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Welfare Reform, 20 Years Later

A success, but not an unqualified one.
Robert Verbruggen
August 22, 2016

Today, TAC Managing Editor Robert VerBruggen will be discussing the law at a Cato Institute
event, which will take place from 9 a.m. to 12:45 p.m. ET and can be viewed online. Below is the
text of the speech he will deliver.

Good morning. First of all, I want to thank the Cato Institute for inviting me to speak today. It’s
truly an honor to be on a panel alongside think-tank scholars who have done such respected,
detailed, high-quality work on this issue, and one who even helped to design the law we are
discussing. I feel both flattered and intimidated.

For | am not a think-tank scholar. I am a journalist who knows just enough about statistics to get
himself in trouble. But I’d like to begin by discussing a simple analysis | published in Family
Studies that I think illustrates two basic truths about what happened after welfare reform.

The first truth is that when welfare benefits became contingent on work, a lot of people sought
work and found it. Here you can see a chart | made with Census data. It focuses on the children
of single mothers, the demographic most affected by the law, and it plots their poverty rate
against the nationwide unemployment rate so we can see the effect of the economy.


http://www.cato.org/events/welfare-reform-turns-20-looking-back-going-forward
http://www.cato.org/events/welfare-reform-turns-20-looking-back-going-forward
http://www.cato.org/live
http://family-studies.org/the-costs-and-benefits-of-welfare-reform/
http://family-studies.org/the-costs-and-benefits-of-welfare-reform/

Children of Single Mothers:
Poverty Rate Before and After Welfare Reform
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The poverty metric doesn’t even include things like food stamps or health benefits, both of which
have risen over the past two decades. It also doesn’t include tax credits, most importantly the
Earned Income Tax Credit, which was hiked around the same time that welfare reform took
effect and was similarly designed to encourage work. It does include cash welfare, which the
reform cut. And yet even by this measure, these kids were better off after the law than before it,
including in the wake of the Great Recession. The post-reform blue years fall below the previous
red years almost categorically.

Before welfare reform passed, critics said vulnerable kids would be thrown into poverty. When
the opposite happened, critics said it was just the economy. Two recessions later, that doesn’t
seem to be the case either. There are still many poor children in this country, but welfare reform
made the problem better, not worse. These major changes to the safety net—both the 1996 law
and the boosted Earned Income Tax Credit—succeeded in moving the poor from welfare to
work.

Having a job comes with its own expenses and challenges, of course, but it’s the first step toward
the middle class, and welfare reform helped people take it. This success is something we can’t
forget, even as we consider newer and more nuanced allegations that the reform was harmful to
some.

But speaking of those allegations, here is another chart that is almost identical—except that the
poverty threshold is divided by 10. In other words, these folks would still be at or below the
poverty line if they had 10 times as much income as they do. You might call that “extreme
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poverty.” And the trend is reversed: After the law, there was a sharp increase in kids living in
families that reported very little income, and this became even worse with the recession.

Children of Single Mothers
at or Below One-Tenth of Poverty
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In some ways, these results are unambiguous and unsurprising. The reforms were designed with
a carrot-and-stick approach, where those who worked received additional aid, while those who
didn’t work were cut off from cash welfare. It is hardly shocking that some people got the stick,
and that the number of people without cash grew, even as work lifted many others above the
poverty line.

But in other ways, we are in murky territory here. For one thing, people who claim to live on
virtually no cash are not always telling the truth. For another, as | mentioned before, my simple
analysis using the official poverty measure doesn’t include non-cash benefits like food stamps.

This means we have to dig deeper. And the picture we uncover isn’t very clear at all.

There is one thing everyone agrees on, which is that the situation looks better when you correct
the data to account for non-cash benefits and underreporting. What they don’t agree on is how
much better.

To pick just one example from the left, the Center on Budget and Policy Priorities

recently reported that incomes fell for the bottom tenth of single-mother families, and did so
immediately and dramatically after welfare reform. In 2005, they were down about $2,800 a year
in cash benefits and $250 in food stamps, with private income, tax credits, and other programs


http://www.cbpp.org/research/family-income-support/incomes-fell-for-poorest-children-of-single-mothers-in-welfare-laws
http://www.theamericanconservative.com/wp-content/uploads/2016/08/Chart2.png

replacing only about $700 of that loss. Increasing food-stamp benefits helped incomes rebound
after that, but only partially.

Here is a striking chart from that report. Note especially the steep drop between 1996 and 1997
for the poorest single-mother families.

For Children of Single Mothers, Income Fell
Through 2012 for Poorest Tenth, Rose for Others

Percent change since 1995 in average family income for children in single-
mother families
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Note: Figures are adjusted for inflation using the Consumer Price Index research series.
Deciles of children are created by ranking children by their family’s post-government
size-adjusted income.

Source: CBPP analysis of Census Bureau data from the March Current Population Survey;
corrections for underreported benefits from U.S. Department of Health and Human
Services/Urban Institute TRIM model.

But in another new paper, Scott Winship, who will speak next on this panel, argues that even the
very poorest might not be worse off at all. Obviously, I’ll leave the details to him. But for now,
suffice it to say that a lot depends on how exactly you process the data, including adjusting for
inflation and putting a dollar value on health benefits. In fact, researchers don’t even agree as to
whether health benefits should be counted at all.

Others abandon income data altogether. Some prefer to look at consumption, which tends to be
much higher than income at the very bottom. Extreme poverty is vanishingly rare by this
measure. We can also look at indicators of hunger, which fell after welfare reform but rose
during the Great Recession.

That’s a lot of puzzle pieces, and they don’t all fit together. But at a minimum, I feel comfortable
saying two things. One, welfare reform helped a lot of people, and there is no use pretending
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otherwise. Even in the Center on Budget’s new analysis, nine-tenths of single-mother families
were better off a decade after the reform, most of them significantly so.

But two, the very poorest families have less cash than they used to, even if other benefits may
have helped to make up the difference, and even if they have more cash than they admit in
surveys. This is a nearly unavoidable consequence of cutting off cash assistance, and it’s a
problem in itself: As Kathryn Edin and Luke Shaefer document in their book $2.00 a Day, it is
hard to get by with little cash even when you have benefits that pay for things like food or
housing. It’s tough to look for a job, or make needed car repairs, or buy clothes.

The panel after this one is going to focus on where we go from here. But | would like to briefly
lay out a few lessons | think we can learn from this experience.

The biggest lesson is that a work-focused safety net can succeed. We have made important
progress against poverty, and any future reforms should be made with an eye toward preserving
that progress.

I think there’s also a lesson here, though, for conservatives who would like to charge full steam
ahead and apply the ideas of welfare reform to other programs as well. Specifically, they must
grapple with the fact that those other programs helped to keep a lid on extreme poverty when
cash welfare dried up. Changing those other programs would increase the incentive to get jobs
even further, and it could address the fact that over time, work requirements have been gutted in
some programs. But it could also severely punish those who don’t find work, whatever the
reason.

One way out of this conundrum is for states themselves to provide a way for non-working
recipients to earn their benefits. Early proposals for what became welfare reform actually
included government-provided jobs. Community service is also an option, one the state of Maine
is trying out in its food-stamp program. We should keep an eye on such experiments.

Yet another lesson, nicely explained in $2.00 a Day, is that cash matters even when other
benefits are available. This brings up the thorny question of how to get more cash to the poor
without recreating the anti-work incentives we had 20 years ago. Broadly speaking, there are
three ways to do this that warrant our attention.

First, we can make sure TANF is doing its job. Under the welfare-reform law, states were given
block grants and broad discretion over how to spend them. Many states abused that discretion,
using the money to patch up their budgets rather than help the poor. This is actually a separate
lesson in itself: states may be the laboratories of democracy, but that doesn’t mean you can just
throw money at them and expect to get good results. At any rate, this is not what those who
designed the program intended, and it’s keeping cash assistance away from people who qualify
for it.



Second, we could rethink the paternalism of the rest of the safety net. We make a lot of money
available to the poor on the condition that they spend it the way we want them to—on food, on
housing, even on their heating bills. Simply converting some of this aid to cash would give them
much-needed flexibility without changing the total amount of aid. But it would also provoke
pushback from the more intrusive elements of both sides of the political spectrum, often called
the nanny state and the daddy state.

And third, we might want to consider some form of broadly available cash assistance. The idea
would be to make sure that each family receives a modest amount of cash, staving off extreme

poverty, while otherwise maintaining the work-focused incentives that made welfare reform a

success.

In particular, we might look at the child tax credit—which is popular with the anti-poverty left
and the pro-family right alike. Right now it’s worth up to $1,000 per child, but it’s not available
to the poorest parents because it isn’t fully refundable. I have suggested changing that. Other
conservatives, including Patrick Brown andJosh McCabe, have made similar proposals, and just
last week two liberal think tanks, the Center for American Progress and the Center on Budget
and Policy Priorities, released reports doing the same.

A nice thing about the child tax credit is that the middle class already gets it, so we don’t have to
deal with the difficult issue of phasing it out as people earn more money, which can discourage
them from doing so. And to address concerns that the credit itself would discourage work or
encourage nonmarital childbearing, other benefits like food stamps could be cut back to
compensate.

Again, the idea is to make sure every family has at least a little cash. It’s not to undo what we’ve
accomplished by orienting our safety net around work.

Thank you all so much for coming this morning, and | look forward to any questions.
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