
A proposal for deep reductions in we l f a re benefits 
to poor families p a r a l y zed the Minnesota legislature 
in 1986.  A majority  in the s tate House of
Re p re s e n t a t i ves, charging that low-income people
migrated to Minnesota because of its re l a t i vely genero u s

public-assistance programs, wanted to slash we l f a re
benefits by 30 percent. The state Senate flatly rejected
such steep cuts.

To help re s o l ve the deadlock, then Gov. Ru d y
Perpich established the Minnesota Commission 

on We l f a re Reform to examine benefit levels and 
other aspects of state public assistance. The first meeting
of this bipartisan commission, which included 
g overnment officials and nonprofit leaders, began
i n a u s p i c i o u s l y, with divergent political views and 

conflicting opinions surfacing quickly. “People we re
kind of talking past each other,” recalls Joel Kvamme,
then a staffer to the commission from the Minnesota
De p a rtment of Human Se rvices. “It was ve ry ideological.”

Determined to reach a consensus, the commission

members agreed to table their preconceptions and
immerse themselves in the facts about we l f a re 
in Minnesota. Why do families apply for public 
assistance? How long do they stay on welfare? How do
families manage to leave the program?

Embodying a traditional Mi d western faith in re l i a b l e
information informing enlightened social policy, the
commission conducted a six-month inquiry that
included testimony from experts, service prov i d e r s ,
and welfare recipients; public hearings throughout the

state; and an examination of reform options as well as
the data and values that supported them. On Dec. 1,
1986, the commission submitted a re p o rt to the 
g overnor that transformed a narrow, partisan debate
about appropriate benefit levels into a thoughtful 

consensus on compre h e n s i ve we l f a re re f o r m .
Foreshadowing the federal legislation enacted a decade
later, the commission unanimously concluded: “THE

OLD AFDC INCOME-MAINTENANCE PROGRAM

MUST END [emphasis in original].”

Although many social programs might accurately be
c h a r a c t e r i zed as “we l f a re,” the federal-state cash-
assistance program called “Aid to Families Wi t h
Dependent Childre n” had been at the heart of all
e f f o rts to reform public assistance. Created by the
Social Security Act of 1935, AFDC evo l ved from a
New Deal initiative designed primarily to support the
children of widowed mothers, who were not expected
to work, to a program that served divorced mothers,
n e ver-married mothers, and other clients. As incre a s i n g
numbers of women and mothers began working 
outside the home, the program sought to achieve 
multiple — often conflicting — goals that included
reducing poverty, dependency, and costs. By the 1 9 8 0 s
most policymakers, citizens, and we l f a re re c i p i e n t s
themselves believed that AFDC was doing a poor job
in one or more of these areas. 

A key finding of the Minnesota welfare commission
was that about 60 percent of the state’s AFDC re c i p i e n t s
used public assistance in a way that most people
would deem appropriate — a temporary boost to help
families in trouble return to the economic mainstre a m .
On the other hand, about 40 percent of we l f a re families
were long-term users. Within this group, the majority
we re able bodied but appeared to lack either the 
education, experience, or motivation to be self-sufficient.
In the view of the we l f a re commission, it was this
group of long-term recipients who should be the focus
of welfare reform.

The commission also voiced concerns about the
federal AFDC rule requiring that each dollar earned
by a we l f a re recipient be matched by an equiva l e n t
reduction in benefits. When combined with child-care
costs, transportation, and other employment expenses,
these benefit reductions meant that many re c i p i e n t s
found themselves financially worse off by work i n g
than if they remained on we l f a re. The commission
urged that “incentives to exit the system should always
be greater than those to remain on welfare.” 

The Minnesota we l f a re commission’s pragmatic
approach to reforming welfare was accompanied by an
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equally realistic, if politically less palatable, corollary:
It would take “substantial expenditures ‘up front’ ” to
reform AFDC totally, and it would be years before
savings from such reform could be recovered.

Although hailed in Minnesota as a “p h i l o s o p h i c a l
b re a k t h rough,” the recommendations of the we l f a re 
commission were, for the most part, not acted upon
i m m e d i a t e l y. Some re q u i red waivers from federal 
regulations, and others were deemed too expensive for
a state then facing a substantial budget deficit.

On the other hand, the analysis of the Mi n n e s o t a
we l f a re commission had a profound long-range
impact on the state’s thinking about we l f a re re f o r m .
Its recommendations provided the philosophical 
foundation of one of the most ambitious and success-
ful welfare-reform initiatives of the 1990s — one that
“expects, supports, and rew a rds work” and that has
the explicit goal of moving recipients off of public
assistance and out of pove rty — the Mi n n e s o t a
Family Investment Program (MFIP).

“Reliable Evidence”
M F I P, pronounced “M-fip” by state  official s,
re s e a rchers, and others, is one of a new generation 
of public policies and programs called “f i n a n c i a l
i n c e n t i ves.” Intended to “make work pay,” financial
i n c e n t i ves seek to reduce pove rty by supplementing
the earnings of low-income people who work. MFIP,
which re verses a “p e rverse incentive” of AFDC,
rew a rds we l f a re recipients more for working than 
not working.

Using both “c a r ro t s” and “s t i c k s” to encourage
w o rk, MFIP enables recipients to mix earnings and
public assistance and re q u i res participation in job-
related and training activities. The program has had
p a rticular success in boosting the employment and
earnings of long-term we l f a re recipients in urban
a reas. Eighteen months after entering the pro g r a m ,
a c c o rding to an evaluation by the Ma n p owe r
Demonstration Re s e a rch Corporation (MDRC), the
e m p l oyment rate for these MFIP participants was

R E F O R M T H E  M I N N E S O TA  FA M I LY  I N V E S T M E N T  P R O G RA M
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nearly 40 percent higher than a comparison gro u p
that received traditional welfare services. 

“ [The] employment and earnings impacts are
among the largest produced by previously studied 
we l f a re - t o - w o rk programs,” wrote the authors of
Making Welfare Work and Work Pay, MDRC’s interim
e valuation of MFIP. “The impacts are also notable
g i ven that long-term recipients re p resent the m o s t
d i s a d vantaged segment of the we l f a re population.”

Although MDRC’s final report will not be available
until early next ye a r, the evidence from MFIP and
other financial-incentive programs indicates that it 
is  possible  to balance the competing goals of 
reducing dependency, raising living standards, and 
c o n t rolling costs. “We don’t know whether this
encouraging information from MFIP, SSP [the
Canadian Se l f - Sufficiency Project, see page 17], and
other incentive programs will hold up over time,” 
says Go rdon L. Berlin, a senior vice president at
MDRC and author of a forthcoming monograph on
financial incentives.1 “But if it does, we will have very
reliable evidence that policies can help long-term 
we l f a re recipients work more, increase their income,
and even get out of poverty.”

Marketing Work
Fo l l owing years of planning and discussion by 
policymakers, re s e a rchers, and advocates, MFIP
finally began on April 1, 1994, as a major “w a i ve r” 
demonstration in seven Minnesota counties. In the
1990s many states re c e i ved waivers from federal
AFDC rules and regulations to experiment with new
forms of public assistance. As part of the waiver 
a g reements with the federal government, the state
demonstration programs were rigorously evaluated to
determine their effectiveness.

To assess  the impact of  MFIP, the state of
Minnesota hired MDRC, a nonpartisan re s e a rch 

organization established in 1974, to help design and
manage the evaluation. Some 9,000 people we re 
randomly assigned by computer to either an experi-
mental group that re c e i ved MFIP benefits or to a contro l
group that enrolled in the traditional AFDC program.
Re s e a rchers further divided caseloads into new 
applicants who received financial incentives only and
long-term recipients who re c e i ved incentives and 
p a rticipated in mandatory job-related activities.

Comparing these groups enabled re s e a rchers to
measure not only the impact of MFIP compared with
AFDC, but also the re l a t i ve effects of just financial
i n c e n t i ves and the incentives plus mandatory work
requirements. “The Minnesota evaluation is the only
one to date that lets you break the pieces apart,” says
Rebecca M. Blank, who recently concluded a two-year
term as a member of the Pre s i d e n t’s Council of

Economic Advisers and is now dean of the School of
Public Policy at the University of Michigan.

M F I P ’s financial incentives included a 20 perc e n t
i n c rease in the basic we l f a re grant for recipients who 
we re employed. Mo re ove r, we l f a re benefits we re
reduced by only 62 cents for eve ry dollar earned,
instead of the nearly dollar-for-dollar reduction under
AFDC. “The objective,” in the words of the MDRC 
e valuation, “is to increase the incentive re c i p i e n t s
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have to work and to make those who work better off.”
To reduce pove rt y, participants  in the MFIP

demonstration mixed earnings and declining amounts
of welfare until their income reached 140 percent of
the federal pove rty standard — a total in 1997 of
$22,960 per year for a family of four. At this point,
their we l f a re grant was eliminated. Other features of
MFIP that facilitated the transition to work were the
direct payment of child-care expenses to providers and
the consolidation of other state and federal assistance
programs into a single cash grant.

Long-term we l f a re  recipients  in the MFIP 
experimental group who worked less than 30 hours
per week were required to participate in employment
and training services. These recipients, under penalty
of a 10 percent loss of welfare benefits, had to attend 
meetings with job counselors, document job-search 
or training efforts, and turn in check stubs from 
part-time work.

MFIP’s financial incentives and work requirements
we re re i n f o rced by a deliberate effort to “m a rk e t” 
the program to we l f a re recipients. At eligibility-

verification meetings with casew o rkers and monthly
meetings with employment trainers, as well as by mail
and by phone, recipients received a consistent message
that they would be financially better off by work i n g
rather than remaining on public assistance.

The MFIP marketing efforts also increased case-
workers’ enthusiasm for the program and their efforts
to promote work to clients. “In MFIP, we l f a re case-
workers were able to sell work in way they were never
really able to before,” says Virginia Knox, MDRC ’s
principal investigator for the demonstration. “T h e
staff now could look you in the eye and honestly say
that you would be better off if you went to work ,
something they could seldom say before.”

Increasing Employment, Reducing Poverty
At the end of the 18-month follow-up period, 
MFIP helped long-term we l f a re recipients living in 
Minneapolis and surrounding counties post a nearly
40 percent increase in employment over the AFDC
c o n t rol gro u p. Over that same period, the MFIP
g roup had a 27 percent increase in earnings. T h e
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from the Minnesota Family Investment

Program and other public assistance, is 

88 percent of the poverty level. The income

of the working family, which combines 

earnings and public assistance, is 150 percent

of the poverty level.
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higher earnings and we l f a re benefits contributed to
substantial pove rty reductions, with almost twice as
many of these recipients having incomes at or above
the poverty line than the comparison group. MDRC
evaluators concluded that it was “MFIP’s combination
of financial incentives and mandatory employ m e n t -
focused activities — delive red with a re i n f o rced incentive
message — that achieved the goals of incre a s e d
employment and reduced poverty.”

So m ewhat less impre s s i ve we re the results for 
the we l f a re applicants — a group that re c e i ved 
i n c e n t i ves  only and we re  not yet re q u i red to 
participate in employment-related activities. Although
MFIP produced increases in income and reductions in
p ove rt y, these gains “came entirely from increased 
we l f a re payments,” according to MDRC. T h e re was
only “a modest increase in employment and no
i n c rease in earnings.” Re s e a rchers concluded that for
applicants — who often have recent work experience,
a re  generally more employable than long-term 
recipients, and tend to re c e i ve we l f a re for a short 
time then return to work — the financial incentive s
alone provided little additional encouragement 
for employment.

MFIP was least  successful in rural areas. For 
long-term recipients, “MFIP produced no sustained
i n c rease in employment or earnings,” evaluators 
concluded. MDRC re s e a rchers speculated that 
d i f f e rences between urban and rural labor 
m a rkets, combined with increased child-care and
t r a n s p o rtation challenges in rural areas, “may have
influenced MFIP’s effectiveness.”

M D RC ’s final re p o rt on MFIP is scheduled for
publication in early 2000. In addition to docu-
menting whether the encouraging initial findings
hold up over time, the new re p o rt will provide a
c o m p re h e n s i ve analysis of MFIP’s costs and bene-
fits. “The short-term results,” says Go rdon Be r l i n ,
“s h ow that the financial incentives increased we l f a re
case loads and costs somewhat because MFIP
a l l owed recipients to mix work and we l f a re, some of

B Y T H E N U M B E R S :

D E C L I N I N G W E L F A R E R O L L S

NE W F E D E R A L A N D S TAT E P O L I C I ES — combined with

an economic expansion of unusual strength and duration —

have contributed to dramatic reductions in public-assis-

tance caseloads. According to the U.S. Department of

Health and Human Services, welfare rolls nationwide are at

their lowest level since 1969, and the number of recipients

has fallen by 49 percent since 1994.

The sharp reductions in welfare caseloads, some ana-

lysts say, have demonstrated the effectiveness of tough 

financial sanctions for recipients who do not comply with

work, job-search, and related requirements. A recent

report by the Heritage Foundation found that “differences

in state welfare policies — specifically stringent sanctions

and immediate work requirements — are highly associated

with rapid rates of caseload decline.”

Many other researchers, however, consider such reasoning

a circular analysis of a single dimension of welfare reform.

All a state has to do to reduce caseloads, they say, is

immediately drop people from welfare rolls for noncompli-

ance with required activities or make it difficult for eligible

beneficiaries to qualify for public assistance. “It’s not hard

to reduce your caseload,” says David Ellwood of Harvard

University’s Kennedy School of Government. “The real

challenge is can you replace welfare and reduce poverty.”
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whom would have left the rolls for low-wage jobs.”
The final evaluation, which is funded by a variety of

p r i vate and public donors,2 will also measure the
impact of MFIP on child and family outcomes. Says
Virginia Knox: “If it turns out that this program not
only reduces pove rty but also improves maternal mental
health, family formation, and other measures of 
family well-being, there is certainly an argument that
these effects might improve long-term outcomes for 
children and save society money.”

MFIP Statewide
The landmark federal we l f a re law of 1996, officially
called the Personal  Responsibil ity  and Wo rk
Op p o rtunity Reconciliation Act, ended the 60-year 
federal guarantee of cash assistance for poor children.
The much maligned AFDC program was replaced by
Te m p o r a ry Assistance for Needy Families (TA N F ) ,
which provides states with a fixed amount of federal
funding in exchange for more flexibility in designing
their own public-assistance programs. A key feature 
of the law is a five - year lifetime limit on federal 
assistance to most families.

Minnesota responded to the federal legislation 

by using the MFIP waiver demonstration as the basis
for a new statewide we l f a re program. Drawing on
M D RC ’s pre l i m i n a ry re s e a rch, the state legislature
made a number of changes in the program. One 
finding suggested that it might be possible to increase
the employment and earnings of welfare applicants by
earlier exposure to the full MFIP strategy of financial
incentives and mandatory participation in job-related
and training activities. In the statewide program, the
mandate for participating in such activities was moved
up to no later than six months after the start of 
assistance. “Most counties do it about the third
month of assistance,” says Joel Kvamme.

Another change in the statewide MFIP pro g r a m
was a toughening of the sanctions for not complying
with work re q u i rements. The 10 percent benefit
reduction in the demonstration escalated to 30 perc e n t
in the statewide initiative. Ac c o rding to Vi r g i n i a
K n ox, casew o rkers and DHS staff invo l ved in the
demonstration concluded that “for some families, 
a 10 percent sanction just wasn’t serious enough to
affect their behavior.”

In addition to emphasizing immediate job placement
and strengthening sanctions, Minnesota made other
modifications to the demonstration, which re d u c e d
the cost of implementing MFIP statewide:

■ we l f a re benefits are reduced by 64 cents for eve ry
dollar earned instead of 62 cents; 

■ employed recipients receive 110 percent of the basic
welfare grant instead of 120 percent; and

■ recipients “e x i t” the program when their incomes
reach 120 percent of the federal pove rty standard
instead of 140 percent.

Perhaps the biggest difference between the MFIP
demonstration and the statewide program is that the 
former had no “time limit” for program eligibility and 
the latter is operating under a five-year lifetime limit
on assistance. In the demonstration, the message was
unconditional: Do the right thing, go to work, and we

“ T H E O B J E C T I V E I S T O
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evaluation are: the Minnesota Department of Human Services, the
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Foundation, the Northwest Area Foundation, and the Charles

Stewart Mott Foundation.



will help you escape pove rt y. The new statewide 
program qualifies this guarantee with a time limit.

“ It’s conceivable that families could work for ye a r s
and years and not have enough earned income to
escape pove rt y,” says Da ve Hage, an editorial writer
for the Twin Cities St a r - Tr i b u n e who has cove red 
welfare reform for many years. “If the MFIP money is
cut off after five years, they could fall back into very
hard straits, even though they were doing everything
the state asked them to do.”

In 1997 the statewide MFIP program re c e i ved a 
significant boost from the McKnight Foundation, 
a private philanthropic  organization based in
Minneapolis. Convinced that we l f a re reform was a
community-wide re s p o n s i b i l i t y, the foundation 
committed $20 million over two years, the gre a t
majority of which funded private-public partnerships
to help families succeed in the work force. Se rving 
v i rtually eve ry county in Minnesota, the Mc K n i g h t -
s p o n s o red partnerships included re p re s e n t a t i ves fro m
county government, business, nonprofit organizations,
and other community institutions.

Using flexible foundation funds, the part n e r s h i p s
h a ve been developing local strategies to fill gaps in
such areas as child care, transportation, and mentoring.
By working collaborative l y, the partners have sought
to reduce duplication and blend their services more
effectively. “In some counties,” says Michael O’Keefe,
commissioner of the Department of Human Services
and former president of the McKnight Fo u n d a t i o n ,
“these partnerships have created extraord i n a ry 
cooperation among social-service agencies, which is
often difficult to get.”

Without a Net?
Mi n n e s o t a’s statewide MFIP program, which we n t
into effect on Jan. 1, 1998, is off to a promising start.
During the last half of 1998, the pro p o rtion of families
receiving we l f a re declined by about 1 percent per
month. Over the same time period, there was an 
8 percent increase in we l f a re families that we re work i n g .

As with national we l f a re reform, it is difficult to
assess confidently the re l a t i ve impact of the state’s
robust economy and its public-assistance policies. In
April 1999 the seasonally adjusted unemployment rate
in Minnesota was only 2.1 percent, the lowest eve r
re c o rded in the state. This figure is all the more
re m a rkable when one recalls  that economists 
recently considered an unemployment rate  of 
5 percent as “full employment.”

Financially healthy, Minnesota has taken additional
steps to strengthen its supports for working families.
Although the Minnesota legislature recently defeated a
bill to “stop the clock” on time limits for working 
we l f a re recipients by substituting state money for 
federal support, the state doubled the amount of
funding for child-care subsidies for families mov i n g
f rom we l f a re to work. Minnesota also increased 
c h i l d - c a re subsidies to help low-income working 
families stay off welfare, providing assistance to about
3,000 of the 7,000 families on the state’s waiting list.

Despite MFIP’s success to date, there are looming
challenges that concern policymakers, researchers, and
a d vocates. Perhaps the most important question 
facing Minnesota is the same one that confronts every
other state: What will be the impact of an economic
recession on low-income families? “County as well as
state officials are very concerned about a downturn in
the economy, especially if one occurs at the end of the
first five - year period, when many recipients will lose
benefits,” wrote the authors of an Urban In s t i t u t e
study on income support and social services in
Minnesota. “This is especially significant in some
rural areas, where one plant closing can send a 
community into economic depression.”

And even in a good economy, re s e a rch shows that
w o rkers with low skills and limited education are
going to have difficulty making the earnings progress
n e c e s s a ry to get out and stay out of pove rt y. T h i s
p roblem may be compounded by the reduced emphasis
in Minnesota and nationwide on education and training
for we l f a re recipients. “In a really strong economy,
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when you can get anyone to work by passing them
t h rough a two-month job-orientation program, the
impetus to training has been very low,” says economist
Rebecca Blank. “I expect when you see the economy
getting rockier and people in these low-skill jobs not
getting ahead, we will go back into a cycle of caring
about training again.” 

Another formidable challenge is that as caseloads
decline, the remaining families on we l f a re tend to
h a ve chronic problems that are substantial barriers 

to work. They include substance abuse, learning 
disabilities, and low literacy levels. Joel Kvamme of
the Minnesota De p a rtment of Human Se rvices cites
the example of a mental-health problem that is not
serious enough to qualify as a disability, but is still a
formidable obstacle to employment. “One worries
about people with agrophobia, who are subject to
panic attacks, and just what kind of experience getting
out of the home and getting into the workplace 
represents for them,” says Kvamme.

The increasing proportion of welfare recipients with
multiple problems and disadvantages, says DHS
Commissioner O’Keefe, is a reality that is “on a collision
c o u r s e” with policy. Legislators in Minnesota and
other states, he says, will eventually have to answer the 
question: “How do you keep people from being
thrown on the street as a result of the 60-month limit,
while at the same time keeping a strong incentive for
those who can [work] to get into the labor force?”

For David Ellwood, a labor economist at Harvard’s
Kennedy School of Government and a former assistant
s e c re t a ry of the U.S. De p a rtment of Health and
Human Services, MFIP and other financial-incentive
programs are part of a “good news, bad news” story in
U.S. public-assistance policy. “The good news is that
we’re clearly replacing [we l f a re] with a strategy of
doing more for working folks,” says Ellwood. “T h e
bad news is that we have yet to figure out what we’re
going to do for people who aren’t working, who don’t
qualify for disability assistance. And I think that’s a
real challenge, and I think that becomes a huge 
challenge during a recession.” 

Credible, Thorough Information
And what about the issue that triggered the re m a rk a b l e
1986 we l f a re deliberations in Minnesota — the 
possibility that a re l a t i vely generous approach to 
public assistance would make Minnesota a “we l f a re
m a g n e t” for low-income people. To pre vent that,
Mi n n e s o t a’s  s tatewide MFIP program initia lly
imposed strict residency re q u i rements on re c e i v i n g
public-assistance benefits. In May 1999, however, the
U.S. Su p reme Court found that a similar rule  
in California was unconstitutional. This decision, 
combined with an absence of any data suggesting that
poor people migrated to Minnesota because of its 
we l f a re benefits, convinced the state to abandon its
residency requirements for public assistance.

O ver the long term, it remains an open question
whether differences in state benefits might have an
impact on we l f a re case loads. Should that is sue 
re-emerge, the history of welfare reform in Minnesota
suggests that policymakers, researchers, advocates, and
citizens of the state will take a hard look at the facts
and develop a pragmatic consensus based on the evidence.
“ Good decisions really are possible,” says Joel Kva m m e ,
“but they rely on credible and thorough i n f o r m a t i o n .
T h a t’s been part of our experience so far. ”

Bill Rust is the editor of  A D V OCA S E Y.
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When evaluating programs that “make work 
p a y” for low-income families, re s e a rchers and 
policymakers have traditionally focused on labor-force

participation by adults, financial costs and benefits to
t a x p a yers,  and other economic outcomes. Less  

f requently studied have been the effects of such pro g r a m s
on poor children — a somewhat ironic omission because
they are the one constituency in policy debates about

poverty virtually all Americans want to assist.
One of the few antipove rty programs to have a 

rigorous evaluation of its impact on children is New
Hope, a recently concluded demonstration project in
Milwaukee that offered a flexible package of earnings

supplements and services to help low-income families
succeed in the world of work. An evaluation of New

Hope, released in April by the Ma n p owe r
Demonstration Re s e a rch Corporation (MDRC), not
only found encouraging increases in employment and

earnings  among program participants, but 
also showed significant effects on the children —

specifically boys — of participating families.
“ New Hope produced substantial positive impacts

on the behavior and classroom skills of boys, which

held up across different age groups and we re consistent
a c ross different measures,” wrote the authors of

MDRC’s New Hope for People With Low Incomes: Two-
Year Results of a Program to Reduce Poverty and Re f o rm
We l f a re. “This is encouraging, because academic failure

and problem behavior are predictors of later school
failure, dropping out, and delinquency. These risks are

high for boys in low-income families and pro m i s i n g
policy a lternatives  to improve child outcomes 
are scarce.”

Ac c o rding to Julie Ke rksick, exe c u t i ve director 
of the New Hope Project, the community-based 

organization that operated the program, the combina-
tion of promising economic and family outcomes
“validates what New Ho p e’s originators believed: 

L ow-income people appreciate and benefit from a
modest amount of assistance when they are working.”

New Hope was conceived in the late 1980s and

early 1990s, when a small group of community

activis ts and employ m e n t - s e rvices  workers  in

Milwaukee designed a program to address many of

the realities of life in the low-wage economy —

b e l ow - p ove rty incomes, a lack of affordable health

insurance, limited child-care options, and few oppor-

tunities for low-skill workers to gain job experience.

To learn whether a package of economic and other

s u p p o rts could improve the lives of low-income work e r s

and families, the New Hope Project made a straight-

forward offer to all poor adults living in two distressed

neighborhoods: If you are willing to work full time,

we will help you lift yourself out of poverty. 
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Seeking credible evidence of the pro g r a m’s effects,
the New Hope Project hired MDRC to evaluate its
impact. MDRC ’s traditional, methodologically 
r i g o rous approach to the evaluation included a lottery-
like process that randomly assigned 1,360 adults to
one of two groups: an experimental group that
re c e i ved the New Hope package of services, and a contro l
g roup that re c e i ved traditional county and state 
s e rvices. Di f f e rences in outcomes between these two
statistically identical groups would be, in the words of
evaluators, “the observed impacts” of the program.

New Hope became operational in late 1994, with
most participants enrolling the following ye a r. In
e xchange for working 30 or more hours per we e k ,
they were eligible for: 

■ Income supplements, that when combined with 
federal and state Earned Income Tax Credits, would
enable people to work their way out of poverty. As
p a rt i c i p a n t s’ incomes approached 200 percent of 
the federal poverty level — $32,800 for a family of
four in 1997 — the value of the supplements
decreased sharply.

■ A f f o rdable health insurance, with copayments that
reflected income and household size. Most part i c i-
p a n t s who were not covered when they entered New
Hope chose the health maintenance organization
used by the Milwaukee County Medicaid program.

■ C h i l d - c a re subsidies, payable to state-licensed or
c o u n t y - c e rtified providers. These subsidies, also
based on income and family size, we re the same
l e vel that Milwaukee County provided we l f a re
recipients who were enrolled in work programs.

■ Minimum-wage community-service jobs (CSJs). If,
after an eight-week job search, participants we re
unable to find employment, New Hope prov i d e d
s u b s i d i zed CSJs that qualified participants for the
p ro j e c t’s other benefits and that helped establish a
work history and increase workplace skills.

More Than “Warm and Fuzzy Encouragement”
Because of its broad eligibility rules, New Hope served
a diverse range of low-income people. Almost 30 perc e n t
of the sample were men. More than one-third of the
p a rticipants we re not receiving public assistance of
any kind. And although virtually all participants had
annual earnings of $15,000 or less, about one-third of
the sample we re employed full time when they
entered the program.

“ New Hope is designed so that participants can
access only those benefits that they want or need,”
a c c o rding to MDRC ’s  initial evaluation of the 
p rogram in 1997. “Pa rticipants who are cove red by
employer health insurance, for example, do not need
New Ho p e’s health insurance. Pa rticipants who had
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been receiving AFDC are encouraged to use transi-
tional Medicaid and child care assistance before using
New Hope’s benefits. About 30 percent of the sample
l i ved in a household without children and there f o re
had no need for child care.”

New Hope participants who worked full time were
immediately eligible for earnings supplements as well
as health-insurance and child-care subsidies, if needed.
The majority of participants, however, worked either
part time or not at all when they entered the program.
Before they could qualify for the program’s package of
benefits, they had to find a full-time job. If they could
not find private employment within two months,
New Hope provided a community-service job in a
local nonprofit agency. Although the CSJs — about
t w o - t h i rds of which we re either office support and data
e n t ry, or construction and pro p e rty maintenance —
we re subsidized by New Hope, program part i c i p a n t s
had to interv i ew for jobs, be selected by employe r s ,
and meet the same standards as other workers.

A critical ingredient in New Hope’s success was the
contribution of the project’s front-line staff members,
called “p roject reps,” many of whom had firsthand
experience with life in the low-wage economy.
Providing employment services with respect and
e m p a t h y, the project reps explained the sometimes
complicated options of the program and served as
“coaches” for people seeking employment. According
to MDRC, program participants “consistently rated
the support re c e i ved from project reps as ‘what they
liked best’ about New Hope.”

Julie Ke rksick emphasizes that it takes more than
“warm and fuzzy encouragement” to get New Hope’s
p o s i t i ve results: “It’s the combination of having 
economic support that really helps people, and being
able to deliver that in a humane, efficient, and
respectful way.”

“Making Work Pay”
On May 27, 1999, Ro b e rt C. Gr a n g e r, the MDRC
senior vice president who directed the New Ho p e

e valuation, testified before the U.S.  Ho u s e
Subcommittee on Human Resources about the effects
of the program. Compared with the control group, he
told the subcommittee, New Hope increased the work
effort and earnings of program participants who were
not working full time. The project, he said, “reduced
by hal f the number of  people who we re  neve r
e m p l oyed during the two years of the study” — 
13 percent for the control group and less than 6 perc e n t
for New Hope participants.

O ver the two-year study period, program part i c i p a n t s
had 13 percent higher earnings , or  $1,389, 
a figure that does not include the income supplement.
With the earnings supplement, their incomes we re
$2,645 more than the control group’s. For people not
e m p l oyed full time, Granger concluded, New Ho p e
demonstrated that financial incentives and other 
supports “can increase work by making work pay and
offering opportunities where they are needed.”

Another measure of New Hope’s economic benefits
was an increase of 7 percentage points — 52 percent
for the program group, 45 percent for controls — in
the number of participants with two-year earnings in
the $10,000 to $30,000 range. Robinson Ho l l i s t e r, 
a professor of economics at Swarthmore College and
member of the pro j e c t’s advisory board, finds this
notable: “When we recall how long it took this lengthy
economic expansion to generate any reductions in the
national rate of pove rt y, this project-induced shift in
the earnings distribution looks impressive.”

New Hope participants who we re employed full
time when they enrolled in the program had “modest
re d u c t i o n s” in total work hours, “mostly by cutting
back on ove rtime and second jobs,” according 
to Gr a n g e r’s congressional testimony. Characterizing
this effect as one that “can be minimized, but is likely
to occur” in any financial-incentive program for the
w o rking poor,  Granger  testified:  “New Ho p e
improved parent-child relations in the families in this
group, possibly because these families were better able
to balance work and family life.”
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All in the Family
By making health insurance and child care affordable,
New Hope helped reduce material hardship and
parental stress. In the two-year follow-up, New Hope
p a rticipants had fewer “unmet medical needs,” 
p a rticularly among the participants who we re not
working full time when they enrolled in the program.
Mo re ove r, the child-care assistance helped pare n t s
send their preschool and school-age children to 
center-based and other forms of quality child care.

“ People who we re getting the child-care subsidies
we re having less out-of-pocket costs,” says Aletha C.
Huston, a developmental  psychologist at the

Un i versity of Texas who led the evaluation of family
behavior and child outcomes. “They we re also 
getting more expensive child care.”

New Hope parents we re more likely than the 
c o n t rol group to enroll preadolescent children in
s t ru c t u red out-of-school activities — for example,

lessons,  organized sports,  and youth gro u p s .
Researchers speculate that quality child care and after-

school programs contributed to New Hope’s dramatic
impact on boys. A survey of teachers, who we re
u n a w a re of the program being evaluated or which

c h i l d ren we re in experimental- or contro l - g roup 
families, found that “boys whose parents were in New

Hope had better academic performance, stro n g e r
study skills, higher levels of social competence, and
fewer behavior problems than control group boys.”

When children themselves we re surve yed about
their educational and occupational aspirations, the

b oys in New Hope families “expected to attend and
finish college in greater numbers and were more likely
to aspire to professional and managerial  

occupations with high social prestige than boys in the
control group,” according to MDRC.

New Hope produced no comparable effects for
girls. Re s e a rchers are unsure why, but they suspect
that a number of factors may be at work. On e

hypothesis is that girls started with higher scores in
educational measures and had less room for 

i m p rovement. Another possibility is that inner-city
parents, worried about their sons getting into trouble,
particularly boys 9 to 12, may have focused additional

attention and resources on them. “The parents express
the feeling that this is the time they have to hang on

to their boys,” says Aletha Huston. “Their boys are in
danger of getting into gangs and getting into pathways
that will make it really difficult for parents to keep

any control.”
In MDRC ’s five - year evaluation of New Ho p e ,

scheduled for release in 2002, re s e a rchers will determine
whether the large impacts for boys hold up and which
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components of the program might be responsible for

them. “It’s difficult to pin it down because the 
program is a package,” says Huston. “We are going to 
reinterview the families and the children next year.” 

“Cumulative Impacts”
Notwithstanding its well-documented economic and
family outcomes, New Hope is not the proverbial 
“silver bullet” for poverty in America’s inner cities. In
assessing the strengths and limitations of the program,
Ro b e rt Granger told Congress: “Most of those who
applied to New Hope remain poor two years later and
reliant on some public subsidy to make ends meet.”
The primary reason the majority remained poor, he
said, was because “they did not consistently work full
time (and could re c e i ve New Hope benefits only
when they did).”

A related concern of some policymakers is that
much of New Hope’s work and earnings increases may
have been the result of subsidized community-service
jobs. What about the harder task of finding priva t e -
sector jobs? One re p l y, says Ro b e rt Gr a n g e r, is that
most  of the New Hope part icipants who used 
c o m m u n i t y - s e rvice jobs “found regular unsubsidize d
e m p l oyment afterw a rds.” Julie Ke rksick of the New
Hope Project also makes no apologies for the CSJs:
“They were designed to help people who might have
spotty work histories or just have had a hard time
putting together a consistent work record.”

Some researchers, who acknowledge that New Hope
i n c reased employment and earnings and re d u c e d
p ove rt y, note that these gains we re not as large as
those of the Canadian Se l f - Sufficiency Project (see
page 17) or the Minnesota Family In ve s t m e n t
Program (see page 4). MDRC evaluators are not sure
why this is the case, but they suspect that Milwaukee’s
“control environment” is a large part of the answer.

Ro b e rt Granger explains the methodological issue
this way: Random-assignment experiments like New
Hope measure the relative difference of outcomes for
the control group and the experimental gro u p. The 

combination of a surging Milwaukee economy,
expanding federal and state Earned Income Ta x
Credits, and a re s t ructuring of the state’s we l f a re 
system “sets a high hurdle to beat,” he says. “I think
New Hope’s effects might have been more substantial
with a less favorable labor market or less state  
attention to encouraging work.”

According to MDRC’s two-year evaluation, it is still
too soon to make a final cost-benefit analysis of New
Hope. Although the financial costs are known —
$7,200 over two years per participant (with the 
majority of funds spent on health-care and child-care
subsidies , rather than earnings  supplements or  
c o m m u n i t y - s e rvice jobs) — the long-term economic
and social benefits are unknown. Mo re ove r, write 
e valuators, “the New Hope vision i s not easily 
s u m m a r i zed in any traditional cost-benefit frame-
w o rk, since many of its key goals and achieve m e n t s
cannot be captured in dollar terms.”

Perhaps reflecting the differing perspectives of 
evaluators and program operators, Julie Kerksick easily
s u m m a r i zes the achievements of the project, though
not in strictly economic terms. “New Hope helped
people make progress in a way that the control group
d i d n’t,” she says. “It’s the number of things you see
w o rking in the right direction and the cumulative
impacts that are the ultimate judgment of the 
p rogram for me. They don’t show up necessarily as
economic impacts, but I think most policymakers
would say those are good impacts.”

The executive summary of New Hope for People With Low

Incomes: Two-Year Results of a Program to Reduce Poverty

and Reform Welfare is available online at www.mdrc.org. In

addition to the Annie E. Casey Foundation, funders of this 

evaluation were: the John D. and Catherine T. MacArthur

Foundation, the Helen Bader Foundation, the Ford Foundation,

the State of Wisconsin Department of Workforce Development, 

the W. T. Grant Foundation, the U.S. Department of Health 

and Human Services, and the National Institute of Child Health

and Development.
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The economic, political, and international-security

i n t e rests shared by Ca n a d a and the United St a t e s

were aptly summarized by President John F. Kennedy

almost four decades ago: “Geography has made us

neighbors. Hi s t o ry has made us friends. Ec o n o m i c s

has made us partners. And necessity has made us

allies. Those whom nature hath so joined, let no man

put asunder.”

Today the two countries’ marriage of interests and

values includes a common concern about the financial

and social costs of their re s p e c t i ve we l f a re systems.

Like Americans, Canadians do not want large numbers

of children living in pove rt y. Yet, also like most

Americans, they are increasingly worried that cash

assistance to low-income families discourages work

and encourages dependence.

The Canadian cash-assistance program, called “In c o m e

Assistance,” has many of the same structural flaws as

the old American AFDC system. For single pare n t s

with limited skills and education, leaving we l f a re is

not necessarily a good choice because entry - l e ve l

wages are too low to improve the material well-being

of their families. After child-care and other job-related

expenses, recipients are likely to be financially worse

off than if they remain on public assistance.

To test the effectiveness of financial incentive s

aimed at both encouraging work and reducing family

p ove rt y, the Canadian government established the

Se l f - Sufficiency Project (SSP) in 1992. Operating in

the provinces of British Columbia and New

Brunswick, SSP is a 10-year demonstration-evaluation

i n i t i a t i ve involving some 9,000 Income Assistance

recipients. The pro j e c t’s main study has been examining

the impact of a temporary cash earnings supplement

for long-term recipients who voluntarily leave welfare

to work full time. A second study seeks to determine

whether new welfare applicants would stay on welfare

longer to qualify for the earnings supplement, and the

effects of such a supplement on qualifying applicants’

subsequent employment, earnings, income, and we l f a re

receipt. A third is measuring the effects of financial

i n c e n t i ves on long-term we l f a re recipients who also

receive assistance in finding a job.

To date, the Se l f - Sufficiency Project has achieve d

some of the largest and most consistent gains in

employment, earnings, and income of any welfare-to-

CANADIAN DOUBLES E M P LOY M E N T,  INCOME,  

AND OTHER IMPACTS OF THE SEL F-S UFFICIENCY PROJECT
By Bill Rust
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w o rk program. Mo re ove r, a new re p o rt suggests that

SSP could pay for itself through reductions in welfare

caseloads and increases in tax revenue from earnings.

“ In c e n t i ves work,” says John Greenwood, exe c u t i ve

d i rector of the Social Re s e a rch and Demonstration 

Corporation (SRDC), which designed and managed

the project. “You can actually help people move

toward self-sufficiency through employment and help

them out of pove rt y. If we can save the gove r n m e n t

money, we could have a triple winner here.” 

Leaving Welfare

All of the participants in the main SSP study were on

Income Assistance for at least one ye a r. Se ve n t y - t w o

percent were receiving welfare for two or more years,

and nearly one-half for three or more years. As in the

United States, long-term welfare recipients in Canada

account for a disproportionately large share of public-

assistance expenditures.

Instead of operating within the welfare system, the

Se l f - Sufficiency Project was conducted by SRDC, a

n ew nonprofit organization created by the Canadian

g overnment. Assisted by and patterned after the

Ma n p ower Demonstration Re s e a rch Corporation

( M D RC), SRDC adopted the U.S. organization’s 

r i g o rous random-assignment approach to designing a n d

e valuating social programs. The establishment of SRDC

was a conscious effort by the Canadian gove r n m e n t

“to raise the standards of evidence used in judging

p rogram effectiveness,” says Greenwood, a former official

of Employment and Immigration Canada (now called

Human Resources Development Canada).

Researchers have concluded that operating SSP out

of an employment-focused organization — rather

than a we l f a re agency — was a significant factor.

“ People physically left we l f a re and we re admitted to

another program that was designed to support them

when they work,” says MDRC’s Gordon Berlin, who

founded SRDC and was its first exe c u t i ve dire c t o r.

“ Because the program was built around work, we

expected it to have less stigma than welfare.”

In the main SSP study, long-term welfare recipients

we re randomly assigned either to an experimental

g roup that was offered an earnings supplement for 

leaving we l f a re within one ye a r, or to a comparison

group that received traditional Income Assistance ben-

efits. Participants in the SSP group who accepted this

offer and worked 30 or more hours per week received

a substantial income supplement for up to three years

— as long they worked full time and remained off of

public assistance. This supplement effectively doubled

the income of people who earned between $9,000 and

$11,000 per year.1

The financial incentive to work was re i n f o rced by 

a strong “m a rk e t i n g” effort. Within a month of

assignment to the SSP group, participants spent three

hours with trained staff who explained the pro g r a m

and its main features. “The central message conveyed

was that the supplement could ‘make work pay,’ even

if a minimum-wage job was all that could be found,”

w rote the authors of the SRDC/MDRC eva l u a t i o n

When Financial In c e n t i ves En c o u rage Wo rk: Complete

18-Month Findings From the Self-Sufficiency Project.

The outcomes in the 18-month follow-up study

we re striking. T h i rt y - f i ve percent of the SSP gro u p

voluntarily left Income Assistance and went to work.

Most of the people who were induced to work by SSP

took low-wage jobs, and much of their earnings 

supplement was spent on three basic necessities: food,

housing, and childre n’s clothing. Pa rticipants we re

also “able to reduce their dependence on food banks

1 One Canadian dollar is equal to about 70 cents U.S.
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B Y T H E N U M B E R S :  

I N C R E A S I N G E M P L O Y M E N T,
R E D U C I N G P O V E R T Y

Source: Social Research and Demonstration Corporation

Compared with a control group of long-term

recipients of Income Assistance, Canada’s

cash-benefit program for poor individuals

and fami lies, an experimental  group of 

long-term recipients randomly assigned to

the main study of the Self-Suffic iency 

Project (SSP) had higher rates of full-time

employment and lower rates of family poverty.

and begin accumulating some assets,” according to 

the evaluation.

When compared with the control gro u p, specific

impacts for SSP participants included:

■ a doubling of the full-time employment rate;

■ a reduction of nearly 14 percentage points in 

welfare receipt; and

■ a decrease of 12 percentage points in incomes below

the poverty level.

In the short run, the SSP supplement for long-term

welfare recipients increased public costs. The net cost

of the program was about $55 more per month for

each participant. Contrasting SSP’s incentives to work

with the disincentives of traditional we l f a re, Go rd o n

Berlin suggests that some provinces — or states — 

might consider an additional $55 per month some-

thing of a bargain. “SSP is not paying people to stay

home and not work,” he says. “It’s supporting a work i n g

c u l t u re, and it’s doing it in a way that lifts childre n

out of pove rt y. By helping recipients purchase basic

necessities and build assets, an additional $600 p e r

year might be a good inve s t m e n t . ”

“When Financial Incentives Pay for Themselves”

But what about the long-term benefits and costs of

SSP? Researchers say it is too soon to tell whether SSP

participants will be able to use their work experience

to generate higher earnings and to become economically

self-sufficient when the earnings supplement ends. If

significant numbers could, all of the costs of SSP

would be offset by reductions in welfare payments and

increases in tax revenue.



That such a long-term outcome is a realistic possibility

was confirmed by a new SRDC/MDRC study

released in August 1999. “SSP considerably increased

the average income of program group members, with

no increase in transfer pro g ram costs [emphasis in 

original],” wrote the authors of When Fi n a n c i a l

In c e n t i ves Pay for T h e m s e l ves: Ea rly Findings from the

Self-Sufficiency Project’s Applicant Study.

The primary purpose of the SSP applicant study

was to determine whether new we l f a re re c i p i e n t s

would remain on public assistance longer to qualify

for the earnings supplement. The answe r, re s e a rc h e r s

found, was that few did, largely because of the stigma

associated with we l f a re. SRDC’s John Gre e n w o o d

recalls one woman who left welfare for a job after 11

months of receiving Income Assistance: “When we

said to her, ‘You only had to wait another month,

then you could have qualified for SSP if you then

went to work .’ She said, ‘I wouldn’t spend an extra

day on we l f a re longer than I had to, let alone a

month. And secondly, this is the only job offer I got

in 11 months, and I don’t know if it would still be

here a month from now.’ ”

The second purpose of the SSP applicant study was

to measure employment, earnings, and other impacts

of SSP on new we l f a re recipients who stayed on

Income Assistance for a year and qualified for the

earnings supplement. As with the SSP main study, the

SSP offer to qualifying applicants prompted increases

in earnings and reductions in poverty that “are among

the largest ever seen in a social experiment designed to

encourage we l f a re recipients to work,” according to

the evaluation.

C o m p a red with the control gro u p, which re c e i ve d

Income Assistance benefits, outcomes for qualifying

participants in the applicant study included:

■ an increase of 12 percentage points in full-time

employment;

■ an increase in monthly earnings of $223; and

■ a reduction of 11 percentage points in the pro p o rt i o n

of families in poverty.

The reason the SSP applicant program paid for 

itself is that the participants — who because of recent

e m p l oyment tended to be more job ready than the

long-term recipients — we re able to secure higher-

paying jobs. “The more they earn,” says SRDC’s

Greenwood, “the less we pay, so the supplements are

c h e a p e r. Plus the tax take for the government more

than offsets the costs of the smaller supplements 

with this gro u p. This is attracting a lot of attention

among the provincial governments in Canada that are

responsible for paying Income Assistance.”

SSP PU B L I C AT I O N S

When Financial Incentives Encourage Work, When 

Financial Incentives Pay for Themselves, and Does SSP

Plus Increase Employment? are available from the

Social Research and Demonstration Corporation, 

250 Albert Street, Suite 625, Ottawa, Ontario K1P 6M1,

Canada, Tel.: (613) 237-4311, www.srdc.org. They are

also available from the Manpower Demonstration

Research Corporation, 16 East 34 Street, New York,

NY 10016, Tel.: (212) 532-3200, www.mdrc.org.

In 2000, SRDC will release a report on the program’s

economic impacts  36 months a fter part icipants

entered the program. This study wil l also include

research on the effects of SSP on children in participating

families. A 54-month follow-up is scheduled for release

in 2002.
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SSP Plus

The third study, involving some 900 long-term we l f a re

recipients in the lower third of New Brunswick, seeks

primarily to measure the incremental impacts of a d d i n g

e m p l oyment services to SSP’s financial incentive s . T h e

e m p l oyment services provided by SRDC included

individual employment plans, assistance in producing

résumés, job coaching to resolve problems once on the

j o b, and help finding a better job when appro p r i a t e .

“SSP Plus tested a combination of pre- and post-

e m p l oyment services designed to reach ‘d e e p e r’ into

the eligible caseload to help people who could not find 

jobs on their own do so,” says Go rdon Berlin. “Once they

found jobs, the goal was to help people to hold on to them.”

Adding employment services “significantly incre a s e d

the share of single-parent IA recipients who took

a d vantage of the SSP offer,” wrote the authors of Do e s

SSP Plus In c rease Em p l oyment? The Effect of Ad d i n g

Se rvices to the Se l f - Sufficiency Pro j e c t’s Fi n a n c i a l

In c e n t i ve s , also released in August 1999 by SRDC. T h e

p ro p o rtion of long-term recipients who accepted the

offer of receiving an earnings supplement in exc h a n g e

for leaving we l f a re was 52 percent in SSP Plus, 

c o m p a red with 35 percent in the regular SSP program.

Although adding employment services increased 

the pro p o rtion of long-term recipients who left 

we l f a re for work,  this did not translate  into 

significant long-term employment gains above 

and beyond the group receiving financial incentive s

o n l y. The problem was that the part of the caseload

that used employment services to take up the SSP

offer had difficulty  maintaining ful l- time 

employment. “These people were less job ready,” says 

John Greenwood. “They were not able to hold on to

jobs, they we re less able to cope with job loss, and

when it occurred, become re-employed.”

For SRDC/MDRC researchers, the sobering rate of

job loss in SSP Plus has confirmed a durable lesson of

many welfare-reform initiatives — leaving welfare for

work is often a process, not a single event. “[H]elping

people leave we l f a re for work is only the first step, ”

wrote the evaluators. “An important part of the policy

challenge is to find effective ways of helping people

retain employment.”

Although it did not produce significant employ m e n t

and earnings gains above and beyond the financial

i n c e n t i ves alone, SSP Plus posted large increases in

e m p l oyment, earnings, and income when compare d

with the control group that re c e i ved In c o m e

Assistance. For example, 15 months after entering the

p rogram, 33 percent of the SSP Plus group we re

e m p l oyed full time, while only 15.6 percent of the

control group were employed full time.

“ O verall, SSP Plus was a great success,” says

Go rdon Berlin. “It got many more people work i n g

full time than SSP alone. And even though the rate 

of job loss was high for the extra people who we re

working, SSP Plus always had larger impacts than the

regular SSP.”

A  N E W R E P O R T S U G G E S T S T H A T

S S P C O U L D P A Y F O R I T S E L F

T H R O U G H R E D U C T I O N S I N W E L FA R E

C A S E L O A D S A N D I N C R E A S E S I N

T A X R E V E N U E F R O M E A R N I N G S .



In recent years, several states have adopted or

expanded their own ve r s i o n s of the EITC. Of the

41 states (plus the District of Columbia) that have

income taxes, 11 now have state EITC s .1 In Iow a,

Oregon, and Rhode Island, the tax credits are non-

refundable — i.e., the maximum benefit cannot

e xceed the family’s tax liability. A more effective

a p p roach to alleviating pove rty and encouraging 

w o rk is a refundable tax credit, which eight states 

have adopted.

“Taxes really are very significant in their impact on

low-income families,” says Nicholas Johnson, a policy 

analyst at the Center on Budget and Policy Priorities.

“The EITC is a tax cut for low-income families, not a

welfare payment to the poor.”

Encouraging Work

Established in 1975, the federal EITC was designed to

offset the impact of federal payroll taxes for So c i a l

Security and Medicare. Unlike the federal income tax,

which has higher rates for higher income groups, the

payroll taxes take a larger percentage of income from

poor people. Over the years, liberals and conserva t i ve s

h a ve found the rationale for the EITC persuasive :

Taxing low-income working families into pove rt y, or

further into poverty, is not wise public policy. 
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TAX RELIEF FOR WORKING
By Bill Rust

1 Colorado, Iowa, Kansas, Maryland, Massachusetts, Minnesota, 

New York, Oregon, Rhode Island, Wisconsin, and Vermont.



The federal EITC was expanded during the Reagan,

Bush, and Clinton administrations, helping “m a k e

w o rk pay” for low-income families. The maximum

EITC benefit for a family with one child is currently

$2,312; for a family with two or more children, the

maximum is $3,816.2 If the credit exceeds the federal

income tax owed, a qualifying family receives a refund

check. If there is no tax liability, the family re c e i ve s

the entire amount of the credit.

Complementing welfare reform, the EITC provides

l ow-income single parents with a powe rful incentive

to work. As the credit phases in, its value for ve ry 

l ow-income workers increases with work effort and 

earnings. Bruce Me yer and Dan T. Rosenbaum, 

economists at No rt h western Un i ve r s i t y, have calculated

that the EITC accounts for about 60 percent of the

i n c rease in annual employment of single mothers

between 1984 and 1996. 

“ My evidence suggests that financial incentive s ,

whether they come from we l f a re or the tax system,

h a ve similar effects on people,” says Me ye r. “If yo u

i n c rease the return on work for a we l f a re recipient 

by adding an Earned Income Tax Credit or lowering

income disregards, there is a similar effect in encour-

aging single mothers to work.”

Tax Relief

Even with the federal EITC, many families are unable

to work their way out of pove rt y. One barrier to

financial self-sufficiency is the impact of state and

local taxes. Poor and near-poor working families pay 

a substantial  portion of their income in sa les, 

excise, and other taxes. “State and local taxes are very

re g re s s i ve,” says Elizabeth Mc Nichol, director of the

State Fiscal Project at the Center on Budget and

Policy Priorities. “They place a heavier burden on

l ow-income people than on high-income people.

We’re getting to the point where state policymakers

are recognizing that they need to look at issues of the

working poor and that they need to look at tax relief

for low-income families.”

Although the federal government does not tax the

income of poor families,3 almost half the states tax the

earnings of families with incomes below the pove rty 

level. In Kentucky, where two-thirds of poor families

with children work, the state’s 1998 threshold for 

taxing family income was $5,000. “A two parent 

family of four with poverty level income paid $550 in

Kentucky income taxes, the highest burden in the 
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POOR FA M I L I E S S TATE EARNED INCOME TAX CREDITS

L I B E R A L S A N D C O N S E R V A T I V E S

H A V E F O U N D T H E R AT I O N A L E

F O R T H E E A R N E D I N C O M E T A X

C R E D I T P E R S U A S I V E : T A X I N G

L O W - I N C O M E W O R K I N G F A M I L I E S

I N T O P O V E R T Y ,  O R F U R T H E R

I N T O P O V E R T Y ,  I S N O T W I S E

P U B L I C P O L I C Y.

2 A small EITC is available to low-income families and individuals

without children. The maximum benefit is $347, and this population

is responsible for about 3 percent of EITC expenditures.

3 For a two-parent family of four, the federal government’s threshold

for taxable income is $18,300 per year.



c o u n t ry,” according to Pove rty Despite Wo rk in

Kentucky, a report by the Center on Budget and Policy

Priorities and Kentucky Youth Advocates. 

Illinois, another state with a very low threshold for

taxing the income of working families, recently doubled

its personal exemption from $1,000 to $2,000.

Despite this encouraging step tow a rd tax equity, the

state begins taxing family income when it reaches 

49 percent of the pove rty level. Brian Matakis, a 

project director at Voices for Illinois Children, sees an

inconsistency between the state’s income tax for 

low-wage families with children and its other policies

to encourage work and reduce dependency.

“ In Illinois, we have done a laudable job crafting

c h i l d re n’s health insurance, child-care subsidies, and

other work-first, employment-centered supports,” says

Matakis. “And then we have an income tax that not

only doesn’t complement these investments, but 

actually works against them by taxing families deeper

into poverty.”

A nonrefundable state EITC can provide tax relief to

working families with incomes near poverty level. But

to assist working families with incomes below the

p ove rty line, who owe little or no income tax, a

refundable EITC is necessary.

In addition to reinforcing the federal tax credit and

reducing the adverse impact of state and local taxes, 

a state EITC has at least one other benefit. It is simple

for states to administer and low-income families 

to claim. Using federal eligibility rules, re f u n d a b l e

state EITCs are based on a simple percentage of 

the federal cre d i t .4 Depending on the state, this 

proportion ranges from 8.5 percent to 25 percent of

the federal EITC.5

Costs and Benefits

Because state EITCs assist low-income families and

a d vance we l f a re - reform goals, one might re a s o n a b l y

ask why there are n’t such credits in eve ry state with 

an income tax. Pa rt of the answer invo l ves the 

traditionally slow pace of policy change, and the

inevitable competition among budget priorities.

Mo re ove r, tax policy is a complicated and often 

intimidating topic for legislators and advocates alike.

“ It’s been challenging for us as an organization to

ratchet up our understanding the issues,” says Debra

Mi l l e r, exe c u t i ve director of Kentucky Youth Ad vo c a t e s .

“ It’s also ve ry challenging for us to get other child

advocates interested in this.”
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C O M P L E M E N T I N G W E L F A R E

R E F O R M ,  T H E E I T C P R O V I D E S

L O W - I N C O M E S I N G L E P A R E N T S

W I T H A P O W E R F U L I N C E N T I V E T O

W O R K .  A S T H E C R E D I T P H A S E S I N ,
I T S V A L U E F O R V E R Y L O W - I N C O M E

W O R K E R S I N C R E A S E S W I T H W O R K

E F F O R T A N D E A R N I N G S .

4 Minnesota, which recently expanded its state EITC for families by about

two-thirds, has a slightly different and somewhat more complex 

benefit structure than the federal government or other states.

5 In Wisconsin, the percentage of the federal EITC varies with the 

n u m b e r of children: one child, 4 percent; two children, 14 percent;

and three children, 43 percent.
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S TAT E  B U D G E T  A N D  TA X  A N A LY S I S

TO D AY S TAT E S A R E “I N T H E I R B E S T F I N A N C I A L

C O N D I T I O N S I N D E C A D E S, ” according to a recent
survey of 44 states by the National Conference of State
Legislatures. Because of a healthy national economy,
conservative revenue forecasts, and other factors, the
reporting states have an aggregate ending balance of
$33.4 billion for fiscal year 1999. Among the questions
raised by budget surpluses: Should states save money in
rainy-day funds and other reserves? spend on education,
infrastructure, and other programs? or cut income, sales,
and other taxes?

As policymakers wrestle with these questions, a 
g r o w i n g number of state-level organizations concerned
with the well-being of disadvantaged children are 
providing sophisticated research and analysis to inform
public debates about tax, revenue, and budget priorities.
Since 1993 the Annie E. Casey Foundation has provided 
support to the State Fiscal Analysis Initiative (SFAI), a 
network of 22 state-based organizations engaged in 

research and public education. Funding for SFAI is also

provided by the Ford Foundation, Charles Stewart Mott

Foundation, Open Society Institute, and several local and

regional philanthropies. Promoting equitable tax and

budgetary policies that meet the needs of all citizens, the

state-based organizations receive technical assistance

from the Center on Budget and Policy Priorities, a

Washington, D.C.-based organization that conducts

national and state-level research on fiscal policy.

For additional information on the State Fiscal Analysis

Initiative, contact: Center on Budget and Policy Priorities,

820 First Street, NE, Suite 510, Washington, DC 20002,

phone: 202-408-1080, www.cbpp.org. For a copy of the

new publication The State Fiscal Analysis Initiative:

Building Organizational Capacity for State Budget and

Tax Analysis, contact: Charles Stewart Mott Foundation,

1200 Mott Foundation Building, Flint, MI 48502-1851,

Publications Hot Line: 800-645-1766, www.mott.org.

Eight of the Annie E. Casey
Foundation’s KIDS COUNT
state grantees, which receive
support to collect, analyze, and
disseminate information on 
the well-being of children, are
participating in SFAI.

Arizona
Children’s Action Alliance
4001 N. 3rd Street, Suite 160
Phoenix, AZ 85012
Phone: 602-266-0707
www.azchildren.org

Illinois
Voices for Illinois Children
208 South LaSalle, Suite 1490
Chicago, IL 60604
Phone: 312-456-0600
www.voices4kids.org

Kentucky
Kentucky Youth Advocates
2034 Frankfort Avenue
Louisville, KY 40206
Phone: 502-875-4865
www.kyyouth.org

New Jersey
Association for Children of New Jersey
35 Halsey Street
Newark, NJ 07102
Phone: 973-643-3876
www.acnj.org

Pennsylvania
Pennsylvania Partnerships for Children
20 N. Market Square, Suite 300
Harrisburg, PA 17101-1632
Phone: 717-236-5680
www.papartnerships.org

Texas
Center for Public Policy Priorities
900 Lydia Street
Austin, TX 78702
Phone: 512-320-0222
www.cppp.org

Washington
University of Washington
Institute of Public Policy and
Management
Fiscal Policy Center
Box 353060
Seattle, WA 98195-3060
Phone: 206-543-0190
weber.u.washington.edu/~fpcweb

Wisconsin
Wisconsin Council on Children
and Families
16 N. Carroll Street, Suite 600
Madison, WI 53703
Phone: 608-284-0580
www.wccf.org
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Perhaps the largest hurdle to more states enacting

Earned Income Tax Credits is the discomforting fact

that low-income people supply many state tre a s u r i e s

with substantial income-tax revenue. According to an

analysis by Voices for Illinois Children, a new state

E I TC that was 10 percent of the federal tax cre d i t

would cost more than $100 million per ye a r. “T h e

reality is that the state of Illinois gets millions of dollars

each year from poor folks,” says Brian Matakis. “And

if you have an Earned Income Tax Credit, we are

going to lose those revenues.”

One way that many states could partially finance an

E I TC is by taking advantage of the flexibility built

into the 1996 federal we l f a re - reform law. The final

regulations for Te m p o r a ry Assistance for Ne e d y

Famil ies (TANF), i ssued in April  by the U.S.

De p a rtment of Health and Human Se rvices, allow

states to use either federal or state we l f a re dollars to

pay for the refundable portion of a state Earned

Income Tax Credit. This option should appeal to

some state legislators as declining we l f a re caseloads

create significant TANF surpluses.

Ac k n owledging that a state Earned Income Ta x

Credit is expensive, researchers and advocates explain

that this is only natural because large numbers of people

can benefit from it. In 1998 some 20 million poor

and near-poor workers nationwide claimed the federal

EITC. “People who aren’t reached by most programs

for low-income people benefit from these tax credits,”

says Nicholas Johnson. “A lot of state legislators 

need to come to grips with the fact that a lot of their

constituents could benefit from these credits.”

For many, the ultimate justification for a state

Earned Income Tax Credit is its value as a long-term

i n vestment in children. Study after study has show n

the links between pove rty and poor deve l o p m e n t a l ,

educational, and adult outcomes. And growing 

numbers of policymakers, re s e a rchers, and advo c a t e s

b e l i e ve such an investment in working families will

benefit children and society as a whole. “An Earned

Income Tax Credit is certainly not as direct a benefit to

c h i l d ren as quality child care,” says Brian Ma t a k i s .

“ But at its most basic level, the EITC gets to the heart of

something that’s been a hardship for a long time, and

t h a t’s an absence of family re s o u rces. If you can’t support

a nurturing environment and add to it, then yo u’re

really not going to be able to improve children’s lives.” 

A  N O N R E F U N D A B L E S TAT E E I T C

C A N P R O V I D E T A X R E L I E F T O

W O R K I N G FA M I L I E S W I T H I N C O M E S

N E A R T H E P O V E RT Y L E V E L .  B U T

T O A S S I S T W O R K I N G F A M I L I E S

W I T H I N C O M E S W E L L B E L O W T H E

P O V E R T Y L I N E ,  A R E F U N D A B L E

E I T C I S N E C E S S A R Y.
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ASSESSING WELFARE REFORM
R E C E N T  R E P O RT S  F R O M  T H E  UR B A N  I N S T I T U T E

By Michael deCourcy Hinds

The 1990s have unquestionably been a decade of

p rofound change in domestic  social  policy.

Responsibility for the social safety net has been shifting

from the federal government to the states, and welfare

as we had known it for 60 years officially ended in

1996. What remains unanswe red is the impact of

these changes on low-income families and childre n .

How would millions of young mothers with little 

education or work experience pull their families

t h rough pove rty? How would

states  cope with their new

responsibilities? How would

employers respond?

On Jan. 30, 1997, the

Urban Institute formal ly

announced the establishment

of an ambitious re s e a rch pro j e c t

called “Assessing the New Federalism.” The institute, a

n o n p a r tisan policy re s e a rch organization in

Washington, D.C., is collaborating on the pro j e c t

with Child Trends, a nonprofit re s e a rch organization

also in Washington. The focus of the project is 

primarily on health care, income security, job training,

and social services.

Assessing the New Federalism was developed at 

the request of the Annie E. Casey Foundation, with

the aim of providing policymakers and others with

information about significant developments affecting

c h i l d ren and families. The He n ry J. Kaiser Fa m i l y

Foundation, W. K. Kellogg Foundation, and John D.

and Catherine T. MacArthur Foundation have joined

Casey to provide significant support for the project.

At this  stage, re s e a rchers  are  s til l collect ing 

information, not reaching conclusions. This art i c l e



presents a glimpse of the work in progress, based on a

half-dozen recent studies on aspects of welfare reform.

Moving from AFDC to TANF

The institute’s December 1998 re p o rt, entitled Ca s h

Assistance in Transition: The Story of 13 States, serves as

an excellent primer for under-

standing the landmark shift

in we l f a re policy. The re p o rt ,

written by re s e a rchers Sh e i l a

R. Ze d l ewski, Pamela A.

Ho l c o m b, and Amy-El l e n

Duke, provides the national

context for we l f a re re f o r m

and describes policy shifts in 13 representative states,

w h e re over half of  we l f a re  recipients  l ive .

As the authors note, the most prominent we l f a re

p rogram, Aid to Families With Dependent Childre n

(AFDC), had been widely criticized as ineffective .

Among other things, it  was  believed to foster 

dependence, as eligible families could re c e i ve cash

assistance as long as they had a dependent child under

age 18. AFDC also discouraged marriage by treating

t w o - p a rent families far less favorably than single 

parents. And while AFDC emphasized education and

training, it was largely ineffective in moving people

into the work force.

To refocus public assistance, Congress passed and

the President signed the Personal Responsibility and

Wo rk Op p o rtunity Reconciliation Act of 1996. T h e

act created AFDC’s successor program, Te m p o r a ry

Assistance for Needy Families (TANF). The act’s

stated goals were to: “(1) provide assistance to needy

families so that children may be cared for in their own

homes or relatives’; (2) end the dependence of needy

p a rents on government benefits by promoting job 

p reparation, work, and marriage; (3) pre vent and

reduce the incidence of out-of-wedlock pre g n a n c i e s ;

(4) encourage the formation and maintenance of two-

parent families.”

To reach these goals, the federal government 

mandated rules about eligibility, work, and time limits

for public assistance, as outlined:

■ Work: States must have 50 percent of all families in

w o rk or work - p rescribed activities by 2002, with

intermediate work requirements starting in 1997.

■ Pa rt i c i p a t i o n : Pa rents must participate in work -

related activities unless they have a child under one

year old.

■ Benefit Time Limits: Cash assistance is available for

no more than five years in a recipient family’s 

lifetime. (States have latitude in setting shorter time

limits or in extending benefits past five years using

state funds only. States may also exempt 20 percent

of their caseload.)

28

T H E U R B A N I N S T I T U T E R E P O R T

C A S H A S S I S TA N C E I N T R A N S I T I O N

P R O V I D E S T H E N AT I O N A L C O N T E X T

F O R W E L F A R E R E F O R M A N D

D E S C R I B E S P O L I C Y S H I F T S I N

1 3  R E P R E S E N T A T I V E S T A T E S ,
W H E R E O V E R H A L F O F W E L FA R E

R E C I P I E N T S L I V E .



■ Sp e n d i n g : The use of federal block grants , 

nominally fixed until 2002, gives states considerable

l e eway in providing support to low-income, two-

parent families. Federal funds can also be saved in

case of an economic downturn.

■ De t e r re n c e : To discourage out-of-wedlock birt h s ,

unwed teen mothers must live with their parents or

other responsible adults and must attend high 

school or other equivalent training to be eligible for

cash assistance.

The authors of Cash Assistance in Tra n s i t i o n a l s o

describe the great variation in the way states have been

crafting new systems within the federal framew o rk .

Florida, for example, has set a four-year lifetime limit

for receiving TANF benefits, while Michigan has set

no lifetime limit, as it plans to use state funds for 

family benefits after the family loses eligibility for 

federal funds. Ge n e r a l l y, states are encouraging work

by disre g a rding portions of a family’s earned income

in setting family benefit levels. States are also setting

tougher sanctions for people who fail to comply with

w o rk rules, including the ultimate sanction in some

states of eliminating the entire family benefit.

State and local we l f a re officials told the study’s

authors that their biggest concern was that families

would fall through the cracks during this transitional

period of policy overhaul. “Respondents were worried

that the TANF time clocks for work participation and

benefit termination we re ticking away while these

reforms we re still getting under way, raising the

specter that — even in a good economy — some state

changes focused on service delive ry might come too

late for those whose clocks are ticking.”

Running an Obstacle Course to Work

From Ma rch 1994, the peak of we l f a re caseloads, to 

September 1998 the nation’s welfare rolls decreased by

43 percent. How are former we l f a re recipients doing

in the labor market, and what are the prospects for 

those still on we l f a re? An Urban Institute surve y,

called the National Survey of America’s Families, helps

a n s wer these questions.  The nationwide survey 

collected economic, health and social characteristics

for 44,000 households, with a special emphasis on

households in 13 states where the institute is closely

monitoring policy changes. The survey was conducted

b e t ween Fe b ru a ry and November of 1997 as states

were starting to put new welfare programs in place. A

1999 version of the survey is now under way.

First, the re p o rt from c u r re n t we l f a re re c i p i e n t s :

Many welfare recipients said they were moving toward

independence, but many others re p o rt facing an

obstacle course of personal and family pro b l e m s ,

which make it hard for them to work. “Our re s u l t s

p resent a good-news, bad-news kind of story for pare n t s

receiving TANF in 1997,” Sheila R. Zedlewski writes

in her June 1999 re p o rt entitled, Wo rk - Re l a t e d

Activities and Limitations of We l f a re Re c i p i e n t s . T h e

s u rvey invo l ved interv i ews with 1,564 adults on 

we l f a re who are likely to be affected by new work 

participation rules.

The good news:

■ Many are in work - related activities: A historically

high number of we l f a re recipients we re part i c i p a t i n g

in work - related activities: 21 percent held jobs, 

10 percent were in school, 24 percent were actively

looking for work.

■ Ea rly experiments with work policies are paying off:

States that encouraged work activities prior to the

n ew TANF re q u i rements achieved significantly

higher work participation rates than other states.
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■ We l f a re - re f o rm targets are in sight: In the near term,

most  states  wi ll  have litt le trouble meet ing 

the new federal work activity targets for all TANF

families — targets that are linked to funding. This

is because work participation rates are already high,

and recent declines in caseloads also make the 

targets easier to reach.

The bad news:

■ Most face obstacles to work: Three in four parents on

we l f a re re p o rt having at least one significant obstacle

to work; nearly one in five parents re p o rt having

three or more obstacles to work.

■ Common obstacles are serious: 48 percent report hav-

ing either poor physical health or poor mental

health; 43 percent haven’t worked for three or more

years; 41 percent do not have a high school diploma

or equivalent; 15 percent have an infant; 10 percent

live outside metropolitan areas and don’t have a car

to drive to work; 7 percent may have limited

English language skills; and 4 percent care for a 

disabled child.

■ Some are at risk: Parents who face the greatest risk of

remaining on welfare are the 27 percent who have

two or more obstacles to work and are not engaged

in any kind of work-related activity.

■ We l f a re - re f o rm targets could become harder to hit:

Over time, state caseloads will likely include higher

concentrations of seve rely disadvantaged families,

making it more difficult for states to meet federal

goals, with the risk of losing funding.

Second, the re p o rt from f o rm e r we l f a re re c i p i e n t s :

How are people faring after leaving we l f a re? W h a t

y a rdstick can be used to measure their pro g re s s ?

Because former welfare recipients are nearly all women

entering the bottom tier of the labor market, institute

researchers assessed their progress by comparing them

with low-income women with children who had not

been on we l f a re. The institute’s

June 1999 study,  entitled

Families Who Left We l f a re :

Who Are They and How Are

They Do i n g ? and written by

Pamela J. Loprest, also draws

on the institute’s 1997 national

household survey.

The study compares responses of low-income 

mothers to responses of 1,289 former we l f a re re c i p i e n t s

who left we l f a re between 1995 and 1997 and

remained off welfare in 1997. Nationally, nearly four

out of ten mothers with children under 18 in 1996

we re classified as low-income, meaning that their

incomes fell below 200 percent of the federal poverty

l e vel (about $26,000 for a three-person family with

two dependent children).

Former we l f a re recipients and low-income women

are similar in many ways: they have similar numbers

of children, with two being the median number. 

Most are poorly educated (only one in three has a

high school diploma or equivalent), and most are

white (although former we l f a re recipients include 

a dispro p o rtionately low percentage of Hispanics 

and a dispro p o rtionately high percentage of 

African Americans).

In both groups, most women are working and have

similar jobs, mainly in service and retail industries.

(Almost half of non-working, former we l f a re re c i p i e n t s

say they re c e i ved child support payments, So c i a l

Security benefits, or Supplemental Security In c o m e ;

h ow other unemployed women get by is unknown.) 
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Former welfare recipients tend to earn a bit more than

l ow-income mothers: the median hourly wages we re

$6.61 versus $6.06. Nearly one in ten women in both

g roups hold two jobs. Perhaps due to their longer

time in the work force, 36 percent of low - i n c o m e

women have employe r - p rovided health insurance 

compared to 23 percent of former welfare recipients.

T h e re are also big differences. Former we l f a re 

recipients are yo u n g e r, on average, as almost one in

t h ree is under 25. They also have younger childre n ,

with one in four moms having a child under the age

of one. The biggest difference of all is marital status:

61 percent of former we l f a re recipients are single 

p a rents without partners compared with 32 percent 

of low-income mothers.

Many low-income women re p o rt hardships, but

many more former we l f a re recipients experience the

same problems. For example, one in three low-income

mothers sometimes or often didn’t have enough food

for their families, compared with one in two former

welfare recipients. Similarly, 28 percent of low-income

mothers had trouble with housing costs in the prior

ye a r, but 39 percent of former we l f a re re c i p i e n t s

reported this problem.

Gi ven these hardships, it is unclear why so many

mothers do not re c e i ve food stamps and Me d i c a i d

benefits. Among former we l f a re recipients, only 

31 percent receive food stamps, only 34 percent of the

adults are covered by Medicaid, and only 47 percent

of their children are cove red by Medicaid. Fo r m e r

we l f a re recipients are eligible for food stamps, based

on their income; they are generally eligible for

Medicaid for one to two years after leaving we l f a re ,

depending on the state; and children under the age of

15 in low-income families are eligible for Medicaid.

Among those who leave we l f a re and food stamp

programs, 60 percent leave both programs at the same

time. Explanations range from people not under-

standing the eligibility rules to their sense of the hassle

and stigma associated with receiving public assistance.

“We seem to be observing a cultural change, a shift

away from using government assistance tow a rd making

it on your own,” says Sheila R. Zedlewski, director of

the institute’s Income and Benefits Policy Center.

The number of low-income families receiving 

public benefits are even lower: 13 percent receive food

stamps, 12 percent of the adults are cove red by

Medicaid, and 24 percent of their children are covered

by Medicaid. “We cannot sort out whether higher

rates of use among former we l f a re recipients re f l e c t

greater need than other low-income families or merely

less stigma or greater knowledge of benefit programs,”

writes Loprest, a senior re s e a rch associate at the 

institute, in Families Who Left Welfare.

All in all, most former welfare recipients are fitting

into the low-income labor market. “The fact that 

75 percent of former we l f a re recipients are work i n g

themselves or have a spouse or partner who is working

is positive,” Loprest says. “Also that welfare recipients 
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who work are doing as well as other non-re c i p i e n t

moms is telling.”

But some are not doing so well. During the study

period, 29 percent of those who left welfare returned.

In noting that single parents face the most difficulties,

L o p rest writes, “This suggests that policies to encourage

and support work might benefit from focusing on

how to support single-parent families generally rather

than necessarily targeting former welfare recipients.”

T h e re are rays of sunshine in the statistics. In a 

f ew state surveys, for example, most former we l f a re

recipients re p o rt hard s h i p, but still say their live s

i m p roved after leaving we l f a re, according to Sa r a h

Brauner and Pamela J. Lopre s t’s May 1999 study 

entitled W h e re Are They Now? What St a t e s’ Studies of

People Who Left Welfare Tell Us. In a Wisconsin survey,

for example, 69 percent of former we l f a re re c i p i e n t s

reported that “life is better now” and 60 percent don’t

anticipate returning to welfare. At the same time, the

same percentage, 69, also say they’re “barely making

it,” and more than one in three have trouble providing

their family with enough food, paying the rent, and

utility bills.

Plenty of Jobs, Few Good Ones

Early fears that the whole we l f a re - t o - w o rk initiative

might sink in an unre c e p t i ve job market are mini-

m i zed in an August 1998 institute-sponsored study,

entitled Job Prospects for We l f a re Recipients: Em p l oye r s

Speak Out, by Marsha Regenstein, Jack A. Meyer, and

Jennifer Dickemper Hicks. The survey was based on

interviews with 700 employers in industries with large

numbers of entry - l e vel jobs. “Em p l oyers have a ve ry

open mind about hiring welfare recipients even if they

have limited education and training — provided that

they have the personal characteristics they find 

i m p o rtant: reliability and positive attitudes tow a rd s

w o rk,” says Me ye r, president of the Economic and

Social Research Institute in Washington, D.C.

Only 12 percent of employers rated prior work

experience as a “most import a n t” qualification for

work and only 4 percent put adequate training in this

c a t e g o ry. By comparison, 66 percent said re l i a b i l i t y

and positive work attitude we re most import a n t ,

39 percent listed strong work ethic, 31 percent cited

p u n c t u a l i t y, and 16 percent said being friendly and

f o l l owing through on assigned tasks we re the most

important characteristics.

With the strong economy, economists forecast that

the flow of welfare recipients into the work force will

not cause problems like raising u n e m p l oyment rates 

or displacing low - i n c o m e

w o rkers in many metro p o l i t a n

a reas, according to a Ju n e

1999 institute study, How

Well  Can Urban Labor

Ma rket s Absorb We l f a re

Re c i p i e n t s ? by Ro b e rt  I .

Lerman,  Pamela Lopre s t ,

and Caroline Ratcliffe. “On average,” the authors

write, “our projections show that the 20 metropolitan

a reas studied will experience decreases in unemploy-

ment rates, even with the entry of we l f a re re c i p i e n t s

into the labor force, largely because of growth in low-

skill employment.” Howe ve r, this varies across the

country. Some labor markets — including Baltimore,

New Yo rk City, St.  Louis , and the District of

Columbia — have high initial unemployment rates

and will encounter problems.

In the study Job Pro s p e c t s, employers voiced concerns

about welfare recipients’ reliability and work attitudes,

but we re willing to hire them. In all, 62 percent of 



employers have hired a former welfare recipient, and

94 percent of those said they would be willing to hire

one again. Among those without experience with 

we l f a re recipients as employees, 82 percent said they

would likely hire one in the next year.

The jobs available, though, are often part time with

ve ry low wages and minimal, if any, benefits: T h e

median entry - l e vel wage paid by surve yed employe r s

was $5.50. Nearly half the jobs are part time. A quart e r

of the employers offer no benefits, only 17 perc e n t

offer paid sick leave, and only 1 percent offer child-

c a re benefits. While nearly half of the businesses 

p rovide health-care insurance, the premiums can be

costly to employees and coverage may not start for

months — or over a ye a r, in nearly a third of the

e m p l oyers surve yed. On top of all this, a staggering 

39 percent of employers said their jobs are not 

accessible by public transportation (even in Los

Angeles, nearly 20 percent of employers said their jobs

were inaccessible by public transit).

Jobs for former we l f a re recipients, then, are at the

very bottom rung of the labor market. “These sort of

jobs aren’t bad if they are quite temporary, and people

can move up to better jobs,” says Me ye r. “My ow n

sense is that some workers will go that path, but a lot

of people in this country are mired in these jobs. It’s

kind of a yellow light on welfare reform.”

Public Incentives Make Work Attractive

But minimum-wage jobs, in combination with food

stamps and low-income tax credits, can lift families

out of poverty, concludes a December 1998 institute

study, entitled Does Work Pay? A Summary of the Work

In c e n t i ves under TA N F, by Norma B. Coe, Gre g o ry

Acs, Ro b e rt I. Lerman, and Keith Watson. “The 

central finding is that low-income, single mothers are

significantly better off working, even at minimum

wage, than relying solely on welfare,” the authors say.

“Indeed, work pays mainly because of the continued

federal financial commitment to working families,”

primarily through the Earned

Income Tax Credit. By 1997,

the credit provided up to 40

p e rcent of earnings  up to

$9,100,  or up to $3,640.

Without the credit, a person

w o rking 35 hours a week 50

weeks a year at the minimum

wage of $5.15 in 1997 would have a yearly income of

about $9,000 — considerably below the $12,931

poverty level for a family of three. With the credit, the

family income approaches the poverty line.

The study uses Colorado, a state that was close to

the median of 12 states examined, to demonstrate

how a typical mother with two children would fare as

she leaves we l f a re for work. The example below
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reflects after-tax income from all sources, including

TANF benefits, the cash value of food stamps, and tax

credits for low-income workers:

■ With just public assistance, a mother with two 

c h i l d ren has a monthly income of $674, which is

equal to 68 percent of the federal poverty level.

■ With a part-time, minimum-wage job, the mother’s

monthly income would rise to $1,041, which is

equal to 97 percent of the poverty level.

■ With a full-time, minimum-wage job, her monthly

income would rise to $1,241, which is equal to 115

percent of the poverty level.

As pay increases, though, income tax credits and

food stamp benefits are phased out — creating a 

situation where a substantial pay hike produces only a

minimal net pay raise. For example, a full-time, 

minimum-wage worker who re c e i ves a 75 perc e n t

increase in pay, to $9 per hour, would only receive a

16 percent increase in net pay, to $1,478, on average.

Co-author Gre g o ry Acs, a senior re s e a rch associate

at the institute, says that the disincentive to find 

good-paying jobs also varied with state rules for phasing

out benefits. “Oregon adapted our methodology, and

found out that in one county a mother with two kids

who needed child care would be no better off working

at a $12 an hour job with no public assistance than

she would be at a $6 an hour job and still receiving

the Earned Income Tax Credit, some TA N F, and

child-care assistance. It was the most glaring example

of any I’ve seen,” he says. “As an analyst, I’m not sure

what to do about it besides pointing it out.”

It’s not an easy problem, he says. Gove r n m e n t

encourages people to take entry - l e vel jobs, even part

time at minimum wages, by showing them that it

helps them get ahead financially. But how should 

government phase out benefits in a nation where half

the work force earns under $12 an hour? “It’s hard to

phase out benefits gradually without providing benefits

to 50 percent of all workers,” Acs says.

For some former welfare recipients, the benefits will

s t a rt them climbing up a career ladder to jobs with

high wages, good benefits, and a future. But for others 

in poor health or who lack the education, skills, or

m o t i vation to climb the career ladder, the benefit

s t ru c t u re gives them no incentive to seek better full-

time jobs. “It’s a trade-off,” says Acs.

About the Research Project

Midway through the Assessing the New Fe d e r a l i s m

project, highlights include: 

■ A 1997 national survey of 44,000 households and a 

second one under way in 1999.
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■ A data bank, accessible on the Internet, that 

provides 900 types of social service information for

each of 50 states and the District of Columbia.

Almost 20,000 re s e a rchers, state officials, and 

a d vocacy organizations have already used the data

bank to compare program designs, expenditures, or

indicators of family well-being among states.

■ Twenty-six case studies of health, social service, and

income support policies in 13 states. For these

states, these are the only comprehensive reviews of

safety net program design, implementation, and

delivery of service.

■ T h i rt y - t h ree policy briefs, designed to quickly brief

policymakers on the implications of policy changes,

and 26 papers comparing safety net pol icies

a c ross states.

Alan Weil, director of the project and a former

director of the Colorado Department of Health Care

Pol icy and Financing, says Assess ing the New

Federalism fills a vacuum: “Folks concerned about the

well-being of families and children re a l i zed that we, 

as a country, really don’t have a systematic way of

gathering information about state policies and the

effects of them. Without this new initiative, it would

be very hard to speak with any confidence about what

it means for states to define the safety net.”

Michael deCourcy Hinds, a former reporter for the New York

T i m e s , is a vice president at the Public Agenda Foundation.

IN A D D I T I O N T O S U P P O RT I N G the Assessing the New

Federalism project, the Annie E. Casey Foundation

assists several other organizations that  provide 

reliable and timely information about welfare reform and

related topics. These organizations include: 

The Welfare Information Network, a comprehensive

clearinghouse for information on welfare policies and

programs at  both the state and federal level,  

1000 Vermont Avenue, NW, Suite 600, Washington, DC

20005, phone: (202) 628-5790, fax: (202) 628-4206,

w w w . w e l f a r e i n f o . o r g .

The Welfare Reform Academy, which educates s t a t e

and local officials, private service providers, and other

interested individuals about welfare reform, Maryland

School of Public Affairs, 2101 Van Munching Hall,

College Park, MD 20742, phone: (202) 862-5904,

w w w . w e l f a r e - r e f o r m - a c a d e m y . o r g .

The web site of the Research Forum for Children,

Families, and the New Federalism, a clearinghouse 

of information on welfare research projects, which

includes an online database of project summaries,

National Center for Children in Poverty, 154 Haven

Avenue, New York, NY 10032, phone: (212) 304-7150,

fax: (212) 544-4200 or 4201, www.researchforum.org.

T h e Center for Law and Social Policy, which uses 

e d u c a t i o n , policy research and advocacy to improve 

the economic  security of low-income famil ies, 

1616 P Street, NW, Suite 150, Washington, DC 20036,

p hone:  (20 2 )  328 -5140 ,  f ax :  ( 202 )  328 -5 195 ,

w w w . c l a s p . o r g .

R E S O U R C E S  F O R  W E L F A R E  R E F O R M


