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IMPROVING WORK AND OTHER WELFARE
REFORM GOALS

THURSDAY, SEPTEMBER 8, 2011

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HUMAN RESOURCES,
Washington, DC.

The subcommittee met, pursuant to call, at 2:10 p.m., in Room
B-318, Rayburn House Office Building, the Honorable Geoff Davis
[chairman of the subcommittee] presiding.

[The advisory of the hearing follows:]

o))
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HEARING ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

Chairman Davis Announces Hearing on
Improving Work and Other Welfare Reform Goals

Thursday, September 08, 2011

Congressman Geoff Davis (R-KY), Chairman of the Subcommittee on Human Re-
sources of the Committee on Ways and Means, today announced that the Sub-
committee will hold a hearing on the reauthorization of the Temporary Assistance
for Needy Families (TANF) program, including how States engage recipients in
work activities that move them toward self-sufficiency. The hearing will take
place at 2:00 P.M. on Thursday, September 8, 2011, in Room B-318 of the
Rayburn House Office Building.

The hearing was originally scheduled for 9:00 A.M. on Thursday, August 4, 2011,
in Room B-318 Rayburn House Office Building, but was postponed.

In view of the limited time available to hear from witnesses, oral testimony at
this hearing will be from invited witnesses only. Witnesses will include experts on
the engagement of TANF recipients in work activities and other issues. However,
any individual or organization not scheduled for an oral appearance may submit a
written statement for consideration by the Committee and for inclusion in the print-
ed record of the hearing.

BACKGROUND:

The purposes of the TANF program include providing assistance to needy families
and ending dependence on government benefits by promoting job preparation, work,
and marriage. Adults on TANF may be required to participate in up to 30 hours
of work or other constructive activities per week to be eligible for benefits, and
States must ensure that 50 percent of work-eligible families satisfy this require-
ment. Since it replaced the New Deal-era AFDC program in 1996, TANF has re-
sulted in reduced welfare dependence as cash assistance caseloads declined 57 per-
cent through December 2010. The work-based 1996 reforms also played a substan-
tial role in reducing child poverty, and even in the recession year of 2009, both Afri-
can American and Hispanic child poverty remained below 1996 levels despite an un-
employment rate 50 percent higher than the pre-reform level.

While TANF has resulted in increased work and reduced dependence and poverty
among many low-income parents, current pro-work policies may not reach all or
even most adults in families on welfare. States may exempt individual adults on
welfare from work requirements or otherwise adopt policies that reduce the 50 per-
cent share of households expected to include an adult participating in work or other
activities in exchange for benefits. For example, an increasing number of States
have used “excess maintenance of effort (MOE) credits,” among other measures, to
significantly reduce the share of current welfare recipients expected to work or par-
ticipate in other activities while receiving benefits, undermining a key welfare re-
form goal. The TANF program is currently authorized through September 30, 2011,
and the President called for a one-year extension of the current program in his Fis-
cal Year 2012 budget proposal.

In announcing the hearing, Chairman Davis stated, “TANF is designed to help
low-income adults prepare for, find, and stay in jobs instead of spending year after
year on welfare. Despite significant success since welfare reforms were enacted in
the 1990s, in Fiscal Year 2010, over four-in-ten TANF families faced no work re-
quirement at all, and less than a third of families facing work requirements actually
met them in Fiscal Year 2009. With TANF requiring an extension before the end
of this year, now is the right time to review the program to ensure that States are
taking the necessary steps to help TANF families move up the economic ladder, as
the 1996 welfare reform intended.”



FOCUS OF THE HEARING:

The hearing will focus on oversight of the TANF program along with proposals
to improve work and other TANF goals as part of upcoming legislation to extend
TANF and related programs.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
http:/ /waysandmeans.house.gov, select “Hearings.” Select the hearing for which you
would like to submit, and click on the link entitled, “Click here to provide a submis-
sion for the record.” Once you have followed the online instructions, submit all re-
quested information. Attach your submission as a Word document, in compliance
with the formatting requirements listed below, by the close of business on
Thursday, September 22, 2011. Finally, please note that due to the change in
House mail policy, the U.S. Capitol Police will refuse sealed-package deliveries to
all House Office Buildings. For questions, or if you encounter technical problems,
please call (202) 225-1721 or (202) 225-3625.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item not in compliance with these guidelines will not be printed, but will
be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word format and MUST
NOT exceed a total of 10 pages, including attachments. Witnesses and submitters are advised
that the Committee relies on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone, and fax numbers of each witness.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226-
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Note: All Committee advisories and news releases are available on the World
Wide Web at http:/ /www.waysandmeans.house.gov /.

Chairman DAVIS. Good afternoon. I would like to welcome ev-
erybody here. I would also thank our panelists and also our guests
in the audience for their patience. Votes have made us a little bit
tardy in the beginning, but we are looking forward to having this
discussion with all of you, have a chance to hopefully share after-
wards, and appreciate you coming in.

Today we will be reviewing ideas for reauthorizing the Tem-
porary Assistance for Needy Families program. Since it replaced
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the New Deal-era AFDC program in 1996, TANF has been success-
ful at cutting welfare caseloads by 57 percent through last year.
Even more importantly, by promoting work among single parents
who are the most common welfare recipients, it has helped reduce
child poverty in female-headed families by 10 percent, even with
the deep recession.

But despite such progress, TANF can and should be strength-
ened to help more low-income families support themselves in the
years ahead. Unfortunately, the Administration has called for only
a straight one-year extension of current law, which expires at the
end of September 2011. Given that position it seems unlikely that
significant changes to TANF will happen this year. In fact, I expect
the House will consider a straight short-term extension of TANF
later this month. But today’s hearing will let us start to focus on
key problems that a straight extension would leave unfixed, and
help us chart a path toward fixing those issues in the coming year.
As with any program, we learn and develop as time and years go
on and we encounter new things and identify processes that can be
addressed or be improved, and that is what this focus is.

Key concerns involve the fact that not enough adults on welfare
are working or preparing for work today. For example, according
to recently-released data from the Department of Health and
Human Services, in Fiscal Year 2009 only about two in ten families
on welfare included an adult who met a welfare-to-work require-
ment. The reasons are complicated, including because a rising
number of welfare payments do not include an adult benefit, called
“child-only” payments. But as a testimony of the nonpartisan Gov-
ernment Accountability Office discusses, many States are also
using an obscure accounting technique known as “excess MOE
credits” to weaken work requirements and avoid engaging adults in
work or training, as they should. Instead of the State helping more
adults prepare for and begin work, they scour their books to un-
cover more spending they can credit to the TANF program and
thereby reduce the number of people they have to engage in work
activities. This compounds underlying concerns that too few cur-
rent recipients are actually engaging in constructive activities to
prepare for work and life off of welfare. And that does a disservice
to all poor families who want and need help to become self-reliant.

Other concerns involve outright abuse of taxpayer trust, such as
when adults on welfare spend taxpayer funds on liquor, gambling,
tattoos, or even visits to strip clubs. As recent exposés have re-
vealed, too many welfare recipients have accessed taxpayer funds
at cash machines and casinos, liquor stores, strip clubs, and even
on cruise ships. Some States, including California, have already
taken action to plug this so-called “strip club loophole.” Senators
Hatch and Baucus, our colleagues on the Senate Finance Com-
mittee, have proposed we do the same on the Federal level. We
should consider that as well.

A number of States have either enacted or are considering meas-
ures that try to ensure parents on welfare are not using drugs
which stand in the way of their getting off benefits and into work.
Our colleague, Mr. Reed, raised this issue at our last hearing and
it is one attracting a lot of attention. In a world where many em-
ployers require drug testing to ensure workers are clean and sober,
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neither taxpayers nor welfare recipients are helped if we have a
lower standard for those collecting welfare benefits designed to
help them enter work.

Finally, in addition to work and personal responsibility, another
key driver of welfare dependence involves family formation, espe-
cially whether children are raised in married, two-parent house-
holds, in which they are most likely to thrive and avoid poverty.
In 2009 the poverty rate for married families with children was 8.3
percent, while the poverty rate for households headed by unmar-
ried mothers was 45.3 percent, almost five and a half times as
high. Yet current welfare rules create marriage penalties by expect-
ing a greater share of married parents to be working and for more
hours. States have responded by in effect opting out of such re-
quirements altogether. It is time to ask whether the underlying
rules should be reformed in favor of treating all families the same.
This is one of several questions we should ask about how we re-
move marriage penalties and encourage stronger families in the
next round of reform.

We have an excellent panel of witnesses with us today to discuss
these issues and more, and we look forward to all of their testi-
mony.

Without objection, each Member will have the opportunity to
submit a written statement and have it included in the record at
this point.

Chairman DAVIS. And now I would like to defer to my friend
and colleague, the ranking Member, Mr. Doggett, to make his open-
ing statement.

Mr. DOGGETT. Thank you so much, Mr. Chairman. As we take
up this question of how to reauthorize the Temporary Assistance
for Needy Families program I think we should focus on two goals:
helping able-bodied recipients find the work that they need, while
protecting the safety net for struggling families who are unable to
do work because of disability, family crisis, or the fact that there
is not a job available. I believe much work needs to be done on both
counts.

We are caught up in the millions and the billions, quite appro-
priately. But this is about looking into the face of one child who
is left homeless on the streets because there is no protection, or is
one of the four children in this country who wakes up not knowing
whether there will be food at the end of the day for their family.

We should be concerned about strip clubs or any abuse of this
system and see that those who abuse these programs do not receive
assistance, whether they are a pharmaceutical manufacturer or an
individual welfare recipient. But I think our concerns must be
much broader. We should be concerned about protection that is
stripped from the many needy families across this country.

Even though the number of eligible poor families has increased
substantially with these hard economic times, the participation in
TANF has not increased by a similar amount. In 2009, only one of
every five children in poverty across America received any direct
Temporary Assistance for Needy Families assistance. It is the low-
est level of poor children receiving cash assistance since 1965.

And in Texas, of course, matters are worse. We only have about
1 out of every 20 poor children receiving assistance; and when as-
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sistance is received, a family of three could expect to get about
$244 a month, or less than 20 percent of the generally accepted
poverty line.

TANF has become, I believe, more hole than safety net, pro-
tecting fewer and fewer families as more and more have fallen
deeper into poverty. We all want to see more families advance from
TANF into full employment and the middle class, but so many are
just struggling to stay in the situation that they have now and
have lost their chance to participate in the middle class. The goal
is not achieved when caseloads decline due to a lack of access for
poor families rather than a decline in the number of poor families.
With fewer poor children and their families receiving Temporary
Assistance for Needy Families, now is not the time to do even less
with significant spending reductions.

I am pleased to hear the chairman indicate that we might move
forward with an extension, even if temporary, and I am hopeful
that that extension will include the TANF Supplemental Grant
program that has already expired this summer. That is what Texas
and 16 other States rely upon. They would see up to a 10 percent
reduction in TANF funding without it.

Over 15 years ago, as part of the 1996 reform of the welfare
laws, a reform that I personally supported, TANF Supplemental
Grant funds were set aside to help the States that were negatively
affected by the Federal formula. Ever since, Texas and a number
of other States have depended on these monies in order to provide
assistance that their families need, even at the relatively low levels
that Texas funds.

Without action on this issue, States will lose about $3 billion
over the next ten years; $500 million of that will be in my State
of Texas. The loss of these grants would place at risk a range of
vital services, including efforts to ensure that children are cared for
in their own homes, child-care assistance for working families and
job training. With funding for TANF having expired, or will expire
at the end of this month, it seems unlikely that Congress will de-
sign comprehensive legislation to reauthorize it. I do hope we can
come together on a bipartisan temporary extension.

Unless, Mr. Chairman, I direct all of my concerns at Repub-
licans, which I have many, I must concede that the Administration
has largely been missing in action on this issue which impacts the
lives of so many of our most vulnerable neighbors. And I would
urge the Administration to provide more leadership on improving
the TANF program as we approach the current authorization expi-
ration at the end of the month. Thank you.

Chairman DAVIS. Thank you very much. I look forward to work-
ing with you on this as we move forward. It is going to be an inter-
esting discussion over the intervening months, and hopefully we
will come up with a good solution to that.

Chairman DAVIS. Before we move on to our testimony, I would
like to remind witnesses that we are limiting the opening state-
ments, the oral statements, to 5 minutes. However, without objec-
tion, all of the written testimony will be made part of the perma-
nent record.

On our panel this afternoon we will be hearing from a number
of folks. First, Gary Alexander, the Secretary of the Pennsylvania
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Department of Public Welfare. He gets a persistence award today
for coming, despite flooding in his own State, a lengthy commute,
and driving rain. And as such, he may need to leave us a little bit
early to attend to some other matters, but we really appreciate you
taking the time to come down here and share from your experience
and the things that you have done in Pennsylvania.

We have back with us Kay Brown from Education Workforce and
Income Security with the U.S. Government Accountability Office,
who has been with us before to share very critical information as
we are beginning to address a range of issues under jurisdiction of
the committee.

Doug Besharov, Professor at the School of Public Policy at the
University of Maryland, who has worked for many years in this
area and whom I have gotten to know through work with the sub-
committee as well.

Scott Wetzler, Vice Chairman and Professor at the Department
on Psychiatry and Behavioral Sciences at the Montefiore Medical

enter.

And LaDonna Pavetti, Vice President for Family Income Support
Policy for the Center on Budget and Policy Priorities.

Thank you all again for being here. Secretary Alexander, please
proceed with your testimony.

STATEMENT OF GARY D. ALEXANDER, SECRETARY OF PUBLIC
WELFARE, COMMONWEALTH OF PENNSYLVANIA

Mr. ALEXANDER. Thank you. Chairman Davis

Chairman DAVIS. You are in Washington. Things don’t always
work very well here.

Mr. ALEXANDER. Not as lucrative as Pennsylvania.

Chairman Davis and subcommittee members, thank you for the
opportunity to speak today. My name is Gary Alexander and I am
currently the Secretary of Public Welfare for the Commonwealth of
Pennsylvania. This committee is well familiar with the funda-
mental changes in the social contract between the taxpayers and
recipients of income and services under the Personal Responsibility
and Work Opportunity Reconciliation Act of 1996. For the first
time, the stated objective of the program explicitly emphasized self-
reliance, but equally and importantly, expectations were imposed
in exchange for temporary assistance. With this central element in
place, the legislation that once brought into alignment the interests
of all parties—recipients, taxpayers and government bodies—recipi-
ents were motivated to move into jobs at the earliest opportunity
because of time limits and TANF work obligations. Taxpayers could
see that those that they were temporarily supporting were making
real efforts to earn their own income, and government agencies
were no longer bought out from the consequences of rising case-
loads, but instead had every reason to encourage family self-suffi-
ciency so that block grant funds could be saved or reprogrammed.

This alignment of incentives, and not just the work program
changes alone, was responsible for the 60 percent reduction in the
national caseloads experienced soon thereafter 1996.

When TANF was reauthorized in 2006, certain adjustments and
updates were made, but the essential social bargain set forth in the
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original legislation remained intact. I would encourage Congress to
keep that alignment of incentives intact as we move forward.

There is no reason that other benefit programs should not en-
courage self-reliance incorporating a version of a work requirement.
Although not all benefit programs are under the jurisdiction of this
committee, it is important for the Congress as a whole to consider
the nature of the social welfare system as recipients experience it,
and to consider the adaptations of the early TANF success to other
related programs.

Large assistance programs such as food stamps, Medicaid, hous-
ing assistance, and unemployment insurance should incorporate a
universal work or preparation and obligation to work for all able-
bodied recipients.

To be specific to Pennsylvania, Pennsylvania possesses a vast so-
cial welfare network that has become a way of life to many. Gen-
erally, lifetime benefits are limited to 60 months on the TANF pro-
gram, but there are many exceptions, as you know, to receive ex-
tended TANF.

Pennsylvania has approximately 18 percent of its caseload on
after 60 months. With billions of dollars spent over the past dec-
ade, Pennsylvania only puts 5 percent of its clients in a 30-hour
per week job, yet it touts a work participation rate of approxi-
mately 50 percent. Half of those leaving TANF for a job return to
TANF within 1 year. Pennsylvania and most States meet their
work participation rate with everything but a real 30-hour a week
job. The welfare state in Pennsylvania is growing by 13 percent
year over year.

We and you in Congress know that our current welfare system
does not work for America. As in all Federal programs, the rules
of TANF are complicated, cumbersome, onerous and convoluted.
For TANF the current measures and outcomes, while important to
the Federal establishment, fail to accurately measure work, and
they allow States to inflate numbers and not be held responsible
for performance. Only a program that values and encourages work
first, across all Federal programs, will increase accountability and
empower individuals and families to self-sufficiency and independ-
ence.

How do we solve this dilemma? One, create a performance-driven
system across the board where contractors are paid for job place-
ment and retention only. Simplify the rules and create simple per-
formance measures for States, like work attainment and retention
and healthy lifestyles; retain the current block grant, but do not
penalize States for saving money; and ensure that States measure
real job placement and retool the work participation rate to reflect
real employment and do not allow States to pad participation rates
by shifting caseloads into State-only programs.

Thank you.

Chairman DAVIS. Thank you very much.

[The prepared statement of Mr. Alexander follows:]



TESTIMONY

GARY D. ALEXANDER

SECRETARY of PUBLIC WELFARE
COMMONWEALTH OF PENNSYLVANIA
September 8, 2011

House Committee on Ways and Means

Chairman Davis and Subcommittee Members, thank you for the opportunity to speak
today. My name is Gary Alexander and I am the Secretary of Public Welfare for the
Commonwealth of Pennsylvania. Prior to my appointment, I served as the Secretary of
Health and Human Services in Rhode Tsland. Tam here today to offer testimony on the
reauthorization of the Temporary Assistance for Needy Families (“TANF”) program, and
how states can better engage recipients in real work activities that move them towards
self-sufficiency and independence.

The Genius of the TANF Concept

The concept behind the 1996 TANF legislation was a stroke of policy genius. This
legislation, known as the Personal Responsibility and Work Opportunity Reconciliation
Act (PRWORA) of 1996, took a completely novel approach to an intractable problem
with its origins in the Great Society of President Lyndon B. Johnson. That problem was
an increasing dependency on government for income and most of life’s other needs, from
housing to food to medical assistance.

This committee is well familiar with the fundamental changes in the social contract
between the taxpayers and the recipients of income and services with PRWORA. For the
first time, the stated objective of the program explicitly emphasized self-reliance, but
equally importantly enforceable expectations were imposed in exchange for temporary
assistance. With this central element in place the legislation at once brought into
alignment the interests of all parties—recipients, taxpayers and government bodies.
Recipients were motivated to move into jobs at the carliest opportunity because of time
limits and TANF work obligations; taxpayers could see that those they were temporarily
supporting were making real efforts to earn their own income; and government agencies
were no longer “bought out” from the consequences of rising caseloads but instead had
every reason to encourage family self-sufficiency so that block grant funds could be
saved or re-programmed. This alignment ol incentives - - and not just the work program
changes alone—was responsible for the 60% reduction in the national cascloads
experienced soon thereafter.

When TANF was reauthorized in 2006, certain adjustments and updates were made, but
the essential social bargain set for in the original legislation remained intact. 1 would
encourage the Committee in its current deliberations to acknowledge the genius of its
earlier handiwork and whatever legislative changes are adopted, make sure the
underlying alignment of incentive among the three parties—recipients, taxpayers and
government bodies—remains vibrant.
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There is no reason that other benefit programs should not encourage self-reliance,
incorporating a version of a work requirement. Although not all benetit programs are
under the jurisdiction of this Committee, it is important for the Congress as a whole to
consider the nature of the social welfare system as recipients experience it and to consider
the adaptations of the TANF success to other related programs. Large assistance
programs, such as Food Stamps, Medicaid, housing assistance and unemployment
insurance, should incorporate a universal work or work preparation obligation from able
bodicd adult recipients. To give an example, there are more non-working families with
children receiving Food Stamps-only than there are comparable families receiving both
TANF and Food Stamps together.  Yet despite their similar situations, such Food Stamp-
only households are subject to virtually no effective work obligations.

The Pennsylvania TANF System

To be eligible for Pennsylvania’s TANT program as it is now configured, families must
include a child (or pregnant woman) and be residents of Pennsylvania Adults in families
receiving cash assistance must work or participate in work-related activities. A single
parent with children age six and over must participate for at least 30 hours per week
while a single parent with a child or children under age six must participate at least 20
hours per week. Special exemptions are allowed from these work requirements, such as
disability and pregnancy. Cash grants vary based upon the size of the family and their
location. For example, a family of three in Philadelphia receives a monthly cash grant of
$403; a family in Butler County, PA receives a monthly cash grant of $393.

Beyond the receipt of monthly cash grants, individuals in TANF can receive support and
assistance related to finding and maintaining employment. Some of these programs and
services include job assessments, job placements, paid work experience, vocational
training classes, in-school programs for teen parents, fatherhood initiatives, transportation
grants, and literacy programs. Families on TANF are also eligible to receive child care
subsidies for child care through the Child Care Works program.

Generally, lifetime TANF benefits are limited to 60 months per individual. The person
may, however, continue to be eligible for cash assistance benefits after the 60-month
limit has ended through "Extended TANF." Eligibility for Extended TANF occurs if:

* The person is working or in an approved training program.

* The person or a family member is a victim of domestic violence.

* The person has a physical or mental condition that prevents them from working.
* The person has a family crisis.

* The person is caring for an individual who is disabled.

¢ The person has a child under the age of twelve months,

* The person is able to work, but can't find a job.

Much Room For Improvement

3
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Despite the strengths with the TANF program, there is still much room for improvement.
Perhaps the largest area for improvement is the placement and retention of people in the
workforce. Further, federal rules and benchmarks need to be simplified to reflect real
work and retention rather than a myriad of ancillary activities that usually do not add up
to self-sufficiency. As in ali federal programs, the rules are complicated and burdensome
and the work participation rate — while important for federal reports — apparently fails to
accurately measure actual, real-life work.

As the name indicates, TANF was meant to be temporary assistance, but instead has
become “a way-of-life” for many. In Pennsylvania for example, as of July 2011, there
were almost 10,000 individuals and growing on TANF who been on for more than five
years. In the past year, half of those who left TANF for a job returned to TANF within a
year. Pennsylvania’s work participation rates for families receiving TANF show TANF is
in need of cost-saving reforms because it has simply not performed as intended over the
years. As of July 2011, Pennsylvania is only managing to put approximately four percent
of its TANF population into jobs that provide at least 30 hours of work per week and only
six percent of those on TANF work 24 hours a week. Indeed, from July 2010 to July

2011 there has been a thirty-one percent decrease in the percentage of TANF individuals
who are working.

Among individuals who leave TANF, approximately one out of three return after six
months. The data clearly shows that Pennsylvania and the nation need a focus and
mandate on employment in order to offer its participants a chance of moving out of
poverty. An approach that encourages work first is the only way to ensure that truly
needy individuals receive temporary assistance while transitioning to self-sufficiency.

The Corbett Administration recognizes the need to begin the process of redesigning
Pennsylvania’s TANF program. The public data illustrate the failure of the current
system to transition individuals into meaningful employment and become independent.
Current work participation rates are troubling, and strongly suggest a fundamentally
flawed system. A sense of shared responsibility among those administering public
assistance programs and those receiving benefits is necessary to achieve true self-
sufficiency and improve program performance. Only a program that values and
encourages work first will increase accountability on behalf of Pennsylvania and its
participants and create a system that empowers individuals and promotes strong families.
The best anti-poverty program is a JOB. Pennsylvania is considering numerous changes
to its existing TANF program with reforms focused on:

1. Eliminating or reducing the harmful effects of poverty on families and children by
fostering employment and opportunity as a means to economic independence;

2. Assisting participants to gain employment as rapidly as possible, giving due
consideration to individual circumstances, labor market conditions, the needs of
children and the ultimate goal of long-term economic independence;

3. Eliminating the stigma of welfare by promoting self-sufficiency and self-worth
and strengthening family life; and
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4. Implementing a program that is clear, focused, simple to administer, and that
moves participants from welfare to work.

5. Incentivizing and energizing participants to gain independence and motivating
contractors to perform and achieve results.

It is undeniable that parents who are able to work should work, especially if they receive
public assistance. Any new reform proposal must set the expectation that able individuals
receiving benefits should work. Unsubsidized work should be the top priority, and
services such as child care and health care should be available to help families transition
into independence. Any plan should include four goals:

¢ Promoting personal responsibility: Clients are expected to explore all possible
resources to support their education and training before requesting taxpayer
support.

¢ Refining sanctions: Clients who are able to work must do so. For example,
Pennsylvania’s County Assistance Offices are reviewing the caseload to ensure
that clients who are not meeting their work requirements have sufficient
documentation to support their exemption from it. We are maximizing automation
at the front door every which way we can to streamline caseworkers focus on
quality reviews.

¢ Promoting responsible parenthood: Noncustodial parental initiatives should be
supported to promote financial and emotional assistance for dependent children.

¢ Performance-Based Contracting -— Applicable state vendors should be
encouraged to hire current and former TANF clients.

With reauthorization, you have the opportunity to improve the approach for states to
administer TANF by providing more flexibility for states to administer their TANF
programs. Pennsylvania is doing this by using simplified, clear and transparent, targeted
performance measures and outcomes to manage the program.

The goal of any new “Work First” system in Pennsylvania is to remove “middleman”
contracts and work directly with employment and training contractors via competitive
procurements. Job placement contractors would get paid only on successful job
placements. Existing employment and training centers would move to managing based
on the new performance measures thereby shifting to outcomes-based management. Data
and information technology (IT) are crucial to this endeavor. We are developing a case-
management [T system for the employment vendors that manage enrollment, eligibility,
plan development, assessment, other support services, referrals, and follow-ups for our
clients. Our job placement contractors will not only enter data, but will also be able to
generate real-time reports.
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Performance measures will be put in place to focus on valid employment measurements
for clients, employment and training entities, and for our oversight. We are developing a
means to incentivize each measure to ensure we move this system to where it needs to be.

Proposed TANF Performance Measures should include:

1.

WPR measurements — while standard WPR measures are required by the federal
government, we want to review real work participation at every level of the
organization, early and often. Our goal is to reduce the target but perform better
in getting clients into meaningful employment, so the target would be lower but
clients would be moved into real jobs

Job placement — full month in an unsubsidized job.

Job retention — We want our clients to stay in a job so we will be measuring job
retention at 60, 90, and 180 days (we know that most pcople who drop out of
employment do so before the 180-day mark).

Health insurance - available through unsubsidized employer and selected by the
recipient. (Note that the Patient Protection and Affordability Act provides
disincentives for employers to continue to offer health care benefits to workers
after 2013 leading to higher enrollment in government subsidized health
coverage.)

Hourly increases —we plan to measure increased number of hours worked with a
goal of full-time/35 hours weekly. Right now, a recipient can get credit for
working five, ten, or 20 hours a week. Unfortunately, most jobs are not going to
help them become sclf-sufficient at that level. In order to really reach self-
sufficiency, they need to be working full-time (which we would suggest defining
“full-time™ as 35 hours/week). So, essentially, the measurement would track the
number of people who move from part-time employment to full-time
employment. Incentives must be provided to focus on those working part-time to
get them to full-time employment, to adopt innovative programs, and to build
competition between employment and training entities.

Case Review - Review of cases if case closure is due to higher income or
voluntary closure. Nationally, it is recognized that moving clients to unsubsidized
and subsidized work is a less expensive approach than a program design focused
heavily on skills training and paid work experience. A new “Work First”

design would support streamlining costs, promoting personal responsibility and
work. Work and job retention are the best and least-expensive outcomes. WPR
activities and employment and training programs should be adjusted to promote
these outcomes.

[
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REAUTHORIZATION RECOMMENDATIONS:

With reauthorization, you have the opportunity to improve the approach for states to
administer TANF. Understanding the time limitation, I want to quickly provide some
suggestions as you consider the reauthorization of the TANF program.

Retain the block grant but do not penalize states for saving money. Currently, states
must maintain a block grant amount that is reflective of the amount of money spent in
1996. 1f a state tinds a way to run the program more effectively and efficiently that saves
money, it must spend money in other arcas to make up for the difference according to the
Maintenance of Effort rule. I that state fails to spend that money and falls below the
MOE spending level, it will receive a double penalty, which makes it financially
imprudent to fall below that threshold. In Pennsylvania, we have bumped up against that
threshold and are at risk at falling below it unless we find additional ways to spend
money in other ways. What is the sense in that? Federal law incentivizes us to spend
more state money even when we find efficiencies. [ the double penalty were removed,
then both the Commonwealth and Federal government would share in the savings.

Maintain spending flexibility in unobligated funds, transfer authority and
administrative spending.

Simplify the Performance of the Program and Federal Rules. Usc simplificd
performance measures and rules such as the attainment of a 30 hour a week job, job
retention and basic training.

Ensure that states are measuring real job acquisition and not padding participation
rates by shifting caseloads into state-only programs.

Mandate performance based contracting with vendors.
Mandate the work requirement throughout all programs.

Provide the states with a grant for all pregrams with flexibility and performance
measures.

Participation Rates:

There are presently complex and convoluted rules to calculate WPR that do not
accurately reflect full caseload participation. The WPR does not reflect the percentage of
individuals working in unsubsidized employment and in fact clients can meet WPR
requirements by participating in a mix of "core” and "non-core activities" without ever
finding employment. Additionally, the sampling process required is so complex that
states face major challenges to replicate federal calculations, which makes forecasting
WPR rates a major resource drain on states.

Although documentation of participation is critical to ensure program integrity, federal
requirements to document hours is burdensome to states and community partners alike.
Systems end up bogged down with paperwork rather than focusing on client service.
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Other Federal Requirements that should be changed to better assist states.

Federal Regulation: Title 45 CFR § 264.70 What makes a State eligible to receive a
provisional payment of contingency funds?

* It is unreasonable to expect states to find additional MOE dollars to access
contingency funds, which requires states to meet a MOE level of 100%. This
requirement is more than regular TANF MOE requirements and is unnecessarily
difficult and complicated for states to navigate, especially in a poor economic
climate.

Federal Regulation: Title 45 CFR § 263.1  How much State money must a State expend
annually to meet the basic MOE requirement?

* The current MOE requirements for TANF discourage states from implementing
cost containment initiatives through innovation. Currently, states must maintain a
block grant amount that is reflective of the amount of money spent in 1996, which
forces states to search for additional MOE spending. States that perform well
should be incentivized through mutual cost reductions for both the state and
federal governments. At a minimum, it is recommended that the MOE
requirement be standardized at 75%. Also, the Federal government should
consider risk-share with the states and incentivizing the states for real job
placements.

Federal Regulations: Title 45 CFR §§ 263.8 What happens if a State fails to meet the
basic MOE requirement?; 45 CFR § 264.50 What happens if] in a fiscal year, a state does
not expend, with its own funds, an amount equal to the reduction to the adjusted SFAG
resulting from a penalty?

¢ Reducing or eliminating the MOE penalties and allowing reasonable cause and
corrective compliance would alleviate many frustrations states have with the
current system. MOE provisions that penalize states for reducing costs through
innovation are counterproductive.

Federal Regulation: Title 45 CFR PART 261 — ENSURING THAT RECIPIENTS
WORK — Subpart I — How will we Determine Caseload Reduction Credit for Minimum
Participation Rates?

* Establish an employment credit to recognize state success helping individuals
enter employment and leave assistance. Ulimately, statc TANF programs should
be measured on their ability to assist recipients in obtaining employment and
leaving assistance permanently.

CONCLUSION

The most obvious and viable federal option is to give each state the flexibility to design
and manage its TANF program, so as to allow it to improve outcomes and bring more
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value to taxpayers and beneficiaries. We can focus on data-driven, consistent
management and decision-making from measured quality outcomes. Pennsylvania is
ready and able to bring innovative policy solutions to actively address TANF and other
programs. The states can, and should, be the originators of policies and ideas that best
benetit their own diverse populations and demographic realities. Thank you for allowing
me to share my views on this extremely important issue, and 1’d be happy to take any
questions.

Chairman DAVIS. Ms. Brown, you may proceed with your state-
ment.
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STATEMENT OF KAY E. BROWN, DIRECTOR, EDUCATION,
WORKFORCE, AND INCOME SECURITY

Ms. BROWN Chairman Davis, Ranking Member Doggett, and
Members of the Subcommittee, thank you for inviting me here
today to discuss our work on the TANF program, a key program
intended to assist women and children living in poverty.

I will cover two issues: first, changes in the welfare caseload and
spending; and second, State actions to meet work participation re-
quirements.

First, regarding caseload and spending changes. Following wel-
fare reform, the number of families receiving TANF cash assistance
dropped by almost 50 percent as States focused on moving parents
quickly into jobs. This was followed by a slight uptick since the be-
ginning of the recession. By 2008, about half of these cases still re-
ceiving cash assistance were what we called child-only cases. In
these households only the child receives benefits because he or she
is living with a parent or caregiver who is not eligible to receive
cash assistance. The parent may receive supplemental security in-
come, may be an immigrant, or may have been sanctioned for non-
compliance with program requirements, or the child may be living
with a nonparent caregiver, often a relative. These adults in the
child-only cases are generally not subject to work requirements.

As the number of families receiving cash assistance declined, so
did TANF-related State spending for cash assistance from about 73
percent of all TANF expenditures in fiscal year 1997 to 30 percent
in 2009. Instead, States shifted spending to meet other purposes
consistent with the program goals, such as child care and child wel-
fare. However, States primarily report to HHS on families receiving
cash assistance, the traditional welfare caseload, and not on these
other forms of assistance. As a result, we don’t have a complete pic-
ture of the families that may be benefiting from TANF funds and
the services that they receive.

My second point is about how States have met their work partici-
pation requirements. Because of the program’s focus on job prepa-
ration and employment, States’ performance is measured in large
part by their success in ensuring at least 50 percent of their work-
eligible cash assistance families are working or engaged in other
specified work activities; yet our work shows that approximately
one-third of TANF families participated in these work activities for
the required number of hours each year from 2001 to 2009.

States have been able to engage less than 50 percent of partici-
pants in work without incurring penalties by taking advantage of
allowable program flexibilities. For example, States can receive a
credit that reduces their required participation rate by the same
percentage as their caseload decline. In 2009, 38 of the 45 States
that met their required work participation rate did so in part be-
cause of caseload declines.

Many States also took advantage of a provision that factors in
State spending. States are required to spend a certain amount of
their funds every year to receive their federal TANF block grant.
In recent years when States have spent above the required amount,
they were permitted to correspondingly increase their caseload re-
duction credits. In 2009 32 States claimed this excess spending,
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and 17 States would not have otherwise met their participation
rates.

And finally, States made policy changes that helped ensure they
met their participation rates. Some States made changes to ensure
that families complying with work requirements continued to re-
ceive cash assistance. States also opted to provide cash assistance
to some families completely outside of their TANF program, par-
ticularly those families that have the most difficulty meeting the
TANF work requirements. These families were not counted in the
State’s work participation calculation.

In conclusion, although a central feature of the TANF block
grant is the flexibility it provides to the States to design and imple-
ment their own programs, the lack of information on how noncash
assistance funds are used and who benefits, combined with the lim-
ited usefulness of the work participation rate as the key perform-
ance measure, hinder our ability to fully understand how the pro-
gram has been implemented and whether it is reaching its goals.

This concludes my prepared statement. I am happy to answer
any questions.

Chairman DAVIS. Thank you very much.

[The prepared statement of Ms. Brown follows:]
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TEMPORARY ASSISTANCE FOR NEEDY
FAMILIES

Update on Families Served and Work Participation

What GAO Found

Between fiscal years 1997 and 2008, the total number of families receiving
welfare cash assistance decreased by almost 50 percent. At the same time,
there have also been changes in the types of families receiving cash assistance.
Specifically, child-only cases—in which the children alone receive benefits—
increased from about 35 percent of the overall TANF caseload in 2000 to about
half in 2008. As the number of families receiving TANF cash assistance declined,
state spending shifted to support purposes other than cash assistance, which is
aliowed under the law. However, because states are primarily required to report
data to HHS on families receiving cash assistance and not on families receiving
other forms of aid funded by TANF, this shift in spending has left gaps in the
information gathered at the federa! level to understand who TANF funds are
serving and ensure state accountability.

Nationally, the proportion of TANF families who met their work requirements
changed little after DRA was enacted, and many states have been able fo meet
their work participation rate requirements because of various policy and funding
options allowed in federal law and regutations, Although federal law generally
requires that a minimum of 50 percent of families receiving TANF cash
assistance in each state participate in work activities, both before and after DRA,
about one-third of TANF families nationwide met these requirements.
Nonetheless, many states have been able to meet their required work
participation rates because of policy and funding options. For example, states
receive a caseload reduction credit, which generally decreases each state’s
required work participation rate by the same percentage that stale caseloads
decreased over a specified time period. States can further add to their credits,
and decrease their required work rates, by spending their own funds on TANF-
related services beyond the amount that is required to receive federal TANF
funds. In fiscal year 2009, 7 states met their rates because 50 percent or more of
their TANF families participated in work activities for the required number of
hours. However, when states’ caseload decreases and additional spending were
included in the calculation of state caseload reduction credits, 38 other states
were also able to meet their required work participation rates in that year.

Factors That Helped States That Met Their Work Participation Rates in Fiscal Years 2007
through 2009

Number of states in each category, hy year

State spending + caseload reduction croadit + work rates
Caseioad reduction credt + Work rates

Work rates of 50% or mcre

2007 2008 2008
Fiscal year
Saurce: GAO analysis of HHS data

United States Government Accountability Office
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Chairman Davis, Ranking Member Doggett and Members of the
Subcommittee:

I am pleased to have the opportunity to participate in today's discussion
of the $16.5 billion Temporary Assistance for Needy Families (TANF)
block grant. As you know, the Personal Responsibility and Work
Opportunity Reconciliation Act of 1996 (PRWORA)' introduced sweeping
changes to federal welfare policy. It ended Aid to Families with
Dependent Children, which entitled eligible families to monthly cash
payments, and created TANF, a capped block grant provided to states to
operate their own welfare programs within federal guidelines.? Those
guidelines, in part, emphasize employment and work supports, and as
such, designate specific work participation requirements for many families
who receive cash assistance.? For example, in December 2010,
approximately 80 percent of the 1.9 milfion families receiving TANF cash
assistance included an adult or teen parent who was required to
participate in work activities as a condition of benefit receipt. The
remaining families were excluded from the work requirements, often
because those families included only children receiving benefits. Although
the work requirements have been in place since TANF was created,
Congress took steps through the Deficit Reduction Act of 2005 (DRA)*
that were generally expected to strengthen these requirements, including
adding several provisions to improve the reliability of work participation
data.® Both the U.S. Department of Health and Human Services (HHS),
which oversees TANF at the federal level, and states were required to
take steps to implement the DRA changes beginning in fiscal year 2007.

My remarks today are primarily based on our past work, specifically our
May 2010 report examining how DRA affected state TANF programs and
work participation rates.® | will focus on (1) how the welfare caseload and

'Pub. L. No. 104-193, 110 Stat. 2105.

2d. § 103(a)(1), 110 Stat. 2112.

342 U.5.C. § 607

“Pub. L. No. 109-171, 120 Stat. 4 (2006).

Sid § 7102, 120 Stat, 136.

5GAC, Temporary Assistance for Needy Families: Impfications of Recent Legistative and

Econornic Changes for State Programs and Work Participation Rates, GAD-10-525
{Washington, D.C.: May 28, 2010).

Page 1 GAO-11-880T
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related spending have changed since TANF was created and (2) how
states have met work participation rates since DRA. To develop our
findings for our May 2010 report on work participation, we used multiple
methodologies. We reviewed state TANF data reported to HHS, as well
as relevant federal laws, regulations, and guidance; and interviewed HHS
officials. We also surveyed state TANF administrators from the 50 states
and Washington, D.C.; and conducted site visits to meet with state and
local TANF officials in Florida, Ohio, and Oregon, selected because they
made varied modifications to their TANF programs after DRA and varied
in geographic location and selected TANF program characteristics. We
conducted our work for that report from August 2009 to May 2010,7 and in
July 2011, we obtained more recent data on work participation from HHS
to supplement our earlier work. This statement also draws from our
February 2010 report on TANF caseloads,® as well as our recent work on
TANF child-only cases, which examines cases in which the children alone
receive benefits.® We determined that the data we obtained were
sufficiently reliable for the purposes of this testimony. Our performance
audit was conducted in accordance with generally accepted government
auditing standards. Those standards required that we plan and perform
the audit to obtain sufficient, appropriate evidence to provide a
reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our audit objectives.

For more information on our methodology, see appendix i of GAD-10-525.

BGAQ, Temporary Assistance for Needy Families: Fewer Eligible Families Have Received
Cash Assistance Since the 1990s, and the Recession’s Impact on Caseloads Varies by
State, GAC-13-164 (Washington, D.C.: Feb. 23, 2010). Aiso see GAO, Temporary
Assistance for Needy Famifies: Implications of Caseload and Program Changes for
Families and Program Monitoring, GAO-10-8157 (Washington, DC: Sept. 21, 2010).

®We examined the {1) trends and composition of the child-only caseload; (2)
characteristics of caregivers and children in non-parent child-only cases; (3) factors
influencing the level of benefits and services for children with non-parent caregivers; and
(4} coordination efforts between state TANF and child welfare programs. To address these
objectives, we analyzed federal TANF and child welfare data; surveyed state TANF and
child welfare administrators; interviewed HHS officials and researchers; and conducted
site visits in Tennessee, Texas, and Washington.

Page 2 GAO-11-880T
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Data Gaps Hinder Full
Assessment of
Families Being
Assisted with TANF
Funds

The number of families receiving welfare cash assistance fell significantly
after the creation of TANF, decreasing by almost 50 percent from a
monthly average of 3.2 million families in fiscal year 1997 to a low of 1.7
million families in fiscal year 2008 (see fig. 1). Several factors likely
contributed to this caseload decline, such as the strong economy of the
1990s, declines in the number of eligible families participating, concurrent
policy changes, and state implementation of TANF requirements,
including those related to work participation.’® However, since fiscal year
2008 and the beginning of the recent economic recession, the number of
families receiving TANF cash assistance has increased by 13 percent to
a monthly average of 1.9 million families in fiscal year 2010. Comparing
the types of families that receive TANF cash assistance, the number of
two-parent families increased at a faster rate than single-parent families
or child-only cases, in which oniy the children receive benefits, during this
time period. "

1OEor more information on factors that led to the decline in TANF caseloads, see
GAC-10-164.

MWhile the number of two-parent families receiving cash assistance increased by 81
percent during this time period, this group is a small portion of all families receiving cash
assistance. Specifically, in December 2010, two-parent families comprised 5 percent of all
families receiving cash assistance nationwide.

Page 3 GAO-11-880T
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Figure 1: Changes in the Average Monthly Number of Families Receiving TANF
Cash Assistance Since Fiscal Year 1997

Average number of famifies raceiving TANF cash assistance per month (in milions)

{

L TANF created DRA enacted | L Economic
downturn
began

Source: GAG analysis of HHS data.
Note: The provisions of PRWORA that created TANF were not effective unti! fiscat year 1997

The number of child-only cases has increased slightly from fiscal year
2000 to fiscal year 2008; however, these cases make up an increasing
proportion of the total number of families receiving cash assistance
because TANF cases with adults in the assistance unit have decreased
substantially. Specifically, the number of TANF child-only cases increased
from approximately 772,000 cases to approximately 815,000 cases, but
the number of families with adults receiving assistance decreased from
about 1.5 million to about 800,000 cases (fig. 2). As a result, the share of
child-only cases in the overall TANF caseload increased from about 35
percent to about half.

Page 4 GAO-11-880T
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Figure 2: Number of TANF Cases with Adults in Assistance Unit and Number of
TANF Child-Only Cases {Fiscal Years 2000-2008)

Totat TANF
caseload
(in miltions)
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2000 2001 2002 2003 2004 2005 2006 2007 2008

Famities with adults in the assistance unit

Child-only (families without adults in Lhe assistance unit)

Sourse: GAQ analysis of HHS TANF adminisirative data,

Note: These data are national estimates produced from our analysis of HHS's TANF data and are
subject to sampling error. See appendix |l for the 95 percent confidence intervals associated with
these estimates.

There are four main categories of “child-only” cases in which the
caregiver (a parent or non-parent) does not receive TANF benefits: (1)
the parent is receiving Supplemental Security Income; '? (2) the parent is
a noncitizen or a recent legal immigrant;™ (3) the child is living with a

2Suppiemental Security income (SS1) is federally administered by the Social Security
Administration and provides cash assistance to low-income aged, blind, and disabled
individuals.

BUnder PRWORA, legal immigrants who entered the country after August 1998 must be
in the United States for 5 years to be eligible for TANF. 8 U.S.C. § 1612(b).

Page 5 GAO-11-880T
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non-parent caregiver, often a relative; and (4) the parent has been
sanctionad and removed from the assistance unit for failing to comply
with program requirements, and the family’s benefit has been
correspondingly reduced. Families receiving child-only assistance are
generally not subject to work requirements. ™

Between fiscal years 2000 and 2008, increases in two of the categories
were statistically significant: children living with parents who were
ineligible because they received SSI benefits and children living with
parents who were ineligible because of their immigration status. Cases in
which the parents were ineligible due to immigration status almost
doubled and increased from 11 percent of the TANF child-only caseload
in fiscal year 2000 to 19 percent in fiscal year 2008 (see fig. 3). This
increase of 8 percentage points is statistically significant and represents
an increase from about 83,000 in fiscal year 2000 to over 155,000 in
fiscal year 2008, with the greatest increase occurring in California. '
However, in some cases, the relationship between the child and the adult
living in the family is not known. The number of these cases decreased
significantly over the same period, and it is possible that some of the
increase in cases with ineligible parents due to SSI receipt or immigration
status resulted from better identification of previously unknown
caregivers. However, given available data, we were unable to determine
how much of the increase was due to better reporting versus an actual
increase in the number of cases.

4See 45 CF.R. § 261.2(n).

15The 95 percent confidence interval for the estimate of 83,000 cases is 61,064 to
105,358 and for 155,000 cases is 127,595 to 183,880.

Page 6 GAO-11-880T
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Figure 3: Changes in Child-Only Cases by Type of Case, Fiscal Years 2000 and 2008

2000 2008
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Saurca: GAO analysis of HHS TANF administrative dala.

Note: These data are national estimates produced from our analysis of HHS's TANF data and are
subject to sampling error. See appendix !l for the 95 percent confidence intervals associated with
these estimates.

Both the composition of the overall TANF caseload, as well as the
composition of the TANF child-only caseload, varies by state. For
example, in December 2010, 10 percent of TANF cases in ldaho were
single-parent families, compared to almost 80 percent in Missouri. in both
of these states, child-only cases comprised the rest of their TANF
caseloads. Concerning the variation in child-only cases by state, almost
60 percent of TANF child-only cases in Tennessee included children
living with non-parent caregivers, compared to 31 percent in Texas,
according to state officials.

Page 7 GAO-11-880T
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As the overall number of families receiving TANF cash assistance has
declined, so has state spending of TANF funds on cash assistance. ®
TANF expenditures for cash assistance declined from about 73 percent of
all expenditures in fiscal year 1997 to 30 percent in fiscal year 2009 (see
fig. 4) as states shifted spending to purposes other than cash assistance,
which is altowed under the law.’" States may use TANF funds to provide
cash assistance as well as a wide range of services that further the
program's goals, including child care and transportation assistance,
employment programs, and child welfare services. While some of this
spending, such as that for child care assistance, relates directly to helping
current and former TANF cash assistance recipients work and move
toward self-sufficiency, other spending is directed to a broader population
that did not ever receive TANF cash assistance.

Figure 4: TANF Exp i for Cash Assi: ce and Other Purposes, Fiscal Years
1997 and 2009

FY Expenditures on cash assistance <€ P All other expenditures

1987 3%

2009

Source: GAD analysis of HHS data

Note: We use the term cash assistance in this figure, aithough HHS uses the term “basic assistance.”
The cash assistance category includes benefits designed to meet ongoing basic needs, including
cash, payments, or vouchers.

Tracking the number of families receiving monthly cash assistance—the
traditional welfare caseload—no longer captures the full picture of families
being assisted with TANF funds. As states began providing a range of
services beyond cash assistance to other low-income families, data
collection efforts did not keep pace with the evolving program. Because
states are primarily required to report data to HHS on families recelving
TANF cash assistance but not other forms of assistance, gaps exist in the
information gathered at the federal level to understand who TANF funds
are serving and services provided, and to ensure state accountability. For
example, with the flexibility allowed under TANF, states have used a

'BTANF funds include both federal TANF funds and the funds that states are required to
spend to receive their federal TANF block grants.

42 U.S.C. § 604(a).

Page 8 GAO-11-880T
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significant portion of their TANF funds to augment their child care subsidy
programs. However, states are not required to report on all families
provided TANF-funded child care, leaving an incomplete picture of the
number of children receiving federally funded child care subsidies.
Overall, data on the total numbers of families served with TANF funds
and how states use TANF funds to help famities and achieve program
goals in ways beyond their weifare-to-work programs is generaily
unavailable. When we first reported on these data limitations to this
Subcommittee in 2002,'® we noted that state flexibility to use TANF funds
in creative ways to help low-income families has resulted in many families
being served who are not captured in the data reported to the federal
government. At that time, it was impossible to produce a full count of all
families served with TANF funds, and that data limitation continues today.

BGAO, Welfare Reform: States Provide TANF-Funded Services to Many Low-Income
Families Who Do Not Receive Cash Assistance, GA-(2-554 (Washington, D.C.: Apr. 5,
2002).

Page 9 GAO0-11-880T
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National Work
Participation Rates
Changed Little after
DRA, and States’
Rates Reflected Both
Recipients’ Work
Participation and
States’ Policy Choices

Because job preparation and employment are key goals of TANF, " one
of the federal measures of state TANF programs’ performance is the
proportion of TANF cash assistance recipients engaged in allowable work
activities.? Generally, states are held accountable for ensuring that at
least 50 percent of all families receiving TANF cash assistance participate
in one or more of the 12 specified work activities for an average of 30
hours per week.?! However, before DRA, concerns had been raised
about the consistency and comparability of states’ work participation rates
and the underlying data on TANF families participating in work activities.
Although DRA was generally expected to strengthen TANF work
requirements and improve the reliability of work participation data and
program integrity by implementing federal definitions of work activities
and participation verification requirements, the proportion of families
receiving TANF cash assistance who participated in work activities for the
required number of hours each week changed little after DRA, as did the
types of work activities in which they most frequently participated.
Specifically, in fiscal years 2007 through 2009, from 29 to 30 percent of
TANF families participated in work activities for the required number of
hours, which is similar to the 31 to 34 percent of families who did so in
each year from fiscal years 2001 through 2006. Among families that met
their work requirements both before and after DRA, the majority
participated in unsubsidized employment. The next most frequent work

%42 U.S.C. § 601(a)(2)

242 u.8.C. § 607. The 12 work activities are: unsubsidized empioyment, subsidized
private sector employment, subsidized public sector employment, work experience (if
sufficient private sector employment is not available), on-the-job training, job search and
job readiness assistance, community service programs, vocational educational fraining,
job skills training directly related to employment. education directly related to employment
(for recipients who have not received a high school diploma or certificate of high school
equivalency), satisfactory attendance at secondary school! or in a course of study leading
to a certificate of general equivalence (for recipients who have not completed secondary
school or received such a certificate), and the provision: of child care services to an
individual who is participating in a community service program. 42 U.8.C. § 607(d).

2470 be counted as engaging in work for a month, most TANF families are required to
participate in work activities for an average of 30 hours per week in that month. However,
PRWORA defined different weekly work hour requirements for teen parents aftending
school, single parents of children under age 6, and two-parent families. Further, certain
famities are not included in the calculation of state work participation rates, such as child-
only families and, at state option, single parents of children under age 1. In fiscal year
2009, about 130,000 families were excluded from the calculation of the all famifies work
participation rate.

Page 10 GAO-11-880T
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activities were job search and job readiness assistance, vocational
educational training, and work experience.

Although fewer than 50 percent of all families receiving TANF cash
assistance participated in work activities for the required number of hours
both before and after DRA, many states have been able to meet their
work participation rate requirements because of variocus policy and
funding options allowed in federal law and regulations. Specifically,
factors that influenced states’ work participation rates included not only
the number of families receiving TANF cash assistance who participated
in work activities, but also

1. decreases in the number of families receiving TANF cash assistance,
2. state spending on TANF-related services beyond what is required,?

3. state policies that allow working families to continue receiving TANF
cash assistance, and

4. state policies that provide nonworking families cash assistance
outside of the TANF program.

Beyond families’ participation in the 12 work activities, the factor that
states have commonly relied on to help them meet their required work
participation rates is the caseioad reduction credit. Specifically, decreases
in the numbers of families receiving TANF cash assistance over a
specified time period are accounted for in each state’s caseload reduction
credit, which essentially then lowers the states’ required work
participation rate from 50 percent.?® For example, if a state's caseload
decreases by 20 percent during the relevant time period, the state
receives a caseload reduction credit equal to 20 percentage points, which
results in the state work participation rate requirement being adjusted
from 50 to 30 percent. While state caseload declines have generally been
smaller after DRA because the act changed the base year for the

242 U8.C. § 809(a)(7). To receive its annual federal TANF block grant, each state is
generally required to spend 75 or 80 percent of what it was spending in fiscal year 1994
on welfare-related programs, including Aid to Families with Dependent Children, Job
Opportunities and Basic Skills Training, Emergency Assistance, and welfare-related child
care programs.

2342 U.8.C. § 607(b)(3).
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comparison from fiscal year 1995 to fiscal year 2005, many states are
still able to use caseload declines to help them lower their required work
participation rates. For example, in fiscal year 2009, 38 of the 45 states
that met their required work participation rates for all TANF families did so
in part because of their caseload declines (see fig.5).

However, while states’ caseload reduction credits before DRA were
based primarily on their caseload declines, after DRA, states’ spending of
their own funds on TANF-related services also became a factor in some
states’ credits. Specifically, states are required to spend a certain amount
of their funds every year in order to receive their federal TANF block
grants. However, if states spend in excess of the required amount, they
are allowed to correspondingly increase their caseload reduction
credits.? In fiscal year 2009, 32 of the 45 states that met their required
work participation rates for alf families receiving cash assistance claimed
state spending beyond what is required toward their caseload reduction
credits. In addition, 17 states would not have met their rates without
claiming these expenditures (see fig. 5).2° Among the states that needed
to rely on excess state spending to meet their work participation rates,
most relied on these expenditures to add between 1 and 20 percentage
points to their caseload reduction credits (see fig. 6).

24For example, in fiscal year 2006 before the DRA changes were implemented, states’
caseload dectines ranged from 11 to 91 percent, and 18 states had declines that were at
least 50 percent, which reduced their required work participation rates to 0. However, in
fiscal year 2007, following the implementation of the DRA changes, 3 states did not have
caseload declines, and the declines in the remaining states ranged from 1 to 26 percent.

2545 CFR. § 261.43. When calcufating the caseload reduction credit, federal regulations
allow a state that spent in excess of its required amount in the year preceding the current
one to include only the pro rata share of the total number of families receiving state-
funded cash assistance required to meet the state’s basic requirement. For an illustration
of how these excess state expenditures are factored into a state’s caseload reduction
credit and its work participation rate, see appendix I,

26Although the majority of states reported excess state expenditures after DRA, which
helped some states to meet work participation rates, we did not determine whether these
increases reflect new state spending or spending that had been occurring before DRA but
was not reported as state TANF spending at that time.
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Ao Ao et )
Figure 5: Factors That Helped States That Met Their Work Participation Rates for All
TANF Families in Fiscal Years 2007 through 2009

Mumber of states in each category, by year
50

2007 2008 2008
Fiscal year

Staie spending + caseload reduction eredit + work rates

Caseload reduction credit + work rates

Work ratas of 50% or more

Source: GAD analysis of HHS data,
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S
Figure 6: Extent to Which States’ C. ion Credits i d of
State Spending beyond What Is Required (for Those States That Relied on Such
Spending to Meet Their Work Participation Rates for All TANF Families)

Number of states

10

10

410 120 2135 1-10 11-20 2135 110 11-20 2135
Percentage points added to Percentage points added to Percentage points added to
credit from state spending credit from state spending credit from state spending

Sourse: GAO analysis of HHS data,

Certain policy changes states made to their TANF programs in recent
years, which ensure families complying with the work requirements
continue to receive TANF cash assistance, are another factor that have
heiped some states meet their required rates. For example, some states
reported that they implemented or modified worker supplement programs
and earned income disregard policies after DRA. Worker supplement
programs provide monthly cash assistance to low-income working
families previously on TANF or about to iose TANF eligibility due to
increases in their incomes, which can result in these families being
included in the calculation of states’ work participation rates. On our
survey of states conducted between November 2009 and January 2010,
23 states reported that they had worker supplement programs, and 18 of
these states had implemented their programs since fiscal year 2006.
Further, 49 states reported having policies that disregard part of a family’s

Page 14 GAO-11-880T
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earned income when determining the family’s monthly cash assistance
benefit, and 9 states reported that they had increased the amount of
income disregarded since fiscal year 2006.%" Disregarding more earned
income allows a family to continue receiving cash assistance longer as
their income grows.

States reported that they also made policy changes to their TANF
programs after DRA to provide nonworking families with cash assistance
outside of the TANF program, as providing TANF assistance to such
families would lower states’ work participation rates. Specifically, some
states opted to fund cash assistance for certain types of low-income
families completely outside of their TANF programs. Because such state
spending is not connected to the TANF program, states are able to
exclude families provided cash assistance through these funds from their
work participation rate calculations. According to several state TANF
administrators who responded to our survey and officials we interviewed
during a site visit, states typically use this approach to provide cash
assistance to those families who have the most difficulty meeting the
TANF work requirements. Through our survey, 29 states reported that
they funded cash assistance in this way for certain types of families, such
as two-parent families, families with significant barriers to employment,
families enrolled in postsecondary education, and others. Almost all of
those states (28) used this approach to provide cash assistance to low-
income, two-parent families, likely because the higher work participation
rate required for TANF families in that group can be difficult to meet.?

Concluding
Observations

As traditionaf cash assistance caseloads declined and states broadened
the types of services provided and the number of families served, existing
data collection efforts resulted in an incomplete picture of the TANF
program at the nationai level. In effect, there is littie information on the
numbers of people served by TANF funds other than cash assistance and
no real measure of how services supported by TANF funds meet the
goals of welfare reform. This leaves the federal government with

27 Another state reported that it had begun indexing the amount disregarded on an annual
basis since fiscal year 2008. No states reported that they had decreased or efiminated
their earned income disregards since fiscal year 2008.

2Bgtates are generally held accountable for ensuring that one or both adults in at least 80

percent of all two-parent families receiving TANF cash assistance participate in one or
more of the 12 work activities for a minimum number of hours per week.
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underestimates of the numbers served and potentially understated resulis
from these funds.

In addition, as before DRA, states have continued to take advantage of
the various policy and funding options available to increase their TANF
work participation rates. As a result, while measuring work participation of
TANF recipients is key to understanding the success of state programs in
meeting one of the federal purposes of TANF, whether states met the
required work participation rates provides only a partial picture of state
TANF programs’ effort and success in engaging recipients in work
activities. Although the DRA changes to TANF work requirements were
expected fo strengthen the work participation rate as a performance
measure and move more families toward seif-sufficiency, the proportion
of TANF recipients engaged in work activities remains unchanged. States’
use of the modifications currently allowed in federal law and regulations,
as well as states’ policy choices, have diminished the rate’s usefulness as
the national performance measure for TANF, and shown it to be limited
as an incentive for states to engage more families in work.

Lack of complete information on how states use funds to aid families and
to measure work participation hinders decision makers in considering the
success of TANF and what trade-offs might be involved in any changes to
program requirements. in addressing these issues, care must to be taken
to ensure that data requirements are well thought out and do not present
an unreasonable burden on state programs.

We provided drafts of the reports we drew on for this testimony to HHS
for its review, and copies of the agency’s written responses can be found
in the appendices of the relevant reports. We alsc provided HHS a draft
of this testimony for technical comments on the new information on child-
only TANF cases and updated TANF work participation data. HHS had
no technical comments.

Chairman Davis and Ranking Member Doggett, and Members of the

Subcommittee, this concludes my statement. | would be pleased to
respond to any questions you may have.

Page 18 GAO-11-880T



37

Appendix I: How a State’s Work Participation
Rate Is Calculated When It Claims State
Expenditures in Excess of Its Requirement

Work participation rate Alt families receiving TANF cash assistance
Percentage of TANF families with
work requiraments participating
in the 12 approved work activities
for the required number of hours

NOTWORKING T WORKING 3 3of 10
5 famities

[30%)

The state in this example would fall well short of federal requirements to have at least
half of its families receiving TANF cash assistance participating in work activities

Impact of the caseload reduction credit

==
DECLINE IN CASELOAD
Compares the number of families Caseload Percent
receiving welfare cash assistance in 2005 reduction
in 2006 to the number in the year Casaload
preceding ihe current year last year

e
EXCESS STATE SPENDING
8pending on programs in excess Total state Spending
of the amount a state is required spending calg;athr_;
to spend increases the state's last year s /

caseload reduction credit
“EXCESS” STATE SPENDING

Federal law allows states to apply for caseioad reduction credits, which decrease their required work participation rates.
The state in this example would have ifs minimum work participation rate reduced fo 26 percent for all TANF famifies.

With the caseload reduction credi, the same state would meet its adjusted work participation rate

Work participation rate All families receiving TANF cash assistance
Percentage of TANF families with
work requirements participating
in the 12 approved work activities
for the required number of hours

NOT WORKING T WORKING 3 Bofi0
families

B B Te 0%

=
£
2

Source: GAQ analysis of 42 U.8.C. § 607 and 45 C.FR. § 267 43.
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Appendix II: TANF Child-Only Caseload
Estimates and 95 Percent Confidence

Intervals

The following tables provide the estimates and 95 percent confidence
intervals for the data we present in figures 2 and 3:

Table 1: Data for Figure 2: Number of TANF Cases with Adults and Number of Child-Only Cases, Fiscal Years 2000-2008

2000 2001 2002 2003

2004 2005

2006

2007 2008

Number 2,232,570 2,090,024 1,983,862 1,948,820
Of TANF (5 939,148- (2,087,255- (1.970,328- (1,939,976
cases 2,235,992) 2,092,793) 1,997,396) 1,957,664)

1,965,713 1,898,118
(1,963,769- (1,895,362~
1,967,657) 1,900,874)

1,786,245 1,

682,143 1,613,032

(1,784,557~ (1,680,459-  (1,611,315-
1,787,933) 1,883,827) 1,614,748)

Numper 772,227 781677 771,031 799,506
ofehid- (731,702~ (743671~ (736,694 (765729

860,317 866,378
(825456- (831273
895178)  901,483)

846,523

818,289 814,977

(813,218-  (782,715- (779,313-
879,827) 853,864) 850,642)

only B12751)  ‘g19e84)  505.367)  833,282)
cases
Percent 34.8 37.4 389 41.0

Of TANF  (32.8-36.4) (356.30.2) (37.1-408) (39.342.8)
cases

that were
child-only

438 456
(42.0-45.5) (43.8-47.5)

47.4

48.6 50.5

(45.5-49.3) (46.5-50.8)  (48.3-52.7)

Source: GAQ analysis of HHS administrative data

o e ————————
Table 2: Data for Figure 3: Composition of TANF Child-Only Caseload in Fiscal Years 2000 and 2008 (Percentage of Each Type

of Case)}
95 percent 95 percent
Type of child-only case 2000 estimate confidence intervat 2008 estimate  confidence interval
Non-parent caregiver 311 28.3-33.9 325 208-352
Parent inefigible due to immigration status 10.8 8.1-13.5 19.1 15.9-22.3
Parent ineligible due to receipt of SSI 18.2 15.8-20.5 224 19.9-25.0
Parent ineligible due to sanction 48 2765 4.9 28-70
Parent, other 11.0 9.2-12.8 9.3 6.8-11.9
Unknown caregiver 243 21.6-26.9 11.7 10.8-12.6

Source: GAQ analysis of HHS administrative data.
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Chairman DAVIS. Professor Besharov, if you could give your tes-
timony.

STATEMENT OF DOUGLAS J. BESHAROV, PROFESSOR, SCHOOL
OF PUBLIC POLICY, UNIVERSITY OF MARYLAND

Mr. BESHAROV. Chairman Davis, Ranking Member Doggett,
and other Members of the Subcommittee, it is a pleasure to be here
to testify on this very important topic. I teach at the University of
Maryland, and I teach courses on program evaluation and poverty
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alleviation. More importantly, I think, for today’s session, I also
lead a project called Learning from Abroad where we look at pro-
grams in other countries, especially other OECD countries. And es-
sentially my message to you today is going to be that we can no
longer say the Europeans are not very serious about labor force
participation and that we are so good at it.

In my testimony is a figure that shows that the percentage of
Europeans working is now about the same as the U.S. Two things
have happened. U.S. labor force participation has gone down. It
was going down before the recession. I think this is a long-term
problem that ought to be addressed by the committee.

Secondly, the Europeans have, I think, gotten much better at en-
forcing participation requirements in their programs, whether it is
unemployment programs, disability programs, or social assistance,
and I think those are lessons for us as well.

When I first met Chairman Davis, he said, I knew a professor
would have some charts, so in my testimony are some charts. I no-
tice that the testimony as we gave it to you does not have page
numbers, but figure 1 picks up on, I think, part of what is the main
interest of the committee. And that is, we have seen since 2009 a
major increase in unemployment, one of the largest increases and
most sustained periods of unemployment in our history, at least
since we have been counting this, and yet TANF has hardly gone
up. TANF participation, the caseload is about 14 percent up, cumu-
latively, in those years.

As the prior two speakers mentioned, there are a lot of things
that States can do to distort recipiency rates so that we don’t get
exactly an accurate number, but there is rough agreement that the
TANF numbers haven’t risen that much. If you look at figure 1,
you can begin to see some of the reasons. Number one, the Con-
gress has been extremely generous about unemployment benefits.
From a time when about 30 or 35 percent of the unemployed re-
ceived benefits, we have been running at about 70 percent of the
unemployed receiving benefits. They won’t go on TANF. If you look
at this chart, also you will see that SNAP or food stamp benefits
have really increased. And a surprising part of this is disability
payments.

If you look at figure 2 in my testimony, you will see the relation-
ship between unemployment and SSDI applications.

Now, I could not find a chart, and I couldn’t create a chart that
quickly that had the approved applications, but I can tell you that
they reflect these numbers. Which is to say that a substantial num-
ber of the people who are unemployed, especially in their fifties,
are turning to the disability programs and going on disability,
which is another reason why the TANF caseloads are not rising
and another reason why I think, as Secretary Alexander said,
many of us are coming to the conclusion that, as we move beyond
this recession, that something be done to consolidate the pro-work
provisions of all of these programs. Because in a post-welfare re-
form, and, I hope, a post-recession environment, if we don’t fix dis-
ability, if we don’t fix unemployment, we will continue to fall be-
hind even the Europeans on labor force participation.

Is this doable and is it doable in a time of a recession? Figure
4 is I think a demonstration of that. This is how the Dutch, when
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they saw that their disability caseload was increasing many times
faster than their population—in 1980 they had three times as
many people as we did as a percentage of the population on dis-
ability—reformed their system. And now the percentage of Ameri-
cans on disability and the percentage of the Dutch on disability are
the same. These reforms that are possible.

There are many recommendations made from the Democratic
side and the Republican side by academics all over this country
and actually all over western Europe about what to do.

In my testimony I summarize the major changes that have been
made. Tightened eligibility rules, a mandate which includes, for ex-
ample, physical examinations.

Whoops, I am out of time. I have the list there. I hope the com-
mittee will consider this kind of consolidation of programs. This is
the time to worry about labor force participation, not after the re-
cession and unemployment pass.

Chairman DAVIS. Thank you, Professor.

[The prepared statement of Mr. Besharov follows:]
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Chairman Davis, Ranking Member Doggett, and members of the Subcommittee, thank
you for inviting me to testify on this important topic.

My name is Douglas Besharov, and I am a professor at the University of Maryland
School of Public Policy, where 1 teach courses on poverty alleviation and program evaluation. 1
also direct our Welfare Reform Academy (WRA) and our Center for International Policy
Exchanges (CIPE). Of particular relevance to this hearing, at the university, I lead a project
called “Leamning from Abroad,” which is designed to glean policy ideas from other nations. Qur

Today, | want to emphasize that, even in this time of high unemployment, TANF and,
actually, all major income-support and social welfare programs—including Unemployment
Insurance (UI), the Supplemental Nutrition Assistance Program (SNAP/food stamps), and
disability programs (Social Security Disability Insurance [SSDI] and Supplemental Security
Income [SSI]}—have important roles to play in encouraging people to stay connected to the
labor force, by which 1 mean working, seeking work, or seriously increasing their job-related
skills.
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Prolonged high unemployment

We are in the midst of what most informed observers expect will be a prolonged period of
high unemployment. According to the U.S. Bureau of Labor Statistics, from a low of about 4
percent in 2000, the unemployment rate rose during the 2001-2003 downturn to about 6 percent,
after which it fell but remained disappointingly high at between 4.5 to 5.0 percent. When the
recession hit, unemployment rose from 4.9 percent in April 2008 to a high of 10.1 percent in
October 2009. Tt remained between 9.5 and 9.9 percent through 2010, and has only recently
declined to around 9 percent.!

On September 1, the U.S. Office of Management and Budget (OMB), released its “Mid-
Session Review,” making ten-year projections for the U.S. unemployment rate. OMB projects
that the unemployment rate will decline from its current 9.1 percent to a 2017 annual average of
5.3 percent, with the annual rate declining slowly to 8.3 percent in 2012, 6.9 percent in 2014, 5.7
percent in 2016, and 5.2 percent in 2018, where it will remain through 2021.2 Many fear that
these are overly optimistic projections.

Furthermore, unemployment spells are now longer than at any time since the U.S. started
measuring them in 1948. Long-term unemployment has increased sharply, with the share of
unemployed who are jobless for more than twenty-six weeks having more than doubled, from
about 17 percent in December 2007 to about 43 percent in July 2011.°

No wonder another million or so Americans are discouraged and no longer looking for
work. Add them to the unemployed and the over eight million underemployed (those
involuntarily working part-time), and, since mid-2009 to August 2011, in any given month,
between 16 and 17 percent of the U.S. labor force (including those who are marginally attached
to the labor force) are directly suffering because of the economic slowdown.*

As many observers have noted, high levels of long-term unemployment threaten to
exacerbate and accelerate this trend toward nonwork—especially among older and minority

"Burean of Labor Statistics, “1listorical Data for the *A T'ables of the Employment Situation Release: Table
A-1: imployment Status of the Civilian population by Sex and Age,”
http/fwww bls goviwebapps/legacy/opsatab Lhum (accessed September 1, 2011).

2.8, Office of Management and Budget, Budget of the U.S. Government Fiscal Year 2012: Mid-Session
Review (Washington, DC: U.S. Office of Management and Budget, September 2011),
http:/Avww. whitehouse. gov/sites/default/files/omb/budget/fy 201 2/assets/ 1 2msr.pdf (accessed September 2, 2011).
Burcau of Labor Statistics, “Historical Data lor the ‘A’ Tables ol the Employment Situalion Release:
Table A-12: Unemployed Persons by Duration of TInemployment,”
hittp:/fwewew bls soviwebapps/egacy/opsatah U htmhttp://Awww.bls gov/webapps/legacy/cpsatab 12 htm (accessed
September 6, 2011).

4R11rea11 of T.abor Statistics, “Table A-15. Alternative Measures of T.abor Underutilization,”
hitpy/fwww. bls.gov/news.releasc/erupsit.115.htm (accessed Scptember 5, 2011).
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workers. On May 5 of this year, Paul Krugman wrote in The New York Times: “The longer this
goes on, the more workers will find it impossible ever to return to employment.”

The TANF caseload

During this period, the increase in siate TANF caseloads has been significant, bui not as
much as many would have supposed, myself included. Between December 2007 and December
2009, the total number of families with children receiving cash assistance increased by just 13
percent.® (See figure 1.) Through March 2011, the total TANF caseload rose another percentage
point, to about 14 percent higher. For the earlier period, according to the Center on Budget and
Policy Priorities (CBPP):

There was wide variation in states’ responsiveness. In 22 states, TANF caseloads
responded little or not at all to the recession; 16 states had caseload increases of less than
10 percent, and six states had caseload declines. At the same time, caseloads increased by
more than 20 percent in 15 states, and by 11 to 20 percent in 13 states.”

As this subcommittee knows too well, all TANF statistics must be taken with a grain of
salt. States have many ways to provide income assistance that is the equivalent of cash welfare
but that is not counted in caseload figures, for example, by providing short-term or emergency
benefits (what TANF regulations call “nonrecurrent short term benefits™).*

5Pau] Krugman, “Fears and Failures,” New York Times, May 5, 2011,
htp/www nvtimes.com/20] 1/05/00/opinion/00kmpman html (accessed September 1, 2011).

® Author’s calculations from U.S. Department of Health and Human Services, Administration for Children
and Familics, OlTice of Family Assistance, “TANF: Total Number ol Familics Fiscal and Calendar Year 2007,
http://www.act hhs. gov/programs/ota/data-reports/caseload/2007/2007_family tan htm(accessed September 2,
2011): and U.S. Department of [Tealth and ITuman Services. Administration for Children and Families, Office of
Family Assistance, “TANI: Total Number of Families Fiscal and Calendar Year 2009,”
http:/fvww acf hhs gov/programs/ofa/data-reports/caseload/2009/2009_family_tan htm (accessed September 2.
2011). See also LaDonna Pavetti, and Liz Schott, TANF s Inadequate Response to Recession Highlights Weakness
of Block-Granr Structure Proponents Wrong ro See It as Model for Medicaid, SNAP, or Other Low-Income
Programs (Washington, DC: Center on Budget and Policy Priorities, Tuly 2011), http: /fwwv chpp.org/files/7-14-
1 {tanfpdf (accessed September 2, 2011).

"LaDonna Pavetti, and Liz Scholt, 7ANFs Inadequate Response to Recession 1lighlights Weakness of
Block-Grant Structure Proponents Wrong to See It as Model for Medicaid, SNAP, or Other Low-Income Programs
(Washington, DC: Center on Budget and Policy Priorities, July 201 1), http:/Awww chpp.org/files/7-14-{ Utanf pdf
(aceessed Scptember 2, 2011). Footnote omitted: T.aDonna Pavetti, Danilo Trisi, and Liz Schott, TANF Responded
Unevenly to Increase in Need During Downturn (Washinglon, DC: Cenler on Budgel and Poliey Prioritics, January
201 D), http/Awww.chpp.org/iles/1-25-1 Hanf pdf (accessed September 2, 2011).

8 - - 3 .
These are supposed to be short-term benefits or emergency benefits that are nonrecurrent (that is, not more
frequently than once in every twelve month period).
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Figure 1
Enrollment in Select Cash and Noncash
Government Programs
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Nevertheless, the underlying fact remains, this 13 percent increase in the national TANF
caseload is small in the face of a doubling of the number of unemployed persons in the same
period (see figure 1), a large increase in SNAP/food stamp recipients, as well as a significant
increase in the official poverty rate. Many people were surprised, myself included, that the
TANF increase was not greater. The same CBPP publication (quoted above), for example,
complained that: “Nationally, TANF has been only modestly responsive to the downturn.”

In retrospect, however, there are a number of explanations for why the TANF caseloads
have not risen more. Now widely accepted, the only major disagreement among experts concerns
the relative importance of each.

. First, there is not a one-lo-one relationship between increases in unemployment or
poverty and TANF recipiency. Between 2007 and 2009, the official poverty rate rose
from 12.5 percent to 14.3 percent (its highest level since 1994). The number of poor
families rose from 7.6 million to 8.8 million, and the total number of people in poverty

®LaDonna Pavett1, and Liz Schott, TANI"s Inadequate Response 1o Recession Highlights Weakness of
Block-Grant Structure Proponents Wrong to See Ir as Model for Medicaid, SNAP, or Other Low-Income Programs
(Washington, DC: Center on Budget and Policy Priorities, July 2011), http://fwww.cbpp.ore/files/7-14-11tanf pdf
(aceessed Seplember 2, 2011).
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increased by about 6.3 million to about 43.6 million.'® But many unemployed people
have family incomes above poverty (usually because a spouse is working) but even if not,
the official poverty line is substantially above TANF income eligibility in all states
except Wisconsin.

Hence, a better indicator of increases in TANF eligibility are increases in “deep poverty,”
the Census Bureau term for those with incomes below half the poverty line. Half of the
poverty line corresponds to an annual income of $9,155 for a family of three. Nationally,
TANF income eligibility in the average state is about $10,000."" Between 2007 and 2009,
deep poverty increased from 5.2 percent to 6.3 percent, which is the highest level on
record (since 1975). (The nineteen million people in deep poverty made up 43.7 percent
of all poor people, which was the highest share ever recorded.)'” This included an
increase of about 500,000 families in deep poverty (from about 3.1 million to about 3.6
million.)" In contrast, over that same time period, the average number of families
receiving TANF only increased by about 100,000 (from about 1.67 million to about 1.77
million)."* Thus, there is evidence that persaps two or three hundred thousand families
had incomes below $9,000 and hence were probably income-eligible, but did not go on
welfare.

mC armen DNeNavas-Walt. Bernadette ). Proctor, and Jessica Smith, fncome, Poverty, and Health
Insurance Coverage in the Unired States: 2007 (Suitland, MD: U.S. Census Burcau, Seplember 2008),
htp/www. consus. gov/prod/2008pubs/ph0-233 pdf (accessed September 5, 2011); and Carmen DeNavas-Walt,
Bernadette D. Proctor. and Jessica Smith, fncome, Poverty, and Healih Insurance Coverage in the United States:
2009 (Suitland, MD: U.S. Census Bureau, September 2010), http:/www census. gov/prod/2008pubs/pH0-
235 pdfhttp:/iwww.census. gov/prod/2010pubs/p60-238.pdf (accessed September 5, 2011).

M Gretchen Rowe, Mary Murphy, and Tii Yin Mon, Welfare Rules Databook: State TANT Policies as of
July 2009 (Washington, DC: Urban [nstitute, August 2010),
htip:/fanfdata whan.orp/databooks/Tatabook % 2020099 20FINAL pdf (ac

cd September 5, 2011).

"2 aDonna Pavetts, Danilo 1 risi, and Liz Scholl, TANF Responded Unevenly to Increase in Need During
LDownturn (Washington, DC: Center on Budget and Policy Priorities, January 2011), http:#/www.cbpp.org/files/i-
25-1itanlpdf (accessed Seplember 2, 2011).

”Camlcn DeNavas-Walt, Bernadelte D. Proctor, and Jessica Smith, Income, Poverty, and Ilealth
Insurance Coverage in the Unired States: 2007 (Suitland, MD: U.S. Census Burcau, Seplember 2008),
hitp/Avww.consus, gov/prod/2008pubs/po0-235 pdf (accessed September 5, 2011); and Carmen DeNavas-Walt,
Bernadette D. Proctor. and Jessica Smith, fncome, Poverty, and Healih Insurance Coverage in the United States:
2009 (Suitland, MD: U.S. Census Bureau, September 2010), http:/Avww.census. gov/prod/2008pubs/poi-

235 pdihttp://www.census. gov/prod/2010pubs/p60-238.pdl (accessed Seplember 5, 2011).

Ys, Department of Health and Human Services, Administration for Children and Familics, Ollice of
Family Assistance, “TANF: Total Number of Families Fiscal and Calendar Year 2007,”
http:/~www.acf.hhs. pov/programs/ofa/data-reports/cascload/2007/2007_family_tan.htm(accessed September 2,
2011): and U.S. Department of Health and Human Services, Administration for Children and Families, Office of
Family Assistance, “TANF: Total Number of Families Fiscal and Calendar Year 2009,”
hitp://www.acl hhs. gov/programs/ola/data-reports/cascload/2009/2009_Tamily tanhim (accessed September 2,
2011).
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. Second, more than past recessions, this downturn has tended to hit the middle class, and
men in particular, harder than women in entry-level positions (who would be most likely
to go on welfare). More than 60 percent of those who lost jobs (between December 2007
and July 2011) and about 72 percent of those who lost jobs in the earlier period of
December 2007 and July 2009 are men."> Whether married with children or not, men tend
not to go on welfare—partly because they have assets that disqualify them and partly
because many have spouses who are working. Moreover, there has not been the same loss
of entry level jobs as there has been for higher paying jobs in, for example, construction
and manufacturing. So, single mothers, those most likely to go on welfare during an
economic downturn, have not been hit as hard as in other downturns.

. Third, up to now, at least, unemployment benefits, SNAP; food stamps, Medicaid, and
disability payments have provided a more attractive safety net that does not carry the
stigma of being on welfare (nor job search requirements, time limits, and asset tests). I
summarize these expansions below.

. Tourth, the work-related participation requirements of TANI' discourage many from
applying. In some respects, of course, this is their purpose. Moreover, unanswered is
why, if their financial need is so great, potential recipients do not seek aid because of the
participation requirements attached to it."® Social or personal barriers may make
participation more difficult for some, but that is not a widespread enough situation to
explain the failure of the TANF caseload to rise more.

. Fifth, anecdotal evidence indicates that some states seem to be discouraging people from
applying for welfare, and, instead, are encouraging them to make due with food stamps
(fully federally funded) and Medicaid (partially federally funded), and, to a lesser extent,
trying to get applicants and recipients into the SS1 disability program (also fully federally
funded). But this appears to be merely the reverse side, and a much smaller part, of a
substantially expanded social safety net, as I will now describe.

BBureau of Labor Statistics, “l'able B-5. Employment of Women on Nonfarm Payrolls by Industry Sector,
Seasonally Adjusted,” http://wwww bls. goviwebapps/legacv/cesbtab5 hun (accessed September 2, 2011).

S Atloe Sherman, Safety Net Iffective at Fighting Poverty but has Wedakened for the Poorest (Washington,
DC: Center on Budget and Policy Priorities, July 2009), hitp://www.cbpp.org/files/7-6-09pov.pdf (accessed
September 5, 2011) stating:

The reasons (or this sharp drop in reeeipt of TANF cash assislance vary across states. They include a range
of policies and administrative practices that led many poor families to leave the program even when they
did not have a job, to be discouraged from applying at all, or to fail to suceessfully complete the application
process. Many families lost assistance because of strict welfare-to-work rules and policies that terminated
stance to families that could not meet program requirements. While requirements to attend orientation
ions or scek work before applying for aid may scem reasonable, some families in the midst of a serious
crisis and those with mental health or other health issues may be unable to comply with them. Research has
consistently shown that families that lose assistance due to sanctions often have significant mental health
or other health issues and other barriers to emplovment that may inhibit their ability to meet various
requirements.
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The expanded safety net

Because of its central importance, let me outline the substantial growth in government
assistance in recent years. The expansion of safety net coverage has been truly noteworthy—
driven by a long-running loosening of eligibility rules'” made even more generous by the
stimulus bill (The American Recovery and Reinvestment Act of 2009 [ARRA]).

For example, the maximum period for receiving UI benefits has been expanded to an
unprecedented ninety-nine weeks. The maximum period for times of low unemployment is
twenty-six weeks. In states with unemployment rates of 8 percent or higher, the benefit period is
extended to forty-six weeks. In 2008, however, Congress temporarily increased the maximum
benefit period by thirty-four weeks for all states and by an additional nineteen weeks for states
with unemployment rates of 8.5 percent or higher. Thus, in states with unemployment rates of
8.5 percent or higher (twenty-three states as of July 2011), the maximum benefit period is now
ninety-nine weeks.®

Extending the maximum benefit period has meant that a greater share of the unemployed
have received Ul benefits. In 2006, before the recession, in the average month, about 37 percent
of the unemployed (about 2.6 million Americans) received unemployment benefits. In 2010, that
figure was about 66 percent of the unemployed (about 9.9 million Americans). For the first half
of 2011, about 59 percent (about 8.3 million Americans)."” (Of course, unless the benefit period
is extended further, this figure is likely to fall.)

Even when the unemployed have exhausted their UI benefits, they can continue receiving
various forms of government assistance, usually in noncash form:

. SNAP/food stamps, an average of about $285 a month per household, for households
with incomes below 130 percent of poverty.”’ Between December 2007 and June 2011,
the number of families receiving SNAP benefits increased from about 12.3 million to

17See, for example, Douglas J. Besharov and Douglas M. Call, The Expansion of WIC Eligibility and
FEurollment: Good Intentions, Uncantrolled Local Discretion, and Compliant Federal Officials (College Park, MT):
Welfare Retorm Academy, March 2009),
http://welfareacademy org/pubs/foodassist/lhe_expansion_of WIC_eligibility_and_enrollment_09_0305A.pdf
(aceessed September 5, 2011).

¥ lannah Shw and Chad Stone, Introduction to Unemplovment Insurance (Washington, DC: Center for
Budget and Policy Priorities, April 2010), http//wwiv.cbpp.orgfiles/] 2-19-02ni pdf (accessed November 15, 2010).

19 Author’s caleulations from Bureau of Labor Statistics, “I.abor Foree Statistics from the Current
Population Survey,” bitp/dat bls. goviem-binfsurveymost7in (aceessed September 5, 2011); and Bureau of Labor

Statistics, “Weeks Claimed m All Programs (Expanded),” bitip: Zveww.ows. doleta, gov/unemplov/ (accessed
September 5, 2011);

s Department of Agriculture, Food and Nutrition Service, “Supplemental Nutrition Assistance
Program,” hitp:/Awww fus usda. gov/pd/34 SNAPmonthlv.bim (accessed September 1, 2011).
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about 21.4 million and the number of individuals increased from about 27.4 million to
about 45.1 million.”" (See figure 1.)

. Medicaid health care coverage for low-income families with children, with income-
eligibility for children set at the poverty line or a multiple thereof (depending on the state
and the age of the child). Income eligibility for parents is often lower. Between December
2007 and June 2010, the number of Medicaid recipients increased from 42.7 million to
50.3 million.”?

. Disability payments for adults (about $1070 per month for SSDI recipients and $495 for
SSI recipients)™ and for children (about $320 for SSDI recipients and about $300 for SSI
recipients)** Between December 2007 and July 2011, the number of children receiving
SSDI increased by about 12 percent, from 1.7 million to about 1.9 million and the
number receiving SST increased by about 18 percent, from 1.1 million to 1.3 million.
During the same period, the number of adults receiving SSDI increased by about 18
percent, from 7.1 million to 8.4 million and the number receiving SSI increased by about
23 percent, from 4.2 million to 4.7 million.”® (See figure 2.)

In addition, a number of tax credits provide some help to families, including those when one or
both parents are not working.

Ays, Department of Agriculture, Food and Nutrition Service, “Supplemental Nutrition Assistance
Program,” http:/fwww fnsusda.gov/pd/34SNAPmonthly. hitm (accessed September 3, 2011).

22Keuser Family Foundation, Medicaid Enrollment: June 2010 Data Snapshot (Menlo Park, CA: Kaiser
Tamily FFoundation, February 2011), hitp:/fwww. kit ore/medicaid/uplead/8050-03 . pdf (accessed September 5,
2011).

1.8, Social Security Administration, OfTice of the Chicl Actuary, “Number of Soctal Security Recipients
Disabled Worker, Avww.ssapov/egi-hinfeurrentpay . oei (accessed September 5, 2011): and T1.8. Social
Security Administration, Office of Retirement and Disability Policy, “Table 7. Average Monthly Payment, by
Eligibility Category, Age, and Source of Payment, July 2010-July 2011 (in Dollars)”
hitp:/Awww.ssa. gov/policy/doces/stalcomps/ssi_monthly/2011-07Aable02. huml (aceessed Seplember 5, 2011).

1.8, Social Security Administration, Office of the Chiet Actuary, “Number of Social Security Recipients
Child of Disabled Worker,” hitp:/www.ssa. gov/egi-bin/oumrentpay.cgi (aceessed September 5, 2011); and U.S.
Social Security Administration, Office of Retirement and Disability Policy, *lable 7: Average Monthly ’avment, by
Eligibility Category, Age, and Source of Payment, July 2010-July 2011 (in Dollars)”
hitp://www ssa.gov/policy/docs/statcomps/ssi_monthly/2011-07/table02. html (accessed September 5. 2011).

U8, Social Security Administration, Office of the Chiet Actuary, “Number of Social Security Recipients
Child of Disabled Worker,” hitp://www.ssa. gov/egi-bin/eurrentpav.cei (accessed September 5, 2011, 11.8. Sacial
Security Administration, Office of the Chief Actuary, “Number of Social Security Recipients: Disabled Worker,”
hitp/Awww. ssa.goviepi-bin/eurrentpay.cgl (accessed September 5, 2011); U.S. Social Sceurity Administration,
Office of Retirement and Disability Policy, “Table 2: Recipients, by Eligibility Category and Age, July 2007—July
2008, hitp:/fwww.ssa.gov/policy/docs/slatcomps/ssi_monthly /2008-07/table02 . html (accessed Seplember 5, 2011):
and U.S. Social Security Administration, Office of Retirement and Disability Policy. “Table 2: Recipients, by
Eligibility Category and Age, July 2010-July 2011,” http://fwww.ssa.gov/policy/docs/statcomps/ssi_monthly/2011-
07/table02.html (accessed September 5, 2011).
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Figure 2

SSDI Applications and the Unemployment Rate
1965-2010
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The Earned Income Tax Credit (EITC) also can help two-earner families avoid TANF
and poverty. If one earner loses employment, the family may be able to qualify for the EITC.
Income eligibility and the maximum credit for the EITC is dependent on the number of children.
The amount of the EITC is determined by the income of the family and the number of children in
the family. In 2008, the maximum credit was $2,917 for families with one child and earned
income between about $8,550 and $15,700 and $4,824 for families with two or more children
with earned income between about $12,000 and $15,700 ($18,700 for two-parent families).
Families were eligible for a portion of the credit if they had incomes as high as $37,000 for one
child and $41,600 for two children. The American Recovery and Reinvestment Act of 2009
(ARRA) expanded the income range for the maximum credit by $2,000 for two-parent families
(up to $20,700 for two-parent families). ARRA also created an additional credit schedule for
families with three or more children and increased the maximum credit for these families to
$5,666 in 2010. These changes were initially set to expire in 2011, but were renewed for an
additional two years by the Tax Relief and Job Creation Act of 2010.% In 2009, about 27 million

PSee Bruce Meyer, “Chapter 5: The Etfects of the Hamed Income 'l'ax Credit and Recent Reforms,” in Zax
Policy and the FEconony 24 (Cambridge, MA: National Burcau ol Keonomic Rescarch, August 2010),
http://harrisschool.uchicago.edu/faculty web-pages/EITC%20ettects.pdf (accessed September 6, 2011); and Internal
Revenue Service, /040 Instructions: 2008 (Washington, DC: Tnternal Revenue Service, 2009),
hitp://www finaneiallile.osu.cdu/posts/documents/1040_instructions.pdl (accessed Scplember 6, 2011).
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families received a total of $59 billion in the EITC, $53 billion of which was refunded (an
average of $2.166 per family).*’

The Child Tax Credit also can help a family to avoid TANF and poverty. Tt provides a
$1,000 tax credit per eligible child for married couples with incomes up to $110,000 and single
parents with income up to $75,000. In 2009, 23 million families had their tax liability reduced by
a total of $28.4 billion.”® Families who have a larger child tax credit than tax liability are eligible
to receive the Additional Child Tax Credit.

The Additional Child Tax Credit is the refundable portion of the Child Tax Credit (passed
as part of the Jobs and Growth Tax Relief Reconciliation Act of 2003). If the amount of the
Child Tax Credit exceeds the amount of taxes that are due, then the taxpayer is eligible for the
Additional Child Tax Credit. In the 2009 ARRA legislation, the eligibility threshold for the
Additional Child Tax Credit was lowered from about $12,000 in eared income to about 33,000,
increasing eligibility for the program. The amount of the credit is calculated by taking the
smaller amount of either (1) the remainder of the Child Tax Credit minus the taxpayer's tax
obligation or (2) The taxpayer's earned income minus $3,000 multiplied by 15%. For example, a
mother with two children with an earned income of $4,000 and no tax obligation would only
receive $150 from the Additional Child Tax Credit ([4000-3000] x .15=150) while a mother with
two children with an earned income of $15,000 and no tax obligation would receive $1,800
([15000-3000] x .15=1800). In 2009, over 21 million households received $27 billion from the
Additional Child Tax Credit.

The effect of these expansions can be seen by comparing the Census Bureau’s official
poverty rates to the “alternative” poverty rates that take into account more forms of government
assistance, including noncash benefits (such as SNAP and housing benefits) and various
refundable tax credits (such as the EITC and the Additional Child Tax Credit). Between 2008
and 2009, the official poverty rate increased by more than a full percentage point (going from
13.2 percent to 14.3 percent), but the poverty rate under the alternative measure that counted
these government payments hardly rose (going from 15.8 percent to 15.9 percent).”

‘Why encourage work-related activities?
In this context, there has been a tendency to assume that there should be a relaxation of

TANF’s mandates for welfare-to-work activities (such as mandatory job search, work
preparation, work experience, and other work-first activities). That certainly seems to be the

2708, Internal Revenue Service, “Table 2.5 Returns with Farned Income Credit, by Size of Adjusted
Gross Income, Tax Year 2009, http:/wvww.irs. gov/pub/irs-soi/09in2 5ic xls (accessed September 5, 201 1).

28U.S Tnternal Revenue Service, “Table 3.3 All Returns: Tax Liability, Tax
Size of Adjusted Gross Tncome, Tax Year 2009, http://www. its. gov/pub/irs-
5,2011).

edits, and Tax Payments, by
.xls (accessed September

2 Arloc Sherman, Despite Deep Recession and High Unemployment, Government Ifforts — Including the
Recovery Adct — Prevented Poverty from Rising in 2009, New Census Data Show (Washington, DC: Center on
Budge and Policy Priorities, January 2011), hitp://www.ebpp.org/files/1-5-1 Tpov pdf (accessed September 1, 2011).
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message from the states. According to a recent HHS report to Congress, in March 2011, of
1,276,633 “work eligible individuals,” only 300,983 (23.6 percent) are participating for a
sufficient number of hours to be counted as participating; 668,181 (52 percent) had zero hours of
participation.™

In some respects, this is understandable. In June 2011, for example, 4.5 Americans were
unemployed for every available job. Many assume that it is foolhardy to ask those on welfare or
applying for welfare to look for a job.

There is another reason for state reluctance to mount vigorous work-related programs
under TANF. The states are desperate to find money to fund their ongoing programs. Instead of
using TANF funds for work-related activities, the block grant nature of TANF has allowed states
to use it as a source of funds to supplement and often substitute state funds with federal funds.**
Two examples will do: (1) State child care expenditures were over $500 million higher in 2008
and over $400 million higher in 2009 than in 2007; and (2) State spending on refundable tax
credits was $163 million higher in 2008 and almost $700 million higher in 2009 than in 2007.%
Neither of these or most other state expenditures provided direct aid to TANF recipients.

I think that the failure to maintain TANF participation efforts is a mistake. First of all, the
situation for entry-level jobs seems substantially less bleak than for higher paying jobs. Second,
even though job searchers will have more difficulty than in the heyday of welfare reform, it is
important that we not lose past progress in making welfare a work-oriented program. Third, as
unemployment benefits expire, we should expect more people to accept lesser paying jobs, but
we should also expect more families to seek TANF benefits.

As I said in my opening, even in this time of high unemployment, TANF and, actually,
all major income-support and social welfare programs—including Unemployment Insurance
(UD), the Supplemental Nutrition Assistance Program (SNAP/food stamps), and disability
programs (Social Security Disability Insurance [SSDI] and Supplemental Security Income
[SSI]}—should encourage recipients of government assistance to stay connected to the labor
force, by which I mean working, seeking work, or seriously increasing their job-related skills.

Fus. Department o Health and Human Scrvices, Engagement in Additional Work Activities and
Expenditures for Other Benefits and Services, March 2011: A TANF Report to Cangress (Washington, DC: U.S.
Department of Health and Human Services, 2011).

31gee LaDonna Pavetti, and Liz Schott, TANF s Inadequate Response 1o Recession Highlights Weakness of
Block-Grant Structure Proponents Wrong to See It as Model for Medicaid, SNAP, or Other Low-Income Programs
(Washington. DC: Center on Budget and Policy Priorities, July 2011), http://fw chpp.org/fiies/7-14-1 {tanfndf
(accessed Seplember 2, 2011); and Mark Greenberg and Lledich Rahmanow, ZANF Spending in 2003 (Washington,
DCL Center for Law and Social Policy, February 2005), http://www.clasp.org/admuy/site/publications/files/0207 pdf
(aceessed Seplember 3, 2011).

8. Department of Health and Human Services, Administration for Children and Tamilies, “Tiscal Year
2007 TANT Financial Data,” http://www.asf hhs.gov/orograms/ofs/data/2007 4anf 2007 htnil (accessed Septembel
6, 2011); and U.S. Department of Health and Human Serviees, Administration Lor Children and Familices
Year 2009 TANT Financial Data,” http://www.act hhs. eov/programs/ofs/data/2009/%4anf 2000 hitm] (accessed
September 6, 2011).
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I do not want to underestimate the current financial suffering, but a/ the same time that
we have high unemployment and large numbers of discouraged workers, there are more than
three million jobs available. (According to the U.S. Bureau of Labor Statistics, about 3.1 million
jobs were available in June 2011.)*

How could there be so many openings, given the large number of unemployed
Americans? Some of these vacancies are the inevitable “friction” of a turbulent labor market: as
people leave jobs, it takes time for them to be filled.** But the sheer number suggests that other
factors are at work.

“Labor activation” in Europe

As I mentioned above, I lead a project at the University of Maryland which is designed to
glean policy ideas from other nations and one of our current projects is titled “Labor Activation
in Times of High Unemployment.” As we have researched this topic, we have found important
lessons from European labor force policies.

Even before our current economic difficulties, #orwork in the U.S. was growing at an
uncomfortable rate—especially in comparison to European countries. For example, between
1997 and 2007, nonwork in the U.S. working age population increased from about 26 percent to
28 percent while nonwork in the EU-15 decreased from about 39 percent to 33 percent. The
recession only exacerbated the U.S. trend, so that, by 2010, the difference between the US and
the EU-15 became negligible (34 percent vs. 35 percent). Some European countries registered
more substantial declines than the EU-15 trend, such as Germany from about 36 percent in 1997
to about 29 percent in 2010, and the Netherlands from about 32 percent in 1997 to about 25
percent in 2010.% (See figure 3.)

3 N s
3 Bureau ol Labor Statisics
hitp://dat bls. sov/imeseriesil TS

“Job Openings and Labor Tumover Survey,”
3, (aceessed Seplember 5. 2011).

iy,

34See, for example, William T. Dickens, “Has the Recession Increased the NATRU?” (working paper,
Brookings Institution, Washington, DC, September 2010).

33 Author’s caleulations [rom Organisation ol Economic Co-operation and Development, “OECD.Stat
Fxtraets,” hitp://; .oced.org/Index.aspx (aceessed Seplember 1, 2011).
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Figure 3:
Employment/Population Ratios
Percant in the US and EU-15
1979-2010
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Let me say this more directly. At least for now, the years of American gloating are over.
Although the comparison is subject to important demographic and social qualifications, labor
force participation in Europe as a whole is now about the same as that in the U.S ., and it is much
higher in countries like Germany and the Netherlands.

It is no accident that, over the long-term, European participation in the labor force is
rising while ours is falling. Starting long before the current downtown, many European countries
started modifying their social assistance programs in an effort to “activate” those receiving
unemployment, social assistance, and disability payments.*® Some countries have moved far
beyond the U.S. in adding what they call “labor activation” policies. These changes are both
substantive (such as eligibility, and the terms, conditions, and amounts of assistance) and
administrative (such as consolidating, decentralizing, and privatizing services).

Dramatic evidence of this shift can be seen in the comparison of the rates of disability
recipiency between the U.S. and the Netherlands. Beginning in the mid-1990s and continuing
through the mid-2000s, the Netherlands made a series of changes to its disability policy to
encourage work. This included a focus on assessing the severity and permanency of the disability

il Gilbert, Transformation of the Welfare State: The Silent Surrender of Public Responsibility (Oxford
University Press, 2002).
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and providing larger benefits for the partially disabled who work compared to those who do not.
The result has been a substantial decline in the number of disability beneficiaries per 1,000
workers.*” (See figure 4.)

Figure 4
US and Dutch Disability Beneficiaries
1970-2010
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And, as I have suggested, the U.S. has done just the opposite. So, the derision we used to
express toward European labor market policies is no longer fair, and, 1 believe, we can learn
from what they are doing. Many European policies and programs are worthy of consideration by
the U.S. as responses to the immediate economic crisis, and some also deserve consideration as
long-term solutions to chronic nonwork. Now is the time to begin the long and controversial
process of making U.S. social assistance programs more pro-work, as have many of our
European counterparts.

No one country, of course, can serve as an exact model for the U.S. The economic, social,
and political differences across countries are too great. Nevertheless, six broad developments in
unemployment, social assistance, and disability programs bear consideration. (They will be the

37Philip De Jong, Recent Changes in Dutch Disability Policy (I'he Hague, Aarts Public Economics,
September 2008), http:/fwww. ape.nl/include/downloadFile. asp?id=75 (accessed September 6, 2011).
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focus of our upcoming conference at the Organisation for Economic Co-operation and
Development in November.) I hope that you will consider them in your deliberations.

. Tightened eligibility rules to improve program targeting. In an effort to improve the
targeting of programs on the most deserving or needful, some countries have modified
how they define and measure eligibility. The UK, for example, tightened its rules for
determining eligibility for disability benefits. Of 1.2 million new disability claimants
evaluated under the tighter eligibility rules, 75 percent either were found to be fit for
work or dropped their disability claim before finishing the assessment.”®

. Mandated job search and other work-first activities. In an effort to encourage recipients
to look for work and to raise the “opportunity cost” of being on assistance, some
countries have mandated various “activation” activities. In recent years, countries as
different as Australia, Denmark, Germany, the Netherlands, and UK have tightened their
rules and procedures for encouraging work rather than benefit receipt—almost always
including a benefit reduction or termination for noncompliance.

. Time limited benefits (or step-downs in benefit amounts). In an effort to prod current
recipients to look for or accept work, some countries reduce or terminate benefits after a
set period of time (sometimes transformed into lower, means-tested social assistance
payments). In countries such as Denmark (unemployment insurance), Germany
(unemployment insurance), and the Netherlands (disability), after a period of time,
benefits have been restructured to be lower or modified as an incentive for recipients to
take a less-preferred job.

. Consolidated programs. In an effort to increase program efficiency (and thereby save
money) but also to focus and maximize the impact of program rules, some countries have
combined the operations and activation rules of their unemployment and social assistance
and/or disability programs. Australia consolidated the administration of unemployment,
social assistance, disability, pension, and other social benefits under one agency.
Germany consolidated its unemployment and social assistance programs, with one-stop
centers for both. (Later held unconstitutional by the German courts for unrelated reasons.)
Norway also consolidated its unemployment insurance, social assistance, disability
payments, and old-age pensions programs into one agency. And the UK created the
“Universal Credit” that combines tax credits, social assistance, disability benefits, and
housing credits into a single benefit stream.

. Incentivized financing and reimbursement systems. In an effort to encourage employers to
internalize the costs of unemployment and disability payments (and thus take actions to
prevent both) and to encourage government agencies to target benefit payments to the
truly needful (and thus reduce the number of recipients), some countries are deliberately
embedding financial incentives in the way they tax employers to pay for benefits and in

38])cpurlmcnl for Work and Pensions, Kmployment and Support Allowance: Work Capability Assessment
by Health Condition and Functional Impairment (London: Department for Work and Pensions, April 2011),
hitp:/frescarch.dwp. gov. uk/asd/workingage/esa_wealesa_wea_27042011.pdl (accessed September 1, 2011)



58

the way they reimburse local programs for benefits distributed. For example, the
Netherlands has made employers responsible for the first two years of disability
payments.* In addition, the Netherlands uses social assistance block grants to the
municipalities based on the national government’s estimate of how many social
assistance recipients there should be in each municipality (taking into account economic
and demographic factors). The municipality is allowed to keep any excess funds it does
not spend on social assistance, but must use municipality funds to cover any excess
spending on social assistance.

. Decentralized responsibility and authority. In an effort to encourage local accountability
and innovation, some countries have devolved to the regional or local level the operations
of their unemployment and social assistance and/or disability programs. Italy devolved
the administration of its activation programs to the regions, Germany gave municipalities
joint responsibility with the national government in administering unemployment benefits
to the long-term unemployed; and the Netherlands devolved the provision of social
assistance and related active labor market policies to the municipalities.

. Outsourced Privatized “activation” services. In an effort to increase programmatic
flexibility and accountability by escaping the strictures of government
employment/agencies, some countries are outsourcing various activation services, either
in whole or in part. Australia now contracts out labor activation services for recipients of
social assistance and unemployment benefits to for-profit and non-profit vendors.
Germany now provides vouchers for activation services to recipients of unemployment
benefits and municipalities are able to contract out activation services instead of
providing them. The Netherlands now does the same, and the government department
that was responsible for providing such services was privatized and allowed to compete
against other for-profit providers. (It subsequently failed). The UK, in a reform eftfort
with its origins in the Labour Government, contracts out the provision of activation
services for the recipients of unemployment, social assistance, and disability benefits to
for-profit and non-profits firms.

Skills mismatch

Many economists think that the more than three million unfilled jobs is more jobs than
we should expect in the current economy (even considering the increase in government
assistance), and that it reflects a “skills mismatch” between the available jobs and the
unemployed. They point out that the job sectors that are growing demand different skills than
those that have been shedding jobs, creating what some think is a “skills mismatch” between the
unemployed and available jobs.

Of those available jobs, only about 9 percent were in the hardest hit industries of
construction (2 percent) and manufacturing (7 percent). Instead, the majority of available jobs
were in service industries, either business or professional services (21 percent), health or

P ACCESS Netherlands, Social Security (The Hague: ACCESS Netherlands, April 2010),
hitp:/Awww.access-nl.org/lour_services/pdl/booklets/social_sceurity pdl (aceessed September 3, 2011).
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education (19 percent); trade, transportation, and utilities (16 percent); and government (10
percent).** This means that, to be hired for these jobs, many of the unemployed will need to
develop new job-related skills. Thus, in Where are All the Good Jobs Going?: What National
and Local Job Quality and Dynamics Mean for [1.S. Workers, Harry Holzer, a professor of
public policy at Georgetown University, and his coauthors write:

Relatively high-quality jobs continue to be generated in the U.S., but not in the same
sectors as before, and they require higher levels of education and skill than those of more
traditional industries in the past . . . . Since good jobs increasingly require good skills,
and since good jobs are important for the prospects of displaced workers as well as
others, improving the skills of the disadvantaged and the displaced should be done with
an eye towards improving their access to good jobs.*!

Estimates are that as much as 25 percent of the increase in unemployment can be
attributed to the skills mismatch.*? If this mismatch reflects permanent changes in the U.S.
economy, as many believe, then, if we are to return to the low unemployment rates of the 1990s,
we will have to retool major segments of our labor force—through job training and education.
(In fact, many consider periods of time of high-employment as a time to improve job skills for
longer-term unemployment. )™

Not all economists agree about the existence of a skills mismatch, however. Paul
Krugman, for example, has argued that the unemployment rate has remained high because of
repressed aggregate demand and that when aggregate demand increases, the unemployment rate
will decline to pre-recession levels.** Michael Elsby, Bart Hobijn, and Aysugel Sahin, of the

*Bureau of Labor Statistics, “Table 1. Job Openings Levels and Rates by Industry and Region, Seasonally
Adjusted,” htip/fdata bls gov/egi-bin/dsrv? ithitp//www bls. gov/news release/iolts. 101 htm (accessed September 1,
2011).

-HHam' P. Holvzer, Julia T. Lane, David B. Rosenblum, and Frederik Andersson, Where are All the Good
Jobs Going?: What National and Local Job Quality and Dynamics Mean for U.S. Workers (New York: Russell Sage
Foundation, 2011), 207.

42.Tin7hu Chen, Prakash Kannan, Prakash T.oungani and Bharat Trehan, New I'vidence on Cyclical and
Structural Sources of Unemployment (Washington, DC: International Monetary I'und, May 2011),
http://www.imf.org/external/pubs/tt/wp/2011/wp11106.pdf (accessed September 1, 2011); see also Aysugel Sahin,
Joseph Song, Giorgio Topa, and Giovanni T.. Violante, Mismatceh in the Tabor Market: Evidence from the 17.K. and
the U.S. (Bonn: IZA, November 2010), http://www.iza.org/en/papers/6647 1503201 1.pdf (accessed September |,
2011).
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Russell Sage I'oundation, 201 1); Naravana Kocherlakota, “Inside the FOMC.” (speech. Marquette, Michigan.
August 27, 2010), hup://www minneapolisled. org/news_events/pres/speech_display.clm?1d=4525 (accessed
September 1. 2011), and Peter Coy. “Help Wanted: Why That Sign’s Bad,” Businessweek, April 30, 2009,
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44See, for example, Paul Krugman, “Structure of Excuses,” New York Times, September 26, 2010,
btp/www nytimes. cony/2010/05/27/opinion/27kmgman htmi (accessed September 1, 2011): and Rob Valletta and
Katherine Kuang, 7s Structural Unemployment on the Rise? (San Francisco: Federal Reserve Bank of San Francisco,
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Federal Reserve Bank of San Francisco, analyzed the Job Opening and Labor Turnover Survey
(JOLTS) and found that the unemployed/vacancy ratio had not increased across different
industries, suggesting that the problem was aggregate demand not a skills mismatch. They
qualify their conclusion, however, by noting that “it may be the case that skill mismatch
nevertheless exists, but that it occurs within industry classifications.”™

On balance, I think the weight of the evidence supports the existence of a skills mismatch
that is contributing to the unemployment problem.

This is not the place to discuss all the needed changes in job training programs, especially
since many are under the jurisdiction of other congressional committees. Hence, T will just report
the recommendations T made in April 2011 to the Subcommittee on Labor, Health & Human
Services, Education, and Related Agencies of the House Committee on Appropriations,
concerning the Workforce Investment Act (WTA):

T believe that this justifies a major rethinking of the program, and would recommend the
following:

1. Combine at least some of the forty-seven or so federal job training programs. (Also
rethink WIA’s relationship with Pell Grants, student loans, etc., as well as with
Unemployment Insurance and Temporary Assistance for Needy Families programs.)

2. Give states greater flexibility in the WIA services that they provide, and how they do
S0.

3. Require cost-sharing on the part of states and communities to encourage responsible
planning of services. (Given the financial situation of the states, this might have to be
phased in in some way.)

4. Allow trainees more say in how they are trained (through greater use of ITAs) and
means-test the benefit (on a sliding scale) so that trainees become more responsible
consumers.

5. Most important, initiate a true search for approaches to training and training
manage