply affected the public view of
welfare. For instance, even though black women have historically been a minority of
welfare recipients, public depictions of welfare recipients are disproportionately black.
Alesina, Galser and Sacerdote (2001) suggest that race is a primary reason for American
“exceptionalism” with regard to its more limited system of public support.

Europe has become much more diverse in recent decades aswell. Tensions
around the presence of immigrants have been much discussed, particularly the influence
of these tensions on the rise of right-wing politicians. Both the growth in immigrants
(non-natives) as well as the fact that many immigrants are also persons of color hasled to
agrowing number of racialy-tinged incidents throughout Europe. If indeed it israce and
immigration that has led to U.S. “exceptionalism” in social policy, then it is perhaps not
surprising that European social policy concerns have begun to look more like historical

U.S. concerns over the past decade.
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V. Conclusions

The U.S. welfare reforms are still very much an experiment-in-progress. We are
just now finding out how effectively these redesigned and work-oriented programs
operate in aslower economy. We are just beginning to observe a number of states
enforcing time limits on women. We have only limited data on how working single
parents and their children -- who in an earlier time might have received welfare -- are
faring. One might care about the impact of these reforms not just on the adult workers
but also on their children and the communities in which these workers live. Any change
as dramatic asthe U.S. welfare reform will necessarily produce some who benefit and
some who lose. The recent strong economy has somewhat masked our ability to analyzes
these distributional gains and losses in the years immediately after reforms were enacted.

Many of the results that emerge from U.S. public assistance changes are clearly
useful only to particular environment in which they occur. But some of the key lessons
from the U.S. — about the value of work incentives (positive and negative), the usefulness
of work experience for many public assistance recipients, and the need to pay attention to
issues beyond jobs availability (particularly for single mothers) — may be useful to other
countries interested in moving participants from public assistance into work.

Most of al, the U.S. experience is compelling because of it demonstrates a case
where dramatic changes occurred in relatively short periods of time. Both welfare
programs and behavior of welfare recipients changed more substantially than any U.S.
observer probably would have predicted in the mid-1990s. Thistype of systemic change
isunusual in the policy world; most change tends to be on the margins. A primary reason
for European policy-makersto study U.S. welfare reform is simply to try and understand
the conditions under which such systemic change can occur. Whether these conditions

can be duplicated in other national environments remains an open question.
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