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Abst ract  

Poverty alleviat ion is an im portant  object ive of European count r ies and of the United States. I f 

these ‘r ich’ states offer elaborate system s of incom e m aintenance, why is there st ill a considerable 

am ount  of poverty? And why are ant i-poverty outcom es so different  in the United States com pared 

to European count r ies?  

This paper com pletes a t r ilogy of cross-count ry research papers on ant i-poverty policy. Two form er 

papers analyzed the effects of social t ransfers on both poverty levels and poverty alleviat ion 

through tax and social t ransfer system s. These papers marked the United States as an out lier:  high 

poverty rates, low public social spending but  high private social expenditures, a rather st rong belief 

that  people are poor because of laziness or lack of will,  and rem arkable differences across the 

Federal States caused by state discret ion. Therefore, this paper analyzes U.S. welfare in more 

detail;  we focus on part  of the m ajor welfare reform  in 1996.  

The 1996 welfare reform  emphasizes an Am erican preference for work. I ndeed, the welfare reform  

increased work, although the earnings of m ost  individuals who left  welfare were st ill below the 

poverty line, even m any years after their exit .  A drawback of this work- first  approach is the 

term inat ion of cash assistance after 5 years, especially for vulnerable groups with low skills. Recent  

econom ic recession can cause severe t roubles;  one could -  for example – argue that  recipients who 

reach t im e lim its without  m eet ing work requirem ents should be offered a chance to work in 

com m unity service jobs in return for cash assistance. We found huge variat ion of welfare eligibilit y 

r ights across states, depending on ability to pay and preferences to meet  a certain level of social 

standard and other (social)  object ives such as child care, work support  and em ployment  programs. 

 

 

JEL-codes:  H53, H55, I 32 

Keywords:  welfare reform, poverty 
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“No one who works full- t im e and has children at  hom e 

should be poor anym ore. No one who can work should be 

able to stay on welfare forever.”  

(President ial candidate Clinton, 1992 cam paign speech)  

 

“ I n the absences of a renewed ant ipoverty effort , m any 

households will cont inue to be unable to afford adequate 

food, housing, and shelter. Our high poverty rate 

cont r ibutes to an erosion of social cohesion, a waste of the 

hum an capital of a port ion of our cit izenry, and the m oral 

discom fort  of condoning poverty am idst  affluence.”  

(Scholz, Moffit  and Cowan, 2008, p. 31)  

 

 

 

1. I NTRODUCTI ON 

Poverty alleviat ion is an im portant  object ive of the European Union. The poverty problem  is 

also st r iking in other highly-developed welfare states, such as the United States. 

I ndust r ialized count r ies spend a large share of their budget  on incom e maintenance, but  

poverty has not  been eradicated. A sizable proport ion of the populat ion lives in econom ic 

poverty in all indust r ial welfare states. According to the most  comm on standards used in 

internat ional poverty analyses, on average roughly one in ten households live in relat ive 

poverty in OECD count r ies (OECD, 2008) . The persistence of poverty in indust r ial welfare 

states calls for an explanat ion. I f these welfare states offer elaborate system s of incom e 

m aintenance, why is there st ill a considerable am ount  of poverty? And why are ant i-poverty 

outcom es so different  in the United States com pared to European count r ies? 

This paper is part  of a t r ilogy of cross-count ry research papers on ant i-poverty policy. Two 

form er analyses report  som e profound differences between EU15 and non-EU15 count r ies;  the 

United States is a special case (Cam inada and Goudswaard, 2009 and 2010) . Both analyses 

took into account  28 OECD count r ies and dist inguished between EU15 count r ies and non-

EU15 count r ies to invest igate if both groups of count r ies generate (dis)sim ilar ant i-poverty 

effects with their system s of incom e t ransfers. The overall result  of both quant itat ive studies 

seem s to be that  there is negat ive correlat ion between poverty respect ively, poverty 

reduct ion, and social expenditures across count r ies over the last  25 years, although this result  

depends on the social spending indicator used. The effect  of tax and t ransfer policies in 

reducing poverty is analyzed by com paring poverty rates at  the level of m arket  and 

disposable income, that  is before and after social t ransfers, i.e. to determ ine the target  

efficiency of social t ransfers across count r ies. This kind of com parison m ay guide us to cross-

count ry differences on poverty alleviat ion.  

I t  appears that  the United States is an out lier  in several respects (cf. Sm eeding, 2005a, 

2005b and 2006) . Government  policies and social spending have lesser effects in the United 

States than in any other r ich nat ion, and both low spending and low wages have a great  

impact  on the final income dist r ibut ion, especially am ong the non-elder ly (Sm eeding, 2005a, 

p. 955) . Sm eeding’s analysis points to Am erican inst itut ions and lack of spending effort  on 

behalf of low- income working fam ilies. I ndeed, the United States stands out  in the relat ive 

posit ion of those at  the bot tom  of the incom e dist r ibut ion. Moreover, Smeedings’ thorough 

analysis shows that  count r ies with higher levels of governm ent  spending (as in Scandinavia 

and northern Europe)  and more careful target ing of government  t ransfers at  the poor (as in 

Canada, Sweden, and Finland)  produce lower poverty rates. Sm eeding finds that  the effects 

of the incom e package accounted for over 90 percent  of the differences in incom e inequality  
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across nat ions. He claims that  the U.S. redist r ibut ive package is the prim e explainer of the 

differences. Therefore, this paper analyzes U.S. welfare in m ore detail;  we focus on a part  of 

the U.S.’s m ajor welfare reform  in 1996. 

This paper completes our t r ilogy of cross-count ry research on ant i-poverty policy. We first  

highlight  why the United States is an out lier am ong ‘r ich’ count r ies:  high poverty rates, low 

public social spending but  high pr ivate social expenditures, a rather st rong belief that  people 

are poor because of laziness or lack of will,  and remarkable differences across the Federal 

States caused by state discret ion. Next , this paper analyzes U.S. welfare in more detail.  The 

paper is organized as follows. Sect ion 2 presents som e background of the com bat  against  

poverty in Europe and in the United States. Sect ion 3 gives a descript ive overview of the U.S. 

safety net . Next , we invest igate welfare reform  in the United States in m ore detail in sect ion 

4. Our reading of the literature presents an overview of the effects of welfare reform  in the 

United States in sect ion 5. Sect ion 6 concludes.  

 

 

2. POVERTY I N THE EUROPEAN UNI ON AND I N THE UNI TED STATES -  I S THE U.S. 

DI FFERENT? 

 

2.1 A world of difference 

This sect ion highlights som e of the differences with regard to social spending and poverty 

reduct ion between the U.S. and the other OECD count r ies. Clearly, nat ional preferences play a 

role in explaining the differences in social spending across count r ies, but  there m ay be other 

factors as well, such as the st ructure of the labor market , the level of fract ionalizat ion ( race) , 

count ry size, and so on. I n their t im ely study of the different  approaches of Am erica and 

Europe to the problem s of dom est ic inequalit y and poverty, Alesina and Glaeser (2004)  

describe just  how different  Am erica and Europe are in the level of State engagem ent  in the 

redist r ibut ion of incom e. They discuss various possible econom ic explanat ions for the 

difference, including different  levels of pre- tax incom e, openness of the econom y, and social 

mobility . Moreover, they survey polit ico-histor ical differences such as the varying physical size 

of nat ions, their electoral and legal system s, and the character of their  polit ical part ies, as 

well as their  experiences of war. Finally, they exam ine sociological explanat ions which include 

different  at t itudes to the poor and not ions of social responsibilit y, as well as, m ost  

im portant ly, at t itudes to race. Alesina and Glaeser (2004)  conclude that  the reasons why 

Am ericans and Europeans differ on their choices over welfare state and redist r ibut ion run very 

deep into their  different  history and culture. No sim ple econom ic theory provides a one- line 

answer. I nstead, ethnic heterogeneity and polit ical inst itut ions seem to explain most  of the 

differences. Especially the importance of ethnic fract ionalizat ion is em phasized by Alesina and 

Glaeser. Com pared to Europe, the U.S. is a highly heterogeneous society that  is part icularly 

dist inguished by overrepresentat ion among the poor of the most  visible and socially dist inct  

m inorit ies. As such, it  has always been easy for opponents of welfare to use racial and ethnic 

divisions to at tack redist r ibut ion (p. 181) . Est im ates of Alesina and Glaeser (2004)  show that  

racial fract ionalizat ion can explain approxim ately one-half of the differences in the degree of 

redist r ibut ion between the U.S. and Europe (p. 13) .  

 

2.2 Poverty rates 

I n the European Union people are said to be at  r isk of income poverty if their incomes are 

below 60 percent  of the m edian disposable incom e of households in their  count ry, after 

adjust ing for household size (equivalence scales) . For com parison, the official United States 

poverty line was just  about  30 percent  of m edian United States disposable post - tax household 

incom e in 2007. 1  Based on the EU-agreed definit ion, the proport ion of the EU15-populat ion 

                                            
1  U.S. Census Bureau’s Current  Populat ion Survey reports for 2007 a poverty threshold for a 4-persons fam ily 

(weighted average)  of $21,203;  median disposable incom e for 4-persons fam ilies amounts $69,654. 
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who was at  r isk of poverty in 2007 is 17 percent . The comparable f igure for the United States 

is higher:  24 percent . 

The U.S. poverty threshold is based on an absolute poverty standard, which remains fixed 

over t im e in real term s. According to U.S. poverty definit ion, 12.5 percent  of the populat ion 

was liv ing in poverty in 2007. The U.S. official measure of poverty is typically in the form  of 

the cost  of a basket  of goods and services required to assure m inimum  liv ing condit ions and 

indexed for pr ice changes over t im e. While the threshold is adjusted annually based on 

inflat ion using the Consum er Price I ndex (CPI -U) , the m easure is absolute and has been 

essent ially unchanged since it  was developed by Mollie Orshansky at  the United States Social 

Security Adm inist rat ion in 1964 (Nat ional Poverty Center, University of Michigan) . The poverty 

threshold est im ates the rate of poverty in the United States by determ ining the number of 

households whose annual incom e is below the set  threshold for the household’s size. The 

determ inat ion of poverty is made based solely on incom e and cash benefit s. Noncash benefits, 

such as food stam ps and housing subsidies, are not  included in the determ inat ion of a 

household’s poverty (U.S. Census Bureau, 2007) .  

Reports on relat ive poverty profiles for OECD count r ies for the latest  data year available 

consistent ly show – in general -  Scandinavian and Benelux count r ies have the lowest  poverty 

rates, followed by cont inental European count r ies. Anglo Saxon welfare states have relat ively 

higher poverty rates. Am ong them , the level of poverty is highest  in the United States. 2 

Using the official absolute poverty m easurem ent  from  the U.S. (Orshansky-poverty)  alters the 

picture to som e extent . Not ten and De Neubourg (2007)  est im ate that  according to the 

Orshansky-m ethodology for years 1996 and 2000, that  while U.S. has a high poverty rate, it  

is not  significant ly different  from  the rate established in most  European count r ies using the 

Orshansky m easure, while Greece, Spain and Portugal have figures four t im es higher than the 

United States. I t  should however be noted that  their result  is rather sensit ive for the 

purchasing power par it y rates used to convert  the U.S. poverty lines to count ry specific 

thresholds of EU15.  

I n spite of differences in the m easurem ent  of poverty, m ost  studies have consistent ly found 

that  there is a large difference in poverty rates between (most )  European count r ies and the 

United States. 

 

2.3 Ant i-poverty policy 

Poverty alleviat ion has been a European object ive since the Treaty of Rom e in 1957. I n 2000 

the European Council adopted the goal that  in addit ion to econom ic growth, social cohesion 

should be st rengthened in the EU ( the Lisbon Agenda) . The open m ethod of coordinat ion was 

int roduced as the m eans of spreading best  pract ices and achieving greater convergence 

towards the m ain EU-goals. Social indicators were developed to monitor the im provem ents 

with respect  to social cohesion. The Lisbon Agenda has renewed the interest  in poverty 

alleviat ion across mem ber states. However, there is st ill a sizable proport ion of the EU15 

populat ion liv ing in poverty (17 percent ) , although both poverty st ructure and poverty rates 

vary across count r ies from  10 percent  in the Netherlands to about  20 percent  in Greece, I taly 

and Spain. Moreover, the average at - r isk-of-poverty rates – an official EU social cohesion 

indicator – have r isen since the adopt ion of the Lisbon Agenda. 

The incom e poverty reduct ion goal for the United States was officially declared by President  

Johnson in 1964:  “We cannot  and need not  wait  for the gradual growth of the econom y to lift  

this forgot ten fifth of our Nat ion above the poverty line”  (Danziger, 2007, p. 3) . President  

Johnson’s 1964 State of the Union speech em phasized st ructural factors as pr im ary causes of 

poverty, including, “ .. .our failure to give our fellow cit izens a fair  chance to develop their own 

capacit ies, in a lack of educat ion and t raining, in a lack of medical care and housing, in a lack 

of decent  com m unit ies in which to live....” . The prevailing view at  that  t im e was that  the poor 

                                            
2  See Caminada and Goudswaard (2009 and 2010)  for details. Data and analyses on poverty rates and 

poverty alleviat ion among OECD count r ies are available from  Cam inada’s webpage:  
ht tp: / / www.law.leiden.edu/ organisat ion/ taxlawandeconom ics/ econom ics/ staff/ cam inada.htm l.  
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did not  work because of excessive unem ploym ent  or, if  they did work, they earned an 

insufficient  am ount  in less-skilled jobs.  I n spite of the pronounced “War on Poverty” , incom e 

poverty was not  elim inated by 1980, as planned. Even today, the U.S. is far from  fulfilling the 

vision of the “War on Poverty”  declared by President  Johnson. What  went  wrong? Broadly 

speaking, m ost  social scient ists point  at  three ‘causes’. (1)  Crit ics have blamed the growth of 

ant ipoverty programs themselves. Especially the Reagan-adm inist rat ion which cr it icized the 

adverse incent ives for welfare recipients to accept  ( low- )  paid jobs. (2)  Other cr it ics argued 

that  elim inat ing income poverty was not  as im portant  a goal as changing the personal 

behaviors of the poor. (3)  Several m acro-econom ic circum stances (oil shocks)  failed to deliver 

the benefits of econom ic growth am ong U.S. society equally. 

 

I t  should be m ent ioned that  the European Union has em phasized the m ult idim ensional nature 

of deprivat ion, and have developed supplem entary indicators of poverty based on social 

indicators and the broad concept  of social exclusion. The European Union has defined com m on 

object ives on social indicators -  based on Atkinson et  al (2002)  -  to be benchmarked by the 

st ream lined Open Method of Coordinat ion. Both data and m easurem ent  techniques have been 

developed in order to capture a var iety of dim ensions of depr ivat ion beyond money income 

(poverty) . On the cont rary, the United States solely focus on the incom e dim ension of 

poverty, although influent ial scient ists argue that  m oving towards broader m easures of 

poverty that  take into considerat ion indicators of m aterial deprivat ion and social exclusion has 

a num ber of advantages (e.g. Haveman, 2008) . 

 

2.4 Social spending and ant i-poverty effects 

Table 1 provides a picture of poverty rates and several social expenditure rat ios for EU15 

count r ies and the United States. Poverty rates are from  the Luxem bourg I ncom e Study 

(2009)  and from  OECD (2008) . Three relat ive poverty lines are applied, and incom e is 

adjusted using equivalence scales. The figures show that  the U.S. combines relat ively high 

poverty rates with rather low social spending, albeit  depending on the social spending indictor 

used. 

 
Table 1:  Poverty rates and social spending in EU15 count r ies and in the United States 
 

 Poverty total populat ion Social expenditure in %  GDP, 2005 

 
LI S (around 2001)  OECD (2003-2005)  

  PL40 PL50 PL60 PL40 PL50 PL60 

Gross 
public 

Gross 
public 
and 

private 

I dem , 
excluding 
Health 

Net   
public 
and 

private 

 

EU15 

 
4.6 

 
9.4 

 
16.0 

 
4.7 

 
9.4 

 
16.4 

 
24.1 

 
26.9 

 
19.6 

 
23.0 

Aust r ia 3.6 7.7 13.4 3.4 6.6 13.4 27.2 29.1 21.8 23.5 

Belgium 3.7 8.1 16.1 3.1 8.8 16.2 26.4 30.9 23.1 26.8 

Denmark 2.3 5.6 13.2 2.1 5.3 12.3 26.9 29.5 23.5 21.6 

Finland 2.5 6.5 13.5 2.8 7.3 14.8 24.0 25.1 18.7 19.5 

France 2.8 7.3 13.7 2.8 7.1 14.1 29.2 32.2 23.0 29.0 

Germany 4.6 8.4 13.4 6.3 11.0 17.2 26.7 29.7 21.0 27.0 

Greece 8.6 14.3 21.4 7.0 12.6 19.6 20.5 22.2 16.6 n.a. 
I reland 7.4 16.2 22.5 7.0 14.8 23.3 16.7 18.1 11.0 16.1 

I taly 7.4 12.8 20.0 6.6 11.4 19.7 25.0 27.0 20.1 23.1 

Luxembourg 3.2 8.8 13.7 3.1 8.1 13.2 23.2 24.3 17.1 20.3 

Nether lands 2.5 4.9 11.1 4.0 7.7 14.4 20.9 29.2 21.4 23.3 

Portugal n.a. n.a. n.a. 7.4 12.9 20.7 22.9 23.8 16.2 21.4 

Spain 7.6 14.2 20.8 8.1 14.1 21.0 21.2 21.7 15.4 19.1 

Sweden 2.6 5.6 12.0 2.5 5.3 11.4 29.4 32.2 25.4 24.8 

United Kingdom 5.4 11.6 19.2 3.7 8.3 15.5 21.3 28.4 20.4 25.9 

           

United States 11.4 17.3 24.1 11.4 17.1 23.9 15.9 26.0 13.2 25.3 

 
Source:  LI S (2009) , OECD (2008) , SOCX (2008)  
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I n all OECD count r ies, public cash benefit s and taxes significant ly reduce poverty. As reported 

by OECD (2008, p. 291-292) , most  of the redist r ibut ion towards people at  the bot tom  of the 

incom e scale is generally achieved through public cash benefits – with the m ain except ion 

being the United States, where a large part  of the support  provided to low- income fam ilies is 

adm inistered through the incom e tax system  (EI TC) . These cross-count ry differences in the 

scale of redist r ibut ion part ly  reflect  differences in the size and st ructure of social spending. 

OECD count r ies redist r ibute in a variety of ways – some through universal benefit s, others 

with more targeted program s, som e primarily relying on t ransfers, others prim arily grant ing 

tax rebates to low- incom e fam ilies.  

Cam inada and Goudswaard (2009)  calculate the reduct ion of poverty rates of m arket  incom e 

and disposable income across 25 OECD count r ies. They show that  EU15 count r ies generate an 

ant ipoverty effect  of 19.0 percentage points on average, while non-EU15-count r ies produce 

on average a lower ant ipoverty effect  of 14.7 percentage points am ong their populat ion. On 

the bot tom  of the count ry rankings we find Korea and the United States with ant ipoverty 

effects of less than 10 percentage points.  

Each percentage point  of total social expenditure alleviates poverty in EU15 by .7 percentage 

points on average. A m uch lower score is found for the United States ( .35) . The targeted 

effect iveness of the United States is rem arkably low, and lies just  below half of the average of 

all count r ies. Two specific factors seem  to be of im portance. First , a threshold of 50 percent  of 

median income is applied, while U.S. social policies target  lower levels of income to lift  people 

out  of poverty. Second, the United States devotes the sm allest  share of it s resources to public 

ant ipoverty incom e t ransfer program s across the count r ies exam ined (cf. Sm eeding, 2005) . 

However, when private social expenditures are also taken into account , this picture changes. 

I n that  case, the United States ranks fifth when all 25 count r ies are ordered on the basis of 

their level of total social expenditures. Therefore, public versus pr ivate social expenditures 

may have opposite ant ipoverty effects (cf.  Cam inada and Goudswaard, 2005) . I n any case, 

the large cross-count ry differences in the ant ipoverty effect  of social t ransfers and taxes – 

with except ionally low scores for the U.S. -  call for further invest igat ion. 

 

2.5 Nat ional preferences for social spending 

Nat ional preferences for social protect ion differ substant ially across count r ies. Anglo-Saxon 

count r ies do not  seem  to be prepared to sustain the high protect ion levels prevailing in other 

count r ies with the sam e levels of incom e. Swabish et  al (2006)  assem bled data to exam ine 

the cross-nat ional effects of incom e inequality and t rust  on social expenditures. Their results 

suggest  that  as the ‘r ich’ becom e m ore distant  from  the m iddle and lower classes;  they find it  

easier to opt  out  of public program s and to buy subst itutes for social insurance in the pr ivate 

m arket . These cultural differences within the group of OECD count r ies could point  to variance 

in the ant ipoverty nature of social system s as well.  Anglo-Saxon welfare states (especially the 

United States)  rely m ore heavily on private social arrangem ents as far as pensions, health 

care and other programs are concerned (Super, 2008) . However, private social programs may 

generate a more lim ited redist r ibut ion of resources than public ones, and tax advantages 

towards pr ivate pension and health plans are m ore likely to benefit  the r ich. Moreover, the 

burden of poverty on individuals and fam ilies depends not  just  on its size but  also on how 

others in society view it s nature, in part icular whether poverty is perceived as the result  of 

individual at t itudes or of the way society is organized (OECD, 2008, p. 131) . Figure 1 shows 

the share of respondents who believe that  people are poor because of laziness or lack of will,  

on one side, or because society is unfair , on the other. I n general, the share of respondents 

who believe that  poverty reflects laziness is greater in the United States than in the Nordic 

and Cont inental European count r ies. 3   

                                            
3  See for more details on why Americans hate welfare the thoroughly analysis of Gilens (1999) . Gilens 

reviews survey data to suggest  that  Am ericans supported the welfare ret renchm ent  of 1996 based on the 
m istaken assum pt ion that  m ost  welfare recipients were not  t rying to achieve personal responsibilit y in 
regards to work and fam ily. Moreover, Gilens's work punctures m yths and m isconcept ions about  welfare 
policy, public opinion, and the role of the m edia in both. The public's views on welfare seem s to be a 
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Figure 1:  Subject ive at t itudes to poverty -  share of respondents at t r ibut ing poverty to 

different  reasons 
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Source:  OECD (2008, p. 131)  

 

 

2.6 Policy Coordinat ion Mechanism  to Com bat  Poverty 

I n Decem ber 2000, the Nice European Council launched the open m ethod of coordinat ion on 

social inclusion (soft  law) . This governance m ethodology was m odeled on the t reaty-based 

European Em ployment  St rategy and includes agreem ent  on com m on EU object ives and 

( incom e poverty)  indicators, the adopt ion of Nat ional Act ion Plans on I nclusion, and periodic 

monitor ing and peer review. I t  should be noted that  ‘coordinat ion’ is a mercur ial term  in the 

context  of OMC (Arm st rong, 2006) ;  however, policy com petence remains with the member 

states. 

I n the United States, responsibilit y for ant ipoverty policy has shifted since 1996 from  the 

ant ipoverty agencies of the federal government  to the individual U.S. states and to the tax 

code (EI TC) . The Personal Responsibility and Work Opportunity Reconciliat ion Act  of 1996 

provides block grants to states with few rest r ict ions. States were required to spend at  least  75 

percent  of their previous level of welfare spending, and states had to m eet  targets for m oving 

recipients into work act ivit ies. Thus, the European Union em ploys “soft  law”  as a policy 

coordinat ion m echanism , while in the U.S. “hard law”  is applied. Furtherm ore, while the 

m ajor ity of welfare funding is provided by the federal governm ent  in the United States, an 

above-state budget  for poverty alleviat ion is lacking in Europe, based on the pr inciple of 

subsidiar ity. Finally , policy goals for reducing poverty rates are rather vague and do not  aspire 

to a specified target  on either side of the At lant ic. 

 
 
3. U.S. SAFETY NET  

 
3.1 Mean- tested benefit s4 

Just  as a pr im er, this sect ion highlights the U.S. safety net . We focus solely on the m ain 

mean- tested benefits, because these programs have explicit  ant ipoverty goals. Means- tested 

program s are financed by general tax revenues;  all rest r ict  benefits to those whose incom es 

and or assets fall below an established threshold. Som e are ent it lem ents -  all who sat isfy the 

st ipulated eligibility requirem ents get  benefits, regardless of the total budgetary cost  (e.g. 

                                                                                                                                        
com plex m ixture of cynicism  and com passion;  m isinform ed and racially charged, they nevertheless reflect  
both a dist rust  of welfare recipients and a desire to do m ore to help the "deserving" poor.  

4  This sect ion summarizes a comprehensive study of Scholz et  al (2008)  on t rends in income support  in the 
United States. 
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Food Stam ps) . Other m eans- tested programs provide benefits only unt il the funds Congress 

or a state has allocated are spent  even if som e eligible part icipants are not  served (e.g. 

TANF) .  

Table 2 sum m arizes the evolut ion of m eans- tested (ant ipoverty)  spending. 5  Note that  there 

has been a sharp reduct ion in cash ent it lements for poor fam ilies in past  decades in the 

United States. The nature of program s has changed as well. Cash welfare benefits, for 

exam ple, have been t ied to work requirem ents, part ly in response to evolving views about  the 

nature of the poverty problem. Responsibilit y for ant ipoverty policy has broadened from  the 

ant ipoverty agencies of the federal governm ent  to those in the U.S. states and to the tax 

code, as evidenced by the Earned I ncom e Tax Credit  (EI TC) . 

 

Table 2:  Total means- tested benefit s by program, 1970-2007 
 

 
AFDC /  

TANF EI TC 
Food 

Stam ps 
Housing 

Aid 
School Food 

Program s WI C 
Head 
Start  

          

 Constant  2007 dollars, billions 

1970 26.5  3.0 2.7 3.6  1.7 

1975 36.6 4.8 16.9 8.2 7.4 0.3 1.6 

1980 33.8 5.0 21.9 13.8 9.1 1.8 1.8 

1985 31.5 4.0 20.7 22.0 7.3 2.9 2.1 

1990 34.9 12.0 22.4 24.6 7.1 3.4 2.5 

1995 40.9 35.3 31.0 37.3 8.5 4.7 4.8 

2000 27.2 38.9 18.0 34.7 9.1 4.8 6.3 

2005 22.0 45.0 30.3 40.0 10.6 5.3 7.3 

2006 21.1  31.0 39.1 10.5 5.2 7.0 

2007     30.3 39.4 10.9 5.5   

 I ndex:  1980 =  100 

1970 78  14 20 40  94 

1975 108 96 77 59 81 17 89 

1980 100 100 100 100 100 100 100 

1985 93 80 95 159 80 161 117 

1990 103 240 102 178 78 189 139 

1995 121 706 142 270 93 261 267 

2000 80 778 82 251 100 267 350 

2005 65 900 138 290 116 294 406 

2006 62  142 283 115 289 389 

2007     138 286 120 306   

 
Abbreviat ions:   
AFDC =  Aid to Fam ilies with Dependent  Children  
TANF =  Tem porary Assistance for Needy Fam ilies  
EI TC =  Earned I ncom e Tax Credit   
WI C =  supplem ental nut r it ion program  for wom en, infants and children 
 
Source:  Scholz et  al (2008, pp. 48-49)  

 
Aid to Fam ilies with Dependent  Children (AFDC)  was the cent ral safety net  program  for poor 

fam ilies with children from  1936 to 1996. This program was directed prim arily at  single-

parent  fam ilies, though som e two-parent  fam ilies with an unem ployed parent  received 

benefits. I n 1996 the Tem porary Assistance for Needy Fam ilies Block Grant  (TANF)  was 

created. A 5-year lifet im e lim it  was im posed on receipt  cash assistance (som e hardship 

exem pt ions were allowed) , and states had to meet  targets for m oving recipients into work 

act iv it ies. Note -  for now -  that  benefits for ADFC/ TANF declined from  a peak of about  $40 

billion in 1995 to about  $21 billion in 2006. 

I n cont rast , expenditures on the earned incom e tax credit  (EI TC)  have grown sharply from  $5 

billion in 1975 to $45 billion in 2005. No other federal ant ipoverty program  has grown so 

rapidly. The EI TC is now US’s largest  cash ant ipoverty program . The incent ives em bedded in 

                                            
5  Annex A presents f igures for m eans- tested Medicaid and Supplem ental Secur ity I ncome as well. 
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the EI TC differ from  those in AFDC/ TANF. AFDC recipients with no earnings received the 

largest  welfare paym ents. I n cont rast , the EI TC encourages low-skilled workers to enter the 

labor market , since non-earners do not  receive the credit  and the EI TC am ount  r ises with 

earnings up to about  the poverty line. 

The safety net  for low- income fam ilies includes in-kind benefit  program s, the largest  of which 

are food stam ps, housing assistance, Head Start , school nut r it ion program s and the special 

supplem ental nut r it ion program  for wom en, infants and children (WI C) .  

Food stam ps are designed to enable low- incom e households to purchase a nut r it ionally  

adequate low-cost  diet .  Between 1994 and 2000, real food stamp expenditures fell to $18 

billion from  $32 billion, even though only modest  changes to food stam p program  rules were 

made by the 1996 welfare reform . Food stam p part icipat ion and spending increased sharply 

between 2000 and 2005. Factors affect ing these developm ents include increases in the 

num ber of poor people over this per iod, and the use of food stam ps as federal disaster aid for 

Hurr icanes Kat r ina, Rita, and Wilm a as well as other natural disasters. 

The safety net  housing assistance program s assist  aid in two principal form s:  project -based 

aid, where subsidies are t ied to units const ructed for low- income households, and household-

based subsidies, where renters choose housing units in the exist ing pr ivate housing stock.  

The school lunch and breakfast  programs provide federal support  for m eals served by public 

and pr ivate nonprofit  elem entary and secondary schools and resident ial child care inst itut ions 

that  enroll and offer free or reduced-price meals to low- income children. The special 

supplem ental nut r it ion program  for wom en, infants and children (WI C)  provides vouchers for 

food purchase, supplem ental food, and nut r it ion r isk screening and related nut r it ion or iented 

services to low- income pregnant  women and low- income women and their children (up to age 

5) .  

Head Start  is an early childhood educat ion program  to im prove social com petence, learning 

skills, health and the nut r it ion status of low- incom e children so that  they can begin school on 

an equal basis with their  m ore advantaged peers. 

 

3.2 Case loads and poverty effect  

The U.S. safety net  has changed in st r ik ing ways for the nonelderly;  Table 2 showed the 

reduct ion in AFDC/ TANF expenditures, which histor ically went  to non-workers, and the 

increase in EI TC benefit s, which go overwhelm ingly to low- income workers with children. The 

welfare reform  of 1996 encouraged welfare recipients of the form er ADFC to enter the labor 

market . The t ighter eligibilit y rules of TANF and policy orientated increases of the EI TC – in 

com binat ion with rapid econom ic growth -  ‘caused’ a sharp decrease in the num ber of welfare 

recipients since 1996. However, the decline of the num ber of welfare recipients (AFDC/ TANF)  

from  12.3 m illion to 4.5 m illion in the period 1996-2005 (63 percent )  didn’t  change 

unem ploym ent  that  m uch during this period;  see Figure 2. 

Welfare-dependency fell sharply over 50 percent  in a few years, while the EI TC accounted for 

an increase of low-skilled jobs;  see Figure 2. 6  Studies have shown that  the EI TC has 

encouraged large num bers of single parents to leave welfare and enter into work. The 

Com m it tee for Econom ic Developm ent , an organizat ion of 250 corporate execut ives and 

university presidents, concluded in 2000 that  “ [ t ] he EI TC has becom e a powerful force in 

                                            
6  The Earned I ncom e Tax Credit  (EI TC)  is a tax benefit  for low-  and m oderate- income workers that  helps to 

offset  their  payroll and incom e taxes. Very low-wage workers can also receive an incom e supplem ent  
through the EI TC:  if the size of the credit  exceeds the amount  of tax owed, an indiv idual will receive the 
difference ( in the form  of a refund check) . Twenty- four States have established their own EI TCs to 
supplement  the federal EI TC. Working fam ilies with children that  have annual incom es below about  $34,000 
to $41,000 (depending on marital status and the number of children in the fam ily)  generally are eligible for 
the EI TC. Also, poor workers without  children that  have incomes below about  $13,000 ($16,000 for a 
marr ied couple)  can receive a very small EI TC (Center on Budget  and Policy Prior it ies, 2008) .  

 I n the 2005 tax year, some 26.5 m illion working fam ilies and individuals received the EI TC. Among fam ilies 
with children, the average EI TC was $2,375. For som e workers, the EI TC can represent  up to a 40 percent  
pay increase. Research indicates that  fam ilies use the EI TC to pay for necessit ies, repair  homes, maintain 
vehicles that  are needed to com m ute to work, and in som e cases, obtain addit ional educat ion or t raining to 
boost  their  em ployability and earning power (Center on Budget  and Policy Prior it ies, 2008) . 
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dramat ically raising the employment  of low- income women in recent  years.”  I n 2005, the 

EI TC lifted 5.0 m illion people out  of poverty, including 2.6 m illion children. Without  the EI TC, 

the poverty rate am ong children would have been nearly one- fourth higher. The EI TC lift s 

m ore children out  of poverty than any other single program  or category of program s (Center 

on Budget  and Policy Prior it ies, 2008) . 

 
Figure 2:  Num ber of recipients AFDC/ TANF and EI TC, and Unem ploym ent , 1970-2007 
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Source:  Scholz et  al (2008, pp. 50-51) ;  see Annex B for details. 

 

 

A recent  evaluat ion by Danziger (2009)  suggests that , in its first  few years, the 1996 welfare 

reform  was m ore successful in som e dim ensions (notably, reducing caseloads)  than in others 

( raising disposable incom e) . The dramat ic caseload decline has not  caused the surge in 

poverty or homelessness that  many cr it ics of the 1996 Act  predicted, because most  form er 

recipients are finding jobs. Even though many welfare leavers are not  working full- t im e, full-

year, and m any are working at  low-wage jobs, a significant  num ber are earning at  least  as 

m uch as they had received in cash welfare benefits and som e now have higher net  incom e. 

However, despite the large caseload reduct ion, the U.S. poverty rate has fallen rather lit t le. 

Many who have left  welfare for work rem ain poor and cont inue to depend on Food Stam ps, 

Medicaid, and other governm ent  assistance;  others have left  welfare and rem ain poor but  do 

not  receive the Food Stam p or Medicaid benefit s to which they remain ent it led. The extent  of 

econom ic hardship rem ains high because, m any form er and current  welfare recipients have 

lim ited earnings prospects in a labor market  that  increasingly demands higher skills. For 

exam ple, the end of ent it lem ent  has m eant  that  som e single m others, with poor labor m arket  

prospects and no other m eans of support , have not  received the benefits they would have 

under the pre-1996 welfare system . For single m others with a high school degree or less, 

despite their increased work hours and earnings over the last  decade, about  43 percent  

rem ain poor by the official definit ion (Danziger, 2007, p. 9) . 

 

3.3 Social spending 

Between 1975, the first  year the EI TC existed, and 2005, total spending on all m eans- tested 

cash and in-kind t ransfers in Table 2 averaged 2.0 percent  of GDP, ranging between 1.8 and 

2.5 percent . I n 2005, it  was 1.8 percent  of GDP, near its 31-year low. These pat terns are 

dr iven by substant ial changes in the ant ipoverty policy m ix. Why has U.S. ant i-poverty 

spending been low and relat ively stable given its persistent  and high poverty rates? 

The cont rast  in levels in social expenditures between the U.S. and other OECD count r ies is 

st r ik ing. Sm eeding (2008)  calculates a consistent  set  of social expenditures ( including cash, 
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near-cash, and housing expenditures)  as a percentage of GDP for five groups of count ies – 

Scandinavia;  Northern Cont inental Europe;  Cent ral and Southern Europe;  “Anglo”  (Aust ralia, 

Canada, and the U.K.) ;  and the United States – between 1980 and 1999. Spending ranges 

between 2.7 to 3.6 percent  of GDP in the U.S., a far lower level than every other count ry 

group. The other Anglo count r ies averaged between 4.8 and 7.8 percent  of GDP, sim ilar to 

the Cent ral and Southern European count ies. Northern Europe and the Scandinavian count r ies 

averaged between 8.1 and 15.3 percent  of GDP. The t rends across count ry groups vary, 

though m ost  count ry groups increased expenditures as a share of GDP between 1980 and 

1999. The U.S. did not . 

 

3.4 Personal Responsibility and Work Opportunity Reconciliat ion Act   

From  1935 unt il 1996 the centerpiece of the United States Federal Government  (U.S.F.G.)  

welfare policy was a program  ent it led Aid to Fam ilies with Dependent  Children (AFDC)  whose 

pr incipal benefit  was the provision of cash assistance to needy fam ilies. I n 1996, however, the 

U.S.F.G. dramat ically shifted it s poverty reduct ion st rategies by im plement ing large-scale 

social welfare reform  aim ed at  making ‘welfare a t ransit ion to work’ by officially becom ing a 

tem porary assistance program  (U.S. Departm ent  of Health and Hum an Services, 1996) . 7  The 

legislat ive basis for the reform  was the Personal Responsibilit y and Work Opportunity 

Reconciliat ion Act  of 1996 (PRWORA) . 8  The PRWORA term inated the AFDC program . 9  I n place 

of AFDC, PRWORA int roduced a new program  known as Block Grants for Tem porary 

Assistance for Needy Fam ilies (TANF) . 

There are significant  differences between TANF and the AFDC program  that  it  supplanted in 

1996. TANF marked a break from  the policy object ives, eligibility rules, funding, t im e 

lim itat ions and work requirements under AFDC. The changes have had serious im plicat ions for 

the fam ilies who cont inue to receive benefits under TANF as well as for those fam ilies who no 

longer part icipate. I n the United States today, 13 years after the PRWORA was passed and 

TANF replaced AFDC, it  is not  clear that  the reform  has achieved the intended results 

(Danziger, 2009) . 

 

The remainder of this working paper details the most  significant  differences between AFDC 

and TANF. We begin by exam ining the underly ing tenants and policy object ives of the two 

programs including the im pact  that  increased U.S. State discret ion has had on welfare in the 

United States. Following the policy overview, the paper surveys the literature evaluat ing the 

successes and failures of welfare reform . Finally, the paper considers some of welfare reform ’s 

unintended consequences and the overall im pact  of welfare reform  on the U.S.’s neediest  

fam ilies.  

  

 

4. POLI CY OVERVI EW 

 

The passage of the Personal Responsibility and Work Opportunity Reconciliat ion Act  of 1996 

was incredibly cont roversial.  I t  was considered by m any in the social policy and polit ical 

com m unit ies to be too great  a com prom ise with very conservat ive m em bers of the United 

States Congress;  even leading to the resignat ion of several president ial advisors and officials 

                                            
7  Welfare reform  included a series of policy changes, m ost  notably the passage of the Personal Responsibility 

and Work Opportunity Act  of 1996. For this paper, welfare reform  refers to a component  of that  Act , 
Temporary Assistance for Needy Fam ilies, and it s relat ionship to the pr ior law, Aid to Fam ilies with 
Dependent  Children. 

8  The Personal Responsibility and Work Opportunity Act  of 1996, included the Temporary Assistance to Needy 
Fam ilies Block Grants as a com ponent , which is the pr imary m at ter of discussion in this paper. However, the 
legislat ion’s passage also included alm ost  55 m illion dollars in cuts to low- incom e assistance program s 
including:  food stamps, benefit s to legal im m igrants, and the SSI  program  for children with disabilit ies. 
PRWORA also included a child support  enforcem ent  system as well as provided mandatory funds ($50 
m illion annually)  in abst inence educat ion funding. 

9  TANF replaced not  only AFDC, but  also two accom panying program s, the Emergency Assistance Program  
and the Job Opportunit ies and Basic Skills Program .  
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at  the United States Departm ent  of Health and Hum an Services.  One such advisor, form er 

assistant  secretary of children and fam ilies, Mary Jo Bane, in an art icle t it led “Welfare as We 

Might  Know I t ,”  in The American Prospect  (January/ February 1997) , stated, “The public, 

r ight ly, wanted welfare reform  that  expected work and parental responsibility . The polit ical 

rhetor ic support ing the new law, unfortunately, m ade the concept  of a federal ent it lem ent  

synonymous with ir responsibilit y and lifelong dependency, and the replacem ent  of the 

ent it lem ent  with block grants synonym ous with work requirem ents. This rhetoric was 

m isleading but  powerfully effect ive.”  (Cabe, 2002) .   

 

4.1 Policy object ives 

The underly ing purpose of U.S.F.G. welfare policy has always been to reduce poverty by 

providing assistance to the count ry’s neediest  fam ilies. While this fundamental m ission 

remained unchanged following the welfare reform of 1996, the policy tools used to achieve 

that  m ission, and the program s im plemented, changed signif icant ly with the passage of the 

PRWORA. The replacem ent  of the count ry ’s prim ary cash assistance program , from  AFDC to 

TANF, represented not  only a change in name, but  a ser ious policy shift  that  revised poverty 

reduct ion st rategies throughout  the United States. 

AFDC was established through the Social Security Act  of 1935. The policy’s object ive was to 

reduce poverty through the provision of cash welfare to needy children suffer ing from  lack of 

parental support  due to their mother or father being incapacitated, deceased, absent  from  the 

hom e or unem ployed (U.S. Departm ent  of Health and Hum an Services, 2004) . AFDC was 

accom panied by em ploym ent  t raining and educat ion program called the Job Opportunit ies and 

Basic Skills Program (JOBS)  and an emergency cash assistance program called Em ergency 

Assistance (EA) . 10  Although the funding for these program s was separate from  AFDC funding, 

individuals could part icipate in the JOBS program  only if they also part icipated in AFDC (U.S. 

Departm ent  of Health and Hum an Services, 1996) .  

AFDC was adm inistered and supervised by U.S. States but  was st rongly regulated according 

to guidelines issued by the U.S.F.G. The U.S.F.G. established eligibilit y rules for the AFDC 

program, while the individual U.S. States set  their own benefit  levels and established incom e 

and resource lim its (U.S. Departm ent  of Health and Hum an Services, 2004) . AFDC benefit  

levels established by U.S. States were required to be uniform ly applied to all fam ilies with 

sim ilar circum stances within the State (U.S. Departm ent  of Health and Hum an Services, 

1996) . 

I n 1996, under the Clinton Adm inist rat ion, the passage of the PRWORA came with the 

prom ise to “ change welfare as we know it ”  (The Urban I nst itute, 2006) . The pr incipal vehicle 

for achieving this change was the int roduct ion of TANF to replace AFDC. TANF term inated 

open-ended welfare funding and inst ituted a block grant  program  providing each U.S. State 

meet ing certain cr iter ia with a fixed sum and increased flexibilit y in policy choice. AFDC was 

considered open-ended because U.S. States were ent it led to reim bursem ent  from  the 

U.S.F.G. without  a funding cap (U.S. Departm ent  of Health and Hum an Services, 2004) . I n 

cont rast , TANF is adm inistered as a block grant  program  in which U.S. States are provided 

with a determ ined am ount  of Federal funding but  allowed greater discret ion over the way the 

funding is spent . As an ideological mat ter, whereas AFDC focused pr im arily on providing 

fam ilies with the m eans to survive, TANF em phasizes em ploym ent  and m akes welfare 

tem porary in nearly all cases (Golden, 2005) .  

Through TANF U.S. States use U.S.F.G. block grants to operate their  own program s. States 

can use TANF dollars in ways designed to meet  any of the four policy object ives set  out  in the 

Federal law (Covin, 2005) , which are to:  (1)  provide assistance to needy fam ilies so that  

children m ay be cared for in their  own hom es or in the hom es of relat ives;  (2)  end the 

dependence of needy parents on government  benefits by promot ing job preparat ion, work, 

and m arr iage;  (3)  prevent  and reduce the incidence of out -of-wedlock pregnancies and 

                                            
10  The Emergency Assistance Program  provided short - term  emergency assistance to needy fam ilies. This 

assistance was not  dependent  upon part icipat ion in AFDC. 
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establish annual num erical goals for prevent ing and reducing the incidence of these 

pregnancies;  and (4)  encourage the form at ion and m aintenance of two-parent  fam ilies. 

The shift  from  AFDC to TANF m arked m ore than a m ove from  an open-ended cash-assistance 

program  to a tem porary-assistance program . TANF also int roduced the pract ice of allowing 

welfare funding for program s aim ed at  influencing the fam ily st ructure, including fam ily 

planning and two-parent - fam ily m aintenance program s. This change reflects a shift  in poverty 

reduct ion st rategies in the United States. Whereas AFDC was designed to provide needy 

fam ilies with cash t ransfers that  would supplement  or replace em ployment  income, TANF 

focused on the im portance of work as well as at tem pt ing to foster nuclear fam ilies as a way to 

provide fam ily econom ic stabilit y .  

 

4.2 The role of state discret ion 

PRWORA provided U.S. States with unprecedented discret ion over welfare program m ing and 

funding. Under TANF, there are no Federal rules that  determ ine the am ount  of TANF cash 

benefits that  must  be paid to a part icipat ing fam ily. Addit ionally, there are no Federal rules 

that  require U.S. States to use TANF to pay fam ilies cash benefits at  all,  however, all States 

do (Falk, 2007) . Benefit  amounts are determ ined solely by the U.S. States. The discret ion 

provided to States through TANF has allowed for a great  diversity in the way that  welfare 

program s are funded and adm inistered across the count ry. Each U.S. State has different  

init ial eligibilit y thresholds, benefit  paym ent  amounts, and fund allocat ions. 11 

According to Falk of the Congressional Research Service (2007) , in January of 2005, for the 

average cash welfare fam ily (a fam ily of three) , the m axim um  m onthly benefit  in the m edian 

state was $389, with a range from  $923 in Alaska to $170 in Mississippi (Falk, 2007) . The 

m axim um  m onthly cash benefit  is usually paid to a fam ily that  receives no other incom e (no 

earned or unearned incom e)  and who com plies with program  rules. Fam ilies with incom e 

other than TANF are often paid a reduced benefit  am ount . The diversity in program  

adm inist rat ion also extends to the init ial eligibilit y threshold. I nit ial eligibilit y thresholds for 

fam ilies of three range from  $1,641 in Hawaii to $269 in Alabam a (Welfare Rules Database, 

2006) .  

State discret ion has also created significant  diversity in the way that  TANF dollars are spent  

across the U.S. States part icular ly with reference to the level of cash benefit s provided. The 

variat ion in the use of TANF funding spent  on cash assistance ranges from  64 percent  in 

Maine to only 12 percent  in I llinois (Falk, 2007) . Sim ilar ly, while several U.S. States decline to 

spend any of their TANF dollars on Fam ily Format ion program s such as encouraging two-

parent  fam ilies and decreasing out -of-wedlock bir ths, New Jersey allocates 34.8 percent  of it s 

TANF dollars on Fam ily Form at ion expenditures (Falk, 2007) .  

The discret ion provided to U.S. States through the passage of the 1996 welfare law allowed 

for a huge am ount  of variety in program  and funds adm inist rat ion, with very few Federal 

guidelines. Subsequent ly, there are different  welfare program s being adm inistered in every 

U.S. State. These programs are having m ixed results in aiding the fam ilies who, current ly or 

formerly, receive assistance through TANF and make it  diff icult  to evaluate welfare reform s 

success as a whole.  

Several com m entators feared that  TANF m ight  set  off a “ race to the bot tom ,”  where states, 

fearful of at t ract ing low- incom e fam ilies from  other states, m ight  lower benefits, which in turn 

would cause others states to lower theirs. I n fact , total AFDC/ TANF spending on cash benefit s 

declined from  a peak of about  $40 billion in 1995 to about  $21 billion in 2006 (Table 2) , but  

this reduct ion is roughly proport ional to the welfare caseload reduct ion (Scholz et  al, 2008, p. 

10) . 

 

                                            
11  A State's init ial eligibility threshold considers all the State's financial eligibility rules regarding applicants, the 

lim itat ions placed on gross incom e, the rules for deduct ions from  gross income in determ ining net  incom e, 
and any lim itat ions placed on net  incom e (The Urban I nst itute, 2004) . I nit ial eligibility thresholds vary 
considerably across U.S. States. 
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4.3 Funding  

Under TANF, the funding relat ionship between the U.S.F.G. and the individual U.S. States 

changed. The drast ically increased level of State discret ion over Federally granted funds 

changed the ways in which States governments were spending welfare dollars and the degree 

to which the U.S.F.G was providing funding to the states. By allocat ing block grant  funding to 

U.S. States, TANF rem oved alm ost  all Federal eligibilit y and paym ent  rules and provided U.S. 

States with wide discret ion over programming, as well as the r ight  to deny benefits to fam ilies 

(Blank, 2002) . 

Under AFDC, U.S States were ent it led to unlim ited Federal funds. The Federal government  

provided reim bursem ent  of benefit  paym ents at  "m atching"  rates that  were inversely related 

to a U.S. State‘s per capita income (U.S. Department  of Health and Hum an Services, 2004) . 

U.S. States were required to provide aid to all persons who were eligible under the Federal 

law and whose income and resources were within the state-set  lim its (U.S. Department  of 

Health and Hum an Services, 1996) .  

Under TANF, however, there is no guarantee of benefit  provision. PRWORA sim ply m andated a 

fixed budget  am ount  that  the U.S.F.G would grant  to the U.S. States each year ( the base 

am ount  of the yearly block grant  has been $16.5 billion since 1996)  (Congressional Budget  

Office, 1996) . U.S. States are required to cont r ibute, from  their own funds, at  least  $10.4 

billion in total under what  is known as a “m aintenance-of-effort ”  (MOE)  requirem ent . The 

1996 law also created supplem ental grants for certain States with high populat ion growth or 

low block grant  allocat ions relat ive to their  needy populat ion, as well as a cont ingency fund to 

help States during a recession (Center on Budget and Policy Prior it ies, 2009) . U.S. States that  

need or use m ore than the am ount  that  has been granted for a part icular year are not  ent it led 

to Federal reim bursem ent  for excess expenditures. Conversely, States that  do not  use all of 

their  annual funding are allowed to carry over unused dollars from  one fiscal year to the next  

(U.S. Departm ent  of Health and Hum an Services, 1996) .  

The AFDC program  was funded specifically and solely to provide cash assistance to needy 

fam ilies. The corresponding JOBS and EA program s supplem ented AFDC by providing 

vocat ional t raining and short  term-emergency program funding, respect ively (U.S. 

Departm ent  of Health and Hum an Services, 1996) . Under TANF, however, States m ay direct  

Federal funding toward any program that  is within TANF’s object ives, including programming 

that  would have form erly been funded through the JOBS or EA program s. I n the absence of 

Federally m andated cash assistance requirem ents, many U.S. States have opted to spend less 

on cash assistance and m ore on the other programm ing that  falls under the provisions of 

TANF such as childcare, or work support  programs. Thus, with the t ransit ion from  AFDC to 

TANF the number of fam ilies receiv ing income assistance fell sharply. I n 2003, most  TANF 

funds, m ore than 60 percent , were spent  on areas other than income assistance (Center on 

Budget  and Policy Pr ior it ies, 2009) . I n fiscal year 2007 the U.S. spent  30 billion dollars on 

TANF. (This num ber includes both the federal expenditure and the Maintenance of Effort  

(MOE)  funding) . Only 30.2 percent  of TANF dollars went  toward providing fam ilies with cash 

assistance (28.4 percent  to other services;  19.1 percent  to child care;  12.4 percent  to other 

work support  and em ploym ent  program s;  8.3 percent  to systems and adm inist rat ion;  and 1.6 

percent  to t ransportat ion)  (Center on Budget  and Policy Prior it ies, 2009) . 

Our Annex C shows this var iety am ong U.S. States in using TANF dollars. As a result ,  

governm ent  aid across the nat ion varies rem arkable;  see Annex D. As m illions of people seek 

aid, they are finding a com plex system  that  reaches som e and rejects others for 

‘unpredictable’ reasons. For exam ple, the share of poor children and parents (below 100 

percent  of the poverty line)  that  receive cash welfare ranges from  2 percent  in I daho and 

Wyoming to over 45 percent  in Main, California and Vermont  – U.S. average amounts 21 

percent . See Figure 3. 

 

To conclude, the increased discret ion of U.S. States over the use of their  Federal welfare 

dollars has decreased the provision of cash assistance to needy fam ilies. U.S. States are 

opt ing to ut ilize Federal funding to provide assistance to needy fam ilies through means other 

than direct  cash t ransfers.  
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Figure 3:  Share of poor children and parents that  receive cash welfare, 2009 
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Source:  Deparle and Ericson (2009)  

 

 

4.4 Eligibilit y 

The 1996 welfare reform  also had a significant  im pact  on eligibilit y for assistance. Under 

AFDC, the U.S.F.G. provided cash assistance along with educat ion and t raining program m ing 

indefinitely so long as a fam ily qualif ied under the eligibilit y cr iter ia. One of the most  st r ik ing 

ways that  TANF lim ited eligibilit y was through the im plem entat ion of t im e lim its, this aspect  of 

eligibilit y is discussed in sect ion 4.5. I n addit ion to establishing t im e lim its, PRWORA t ightened 

eligibility requirements both by providing U.S. States with the discret ion to deny benefit s and 

by reducing the base populat ion who were eligible to receive Federal assistance.  

Prior to welfare reform , persons meet ing financial eligibilit y requirements under AFDC were 

provided cash benefit s from  the government . AFDC did not  include rest r ict ions based on 

m arital status or cit izenship. Minor, unwed m others as well as persons convicted of drug-

related crim es were provided unrest r icted benefits under the former welfare program . Legally 

residing im m igrants were also eligible for benefits under AFDC. There were no lim its on the 

size of a fam ily that  could be eligible for AFDC benefits, therefore, when an addit ional child 

was born, fam ilies were provided with addit ional benefits.  

PRWORA im posed new condit ions and rest r ict ions to program part icipat ion. Since the passage 

of welfare reform , persons who have been convicted of a drug- related crim e are prohibited for 

life from  receiving benefits under TANF. Unmarr ied m inor parents are provided benefits only if 

liv ing with an adult  or if in an adult -supervised set t ing and part icipat ing in educat ion and 

t raining program s (U.S. Departm ent  of Health and Hum an Services, 1996) . U.S. States were 

given the discret ion to exclude both legal imm igrants who were new applicants to welfare as 

well as the r ight  to exclude even those legal im m igrants already receiv ing assistance under 

the prior welfare program  (U.S. Departm ent  of Health and Hum an Services, 1996) . While the 

Federal guidelines under TANF do not  lim it  eligibilit y based on fam ily size, the policy does 

provide individual U.S. States with that  discret ion (U.S. Departm ent  of Health and Hum an 

Services, 2004) .  

 

4.5 Time lim its 

The m ost  notable eligibilit y change through the passage of PRWORA m ight  be the 

im plem entat ion of t im e lim its in establishing the durat ion for which a fam ily can qualify for 

benefits. Under TANF, fam ilies who have received Federally- funded assistance for five 

cumulat ive years are ineligible for addit ional Federal cash assistance. This means that  even if 
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em ploym ent  adequate to provide fam ily stabilit y is not  found, at  the end of five cumulat ive 

years, fam ilies are rem oved from  the program  and can never again part icipate. 

AFDC’s designat ion as an ent it lem ent  program  ensured that  U.S. States would receive funding 

from  the U.S.F.G. as long as the States adhered to the Federal requirem ents. Benefits were 

then guaranteed to eligible part icipants in the AFDC program  (U.S. Departm ent  of Health and 

Human Services, 1996)  Moreover, under AFDC, program  part icipants rem ained eligible as 

long as they met  the program ’s established rules. Because there were no t im e rest r ict ions to 

part icipat ion in AFDC, fam ilies rem ained eligible for cash assistance as long as they were 

below the init ial eligibilit y  threshold established by each individual U.S. State and cont inued to 

m eet  the program  requirem ents issued by the U.S.F.G. and the U.S. State of residence.  

The establishm ent  of t im e lim its is one of the m ost  consequent ial changes affect ing fam ilies 

on welfare in the United States. The U.S. m inim um  wage plays a role in the abilit y of less-

skilled workers to earn adequate incom es even if fully em ployed. 12  The inability  to find 

employm ent  at  a liv ing wage and maintain it  while addressing health issues and child care 

have caused barr iers for fam ilies in establishing financial security, part icular ly single-mother-

headed-households (Pr im us et  al, 1999) . I n spite of these difficult ies, welfare does not  

provide Federal benefit s to part icipants once the t ime lim it  has expired. 13  TANF does not  

ensure that  after the program eligibilit y t im e lim it  is tolled, that  part icipat ing fam ilies have 

secured work that  will enable them  to provide basic necessit ies or even offset  the cost  of 

childcare or t ransportat ion that  work requires.  

Moreover, recipients who reach the t im e lim its or who are sanct ioned for not  f inding a job are 

being denied cash assistance even though they are willing to work, sim ply because they 

cannot  find any em ployer to hire them. This labor demand problem  will increase dur ing 

recessions and will rem ain even in good econom ic t imes because em ployer demands for a 

skilled work force cont inue to escalate. Note that  the “ t im e lim it  and out ”  system differs 

markedly from  a “ t im e lim it  followed by a work- for-welfare opportunity of last  resort ”  init ially  

proposed by President  Clinton’s advisors, but  rejected by Congress (Danziger, 2002a) . 

 

4.6 Work requirem ents and act ivit ies 

Although educat ion, work part icipat ion and financial securit y were object ives of U.S. welfare 

policy both before and after welfare reform , the 1996 welfare reform  placed greater 

responsibilit y on the fam ilies receiv ing program  benefits to find stable and sufficient ly paying 

work. To enable fam ilies to achieve this goal TANF provided addit ional support  targeted at  

finding and maintaining employment .  

Direct ly following welfare reform , U.S. States drast ically altered their welfare program m ing to 

assist  fam ilies in establishing em ployment  (Golden, 2005) . One such change made by U.S. 

States was a shift  toward “work- first ”  welfare system s that  reduced skills developm ent  and 

educat ion programs while em phasizing job- readiness and em ploym ent  search t raining 

(Golden, 2005) . U.S. States also moved toward “m aking work pay”  through incent iv izing work 

part icipat ion by raising eligibilit y thresholds or adding earned incom e tax credits. Addit ionally , 

U.S. States toughened sanct ions and t im e lim its to enforce the m essage that  welfare would 

provide only tem porary assistance (Golden, 2005) . 

Under AFDC, in fiscal year 1994, 40 percent  of two-parent  households receiving benefits were 

required to part icipate in 16 hours of work act iv ity per week in order to cont inue part icipat ion 

in AFDC’s cash assistance program. Before the passage of PRWORA, the percentage of 

households required to m eet  the 16 hour work requirement  was scheduled to increase to 75 

percent  in fiscal year 1997 (U.S. Departm ent  of Health and Hum an Services, 1996) . I n 

addit ion to the 16 hour requirement  imposed on some part icipants, all AFDC recipients were 

                                            
12  According to the U.S. Department  of Labor, the Federal m inim um  wage is $6.55 per hour effect ive July 24, 

2008. The Federal m inimum wage provisions are contained in the Fair  Labor Standards Act . Many U.S. 
States also have m inimum wage laws. I n cases where an employee is subject  to both the State and Federal 
m inimum wage laws, the em ployee is ent it led to the higher of the two m inim um  wages. 

13  States are allowed to exem pt  a m inor ity of people from  t im e lim its and are allowed to cont inue paying 
benefit s through State funds. 
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required to part icipate in JOBS unless they were exem pt  from  the program . A recipient  would 

be exem pt  from  JOBS part icipat ion if he or she either worked for 30 hours or m ore per week;  

at tended school full- t im e;  cared for a very young child or elder ly fam ily m em ber;  or were 

under age 16 (U.S. Departm ent  of Health and Human Services, 1996) .  

I n cont rast , under TANF, work part icipat ion standards require that  the head of household in a 

single parent  fam ily work at  least  20 hours per week and in the case of two parent  fam ilies, 

parents are required to work 30 hours per week in order to remain eligible for cash 

assistance. Eligible work includes:  subsidized or unsubsidized em ploym ent , on- the- job 

t raining, educat ion program s, and com m unity service. Hours spent  in vocat ional educat ion 

can count  towards the weekly work requirem ent  but  only in a m inority of U.S. States and only 

for a total of 12 m onths. (U.S. Departm ent  of Health and Hum an Services, 1996) .  

However, States are provided som e flexibility in m eet ing their work requirem ents. The TANF 

statute requires U.S. States to have 50 percent  of their caseload meet  the established work 

part icipat ion standards. I n addit ion to the aforem ent ioned standards, there is a separate 

part icipat ion standard that  applies to two-parent  fam ilies, requir ing 90 percent  of the State’s 

two-parent  fam ily part icipants to meet  work part icipat ion standards (Falk, 2007) . States that  

fail the TANF work part icipat ion standards are penalized by a reduct ion in their Federal block 

grant  am ounts. However, the statutory work part icipat ion standards are reduced by a 

“caseload reduct ion credit ” . 14  The caseload reduct ion credit  reduces the part icipat ion standard 

one percentage point  for each percent  decline in the caseload (Falk, 2007) .  

Welfare reform  and the im plem entat ion of TANF centered on the im portance of work in 

providing fam ilies with econom ic stability . The policy intended to provide support  through 

programming for five years, while part icipants were able to gain em ploym ent  and econom ic 

security. The program s established to assist  poor fam ilies with job preparat ion and work- force 

engagem ent  have been the source of a significant  am ount  of welfare reform ’s praise. 

However, because program s vary from  one U.S. State to the next , the degree to which the 

work related program s assist  fam ilies is also var ied.  

 

  

5. EVALUATI NG WELFARE REFORM 

 

Following the passage of PRWORA U.S. social policy analysts and econom ists have surveyed 

the im pact  of welfare reform  on helping needy fam ilies in the U.S. move out  of poverty. This 

is a difficult  task, due to the discret ion provided to U.S. States through TANF and the result ing 

diversity in programming and implem entat ion. There have been var ied opinions about  TANF’s 

success in assist ing the nat ion’s poorest  fam ilies. Research inst itut ions and universit ies have 

developed new and diverse proxies for exam ining the extent  to which welfare reform  has 

been successful in m eet ing the needs of low- incom e fam ilies in the United States as well as 

for ident ify ing the reform ’s failures.  

Often the reduced num ber of fam ilies receiving cash assistance through TANF is cited as 

evidence of the success of the 1996 welfare reform . Other frequent ly cited indicat ions of 

success include the increase in em ploym ent  rates and the decrease in child poverty that  took 

place during the 1990’s (Parrot t  and Sherm an, 2006) . However, this analysis only provides 

part  of the inform at ion needed to evaluate the success of welfare reform  in the United States. 

The following sect ions provide a review of data and literature evaluat ing welfare reform ’s 

success in support ing fam ilies m oving from  welfare and into work, and ensuring em ployment  

and financial security for poor fam ilies in the United States.  

 

                                            
14  Though less than half of federal and state expenditures are associated with cash welfare, the “TANF 

caseload”  num ber is the num ber of fam ilies and recipients receiving cash welfare. I nformat ion is not  
available on fam ilies and individuals who receive TANF benefits and services other than cash welfare. I n 
September 2006, 1.9 m illion fam ilies, consist ing of 4.6 m illion recipients, received TANF-  or MOE- funded 
cash welfare (Falk, 2007) . 
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5.1 Employm ent  t rends 

Som e of the em ploym ent  t rends observed after welfare reform  are posit ive. More welfare 

recipients are em ployed while receiving welfare benefits than they were in the past ;  

increasing from  22 percent  in 1997 to 33 percent  in 1999. While these numbers have fallen in 

recent  years, they have st ill not  dropped to the levels that  they were before welfare reform  

(Golden, 2005) . However, a num ber of studies have found that  even with increased work 

part icipat ion rates that  welfare and form er welfare recipients are st ruggling to establish 

financial security.  

One of the prim ary goals of welfare reform  was for part icipants to establish “stable, long- term  

work pat terns” , under the assum pt ion that  regular involvem ent  in work will im prove their  

well-being. The just if icat ion for establishing only temporary assistance is that  this approach 

provides support  and im petus for fam ilies to become stably employed which will be in the best  

interest  of the part icipat ing fam ilies. I ndeed, studies indicate that  em ployment  among form er 

welfare recipients has actually increased since welfare reform  was enacted, and that  when 

recipients leave the TANF program  their em ploym ent  rate is 5 to 10 percent  higher than when 

they left  AFDC (Danziger et  al, 2000) .  

I n the late 1990’s, when fam ilies left  the welfare system , they were m ore likely to have at  

least  one working adult  than they were pr ior to the im plem entat ion of TANF (Golden, 2005) . 

However, in the tougher labor market  of 2002 and 2003, the proport ion of form er welfare 

recipients in the workforce fell from  63 percent  in 1999 to 57 percent  in 2002 (Golden, 2005) . 

Evaluat ions of welfare- to-work typically report  that  while m ost  part icipants are able to secure 

init ial em ployment , a large proport ion, often a m ajority, lose those jobs within a year 

(Danziger et  al, 2000) . Addit ionally, low wages am ong welfare recipients rem ain a concern. 

While recent  research suggests that  wages of form er welfare recipients grow over t im e, this 

phenom enon occurs am ong only the m inority of form er recipients who are able to establish 

regular, stable full- t ime work pat terns (Danziger et  al, 2000) .  

A study conducted by Danziger et  al (2000)  found that  the former welfare recipients with the 

most  work part icipat ion and experience have higher levels of financial success and subject ive 

well-being than those without  em ploym ent . However, they also found that  there were a large 

num ber of respondents who suffered from  financial hardship regardless of their level of work 

involvement . The study concluded that  em ploym ent  is associated with “ reduct ions in, but  not  

the elim inat ion of, econom ic vulnerability and mater ial hardships”  for welfare and former 

welfare recipients in the United States. 

 

5.2 The effect  of the econom y 

The fact  that  PRWORA was passed dur ing a t im e of rapid and sustained econom ic growth 

com plicates efforts to determ ine the extent  to which certain phenom ena such as increased 

employment  and decreased poverty levels can properly be at t r ibuted to welfare policy reform . 

I n the United States between 1992 and 2000 the labor market  increased by 20 m illion jobs 

(Blank, 2000) . The U.S. unem ploym ent  rate fell to 5 percent  in early 1997, and rem ained at  

or below that  level unt il October of 2001 (Blank, 2002) . Many businesses experienced worker 

shortages in the years following the passage of the 1996 legislat ion, m aking em ployers 

increasingly open to hir ing ex-welfare recipients. Addit ionally, wages am ong less skilled and 

less educated workers started to r ise in 1995, for the first  t im e since the late 1970s. 

During this t ime, less-educated, single mothers increasingly joined the workforce;  whereas 62 

percent  of this populat ion was employed in 1995, by 2000, 73 percent  were working (Kaushal 

et  al, 2006) . While this is im pressive growth, the extent  to which it  can be at t r ibuted to 

welfare reform  rem ains am biguous. Welfare reform  policies m ight  have increased the number 

of women in the workforce through job t raining and work incent ives, but  it  is unclear to what  

degree the increase was a result  of policy, and to what  degree it  was the result  of a st rong 

econom y (Blank, 2000) .  

Recent  evidence suggests that  the econom ic expansion of the m id to late 1990s m ay account  

for a significant  percentage of the posit ive t rends observed am ong needy fam ilies dur ing this 
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t im e. While the boom ing econom y of the 1990’s correlated with a decrease in child poverty 

and an increase in low-educated single parents joining the workforce, those num bers have 

begun to drop in recent  years following the recession in 2003 (Sherm an et  al,  2004) . 

Moreover, at t r ibut ing the successes of the m id-90’s to the im plem entat ion of TANF is also 

im probable for the reason that  to do so would suggest  that  the 1996 reform  yielded alm ost  

im m ediate results. Kaushal et  al (2006) , suggest  that  given that  som e policies m ight  have 

delayed results, it  becom es even more difficult  to at t r ibute the success of the 1990’s solely to 

welfare reform  and the im plem entat ion of TANF.  

  

5.3 The very poor and single m other headed households 

While welfare reform , along with a robust  and incredibly successful economy, may have 

init ially decreased child poverty and increased some employment  rates, the reform  had an 

unintended and significant  negat ive effect  on the very poor. Haskins (2000)  found that  “ there 

is a sm all to m oderate-sized group of m other-headed fam ilies that  are worse off than they 

were before welfare reform ” . Short ly after TANF was im plem ented, the nat ion’s poorest  

fam ilies were not  benefit ing from  the success of the economy or the policies of welfare 

reform . Pr im us et  al (1999)  found that  from  1995 to 1997 disposable incom e for the poorest  

20 percent  of the populat ion declined by 7.6 percent  and the poorest  10 percent  of the 

populat ion experienced a 15.2 percent  decline in discret ionary income. 

Following welfare reform , the num ber of single mothers in the United States who were 

receiving cash assistance through TANF fell by two m illion. However, em ploym ent  am ong 

single m others grew by only one m illion (Parrot t  and Sherman, 2006) . Therefore, in the 

United States there were one m illion unem ployed single m others who were not  receiving any 

cash assistance from  the governm ent . This num ber is alm ost  double what  it  was before 

welfare reform  (up from  6,000,000)  (Parrot t  and Sherm an, 2006) . The size of this group grew 

from  9.8 percent  of part icipants leaving the program  in 1999 to 13.8 percent  in 2002 (Golden, 

2005) . The populat ion of single-m others who are both disconnected from  em ploym ent  and 

governm ent  cash assistance is significant ly m ore likely to be in poor physical and m ental 

health as well as less- ready for employment  than those who left  welfare for job opportunit ies 

(Golden, 2005)   

A qualitat ive study of conducted on TANF recipients in Maine analyzed the barr iers to 

em ploym ent  that  prevented single m others from  being able to establish and m aintain work. 

The study, by But ler (2008) , looked at  wom en who were part icipat ing in the TANF program  

but  who were st ruggling to m aintain stable em ploym ent . But ler ’s study ident ified several 

social and health issues that  prevented the wom en in her study from  achieving steady 

em ploym ent . The three m ost  prevalent  phenom ena observed were dom est ic violence;  raising 

children with disabilit ies;  and long- term  physical and m ental health problem s ( the lat ter 

affect ing 33-44 percent  of TANF recipients nat ion-wide) . But ler also found that  not  only are 

welfare recipients disproport ionately affected by these issues, but  often must  cope with more 

than one sim ultaneously.  

  

5.4 Program  part icipat ion 

Reduced program part icipat ion is often presented as evidence that  welfare reform  is working 

to move people out  of poverty. However, there are concerns with using reduced welfare 

caseloads as a proxy for welfare reform ’s success. While increased work involvem ent  has 

certainly accounted for reduced part icipat ion in the TANF program , Parrot t  and Sherm an 

(2006)  point  out  that , despite the reduct ion in caseloads, in recent  years the number of 

children liv ing below half of the poverty line has grown significant ly. While the num ber of 

fam ilies in this category has increased, the rate at  which eligible fam ilies are receiv ing TANF 

benefits has declined. Even when considering non-cash benefits such as food assistance, the 

number of children in fam ilies liv ing below half of the poverty line has grown significant ly 

(Danziger, 2002b) . 
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This increased deep poverty (people liv ing below 50 percent  of the poverty line)  is a 

concerning t rend. While child poverty rem ains below the levels that  were seen in the years 

im m ediately preceding the welfare reform  of 1996, the growing rates of intense poverty raise 

doubts about  TANF’s ability to reach the m ost  im poverished fam ilies. Before the 1996 welfare 

reform , the AFDC program  lifted 64 percent  of otherwise deeply poor children out  of deep 

poverty. Conversely, in 2005, the TANF program lifted just  23 percent  of deeply poor children 

above 50 percent  of the poverty line (Center on Budget  and Policy Pr ior it ies, 2009) . TANF 

program m ing does not  seem  to be addressing the needs of the poorest  fam ilies in the United 

States, which is evidenced both through the increase in deep poverty and the rates at  which 

this populat ion is part icipat ing in TANF.  

The Supplemental Nut r it ion Assistance Program 15  and the Medicaid Program , which provide 

food stam ps and healthcare respect ively, have cont inued to assist  a growing num ber of low-

incom e fam ilies, while TANF part icipat ion has cont inued to drop (Parrot t  and Sherm an, 2006) . 

The Congressional Budget  Office (2005)  reports that  unlike the t rends seen in program  

part icipat ion in TANF, the other four major poverty reduct ion init iat ives have seen significant  

growth in part icipat ion over the last  several years. Moreover, as of 2003, each of these 

programs served more low income fam ilies, than did TANF. I n addit ion to serving more people 

than the major welfare legislat ion, the U.S.F.G also provides more funding for the other four 

major poverty reduct ion program s. I n 2005, The federal government  spent  $22 billion on 

TANF, com pared with $30 billion on Food Assistance, $39 billion on Supplem ental Security 

I ncom e benefits and $45 billion for the Earned I ncom e Tax Credit ;  see Annex A. 

The num ber of fam ilies who are eligible to part icipate in TANF, but  who do not , is remarkably 

high not  only with reference to part icipat ion in other poverty reduct ion programs, but  also 

when com pared with AFDC. According to the U.S. Departm ent  of Health and Hum an Services 

(2008)  in 2005 only 40 percent  of fam ilies who were eligible for TANF assistance part icipated 

in the program. This is a significant  change. Prior to welfare reform , more than 80 percent  of 

fam ilies that  qualif ied for AFDC part icipated in the program . Moreover, a sim ple linear t rend 

shows that  part icipat ion of AFDC/ TANF decreased over 4 points each year in the period 1993-

2005. See Figure 4. 

 
Figure 4:  Rates of part icipat ion in AFDC and TANF by fam ilies that  m eet  eligibilit y  

requirements 
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Source:  U.S. Departm ent  of Health and Hum an Services ( I ndicators of Welfare Dependence) , 2008 

                                            
15  Commonly referred to as food stamps. Gross monthly income eligibility lim its are set  at  130 percent  of the 

poverty level for the household size. Net  m onthly income lim its are set  at  100 percent  of poverty (U.S. 
Departm ent  of Agriculture, Food and Nutr it ion Service, 2009) . Part icipat ion in the food stamps program  is 
not  taken into account  when measur ing a household’s poverty, as food stam ps are not  a cash benefit .  
Following the 1996 Welfare Reform , part icipat ion in this program includes a work requirement . 
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Thus, the decline in welfare caseloads, a figure frequent ly marshaled as proof of welfare 

reform ’s success, does not  indicate that  low- income fam ilies are bet ter and more successful 

than they were before welfare reform , but  rather, that  poor fam ilies are sim ply not  

part icipat ing in the program. As stated by Parrot t  and Sherm an (2006) :  “More than half -  57 

percent -  of the decline in TANF caseloads since 1996 is due to a decline in the extent  to which 

TANF programs serve fam ilies that  are poor enough to qualify, rather than to a reduct ion in 

the num ber of fam ilies who are poor enough to qualify for aid.”  

 

5.5 TANF benefits and inflat ion 

There are also signif icant  concerns about  the degree of help that  TANF is providing to the 

fam ilies who are part icipat ing in the program . The basic TANF block grant  that  the U.S.F.G. 

makes available has been set  at  $16.5 billion since it  was established in 1996 (Falk, 2007) . As 

a result ,  the real value of the block grant  has already fallen by about  27 percent  (Center for 

Budget  and Policy Prior it ies, 2009) . I n addit ion, twenty three U.S. States have m aintained the 

sam e benefit  level since fiscal year 2000 without  m aking adjustm ents for inflat ion.  

 

Table 3:  Basic TANF Block Grant  in Constant  FY1997 Dollars 

 

Fiscal Year Value of the Block Grant  in 

Billions of FY1997 Dollars 

Cum ulat ive Loss in Value 

( in percent )  

1997 16.5 -  

1998 16.2 -2 

1999 15.9 -3 

2000 15.4 -6 

2001 14.9 -9 

2002 14.7 -11 

2003 14.4 -13 

2004 14.1 -15 

2005 13.6 -17 

2006 13.1 -20 

2007 12.9 -22 

2008 12.6 -24 

2009 12.3 -25 

2010 12.1 -27 
 

Note:   Constant  dollars were com puted using the Consumer Price I ndex for all Urban Consumers (CPI -U) . 
Actual inflat ion was used to compute constant  dollars for FY1997-FY2006 using data from the U.S. 
Bureau of Labor Stat ist ics. Constant  dollars for FY2007 through FY2010 are based on the inflat ion 
assumpt ions of the U.S. Congressional Budget  Office (CBO) , published in January 2007.  

 

Source:  Falk Report  for the Congressional Research Service (2007)  
 
 

A study by Schot t  and Levinson (2008)  found that  TANF benefits have declined in real 

( inflat ion adjusted dollars)  in nearly every U.S. State since the passage of PRWORA. The sam e 

study found that  even those U.S. States that  have adjusted benefit  levels upwards under 

TANF have not  kept  pace with the increased costs of basic needs. When adjust ing for inflat ion 

using the Consumer Pr ice I ndex, 48 States have lower real dollar benefit  levels now than they 

did in 1996 when TANF was enacted. I n the 19 States where TANF benefits have rem ained 

the same since welfare reform , TANF benefit s in 2009 are worth 25 percent  less, in inflat ion-

adjusted term s, than they were in 1996. I n other words, TANF benefits do less to help 

fam ilies r ise out  of ext reme poverty than they did in 1996. I n 2008, 20 States had benefit  

levels below 25 percent  of the Federal poverty line, which is nearly twice as many states as 

had benefits below 25 percent  of the poverty line in 1996 when TANF replaced Aid to Fam ilies 

with Dependent  Children (Schot t  and Levinson, 2008) . The fam ilies who are part icipat ing in 

TANF are receiving benefits that  do lit t le to help them  m ove out  of poverty and the rate to 

which it  is helping is decreasing.  
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6. CONCLUSI ON 

 

Poverty alleviat ion is an im portant  object ive of European count r ies and of the United States. 

However, while these wealthy states have highlighted poverty as a serious problem , and while 

they have established varied system s in an at tempt  to address it ,  significant  poverty remains. 

While poverty is witnessed in both the United States and in Europe, the United States rem ains 

an out lier;  with high poverty rates and low social spending. The difference between the U.S. 

and Europe is both policy-based and ideological.  I n 1996, the U.S. moved further toward a 

system that  values work part icipat ion and that  lim its federal assistance to those who will not  

or cannot  establish em ploym ent . Throughout  this paper we have at tem pted to offer a prim er 

in the differences between poverty definit ions and the subsequent  poverty rates in the United 

States and Europe. We have looked at  the United State’s pr im ary cash- t ransfer program s and 

their reform , and we have reviewed the literature regarding some of the outcomes of the 

U.S.’s 1996 welfare reform ;  nam ely the im plem entat ion of TANF. 

When PRWORA was passed in 1996, it  m ight  have been the ideal t im e for welfare reform  for 

polit ical and pragmat ic reasons. On the polit ical side, there was a growing sent im ent  that  

AFDC was creat ing a populat ion of welfare recipients that  relied pr im arily  on the governm ent  

for financial support . With regard to the feasibilit y of reform , the econom ic clim ate at  the t im e 

was such that  there were m ore opportunit ies for less-skilled and low- income workers to 

secure em ployment  at  bet ter wages than had been available in the past . Against  this 

background, welfare caseloads fell dramat ically after the m id-1990s. Some of this decline is 

undoubtedly due to welfare reform , som e to the non-welfare policy changes, som e to the 

boom ing econom y, and som e to the interact ions am ong them . However, it  is a diff icult  task to 

evaluate U.S. welfare reform , because with the passage of PRWORA and the increase in U.S. 

State discret ion, there are different  programs, eligibilit y requirem ents, and benefit  am ounts in 

every U.S. State. We found huge variat ion across U.S. states, depending on ability to pay and 

preferences to m eet  a certain level of social standard and other (social)  object ives such as 

child care, work support  and em ployment  programs.  

The 1996 welfare reform  em phasizes Am erican preference for work. PRWORA represented a 

shift  in the way the United States at tem pts to address poverty, as well as a general change in 

the philosophy about  how poverty reduct ion st rategies should be implem ented. Although the 

welfare reform  increased work, earnings of most  individuals who left  welfare were st ill below 

the poverty line, even m any years after their  exit . Another drawback of this work- first  

approach is the term inat ion of cash assistance after 5 years, especially for vulnerable groups 

with low skills. I n the wake of the Deficit  Reduct ion Act  of 2005 (which altered spending on a 

number of social service program s)  States are beginning to provide low- incom e fam ilies, even 

those fam ilies who have left  the TANF program , with addit ional resources. 16  These resources 

are often designed to create incent ives to work by providing supplem ental paym ents to a 

fam ilies’ em ploym ent-earned household incom e. Since the passage of the Deficit  Reduct ion 

Act  in 2005, one third of U.S. States have established supplemental support  programs, with 

various eligibilit y rules and benefit  amounts (Schot t  and Levinson, 2008) .  

St ill,  12.5 percent  of U.S. populat ion was liv ing in poverty in 2007. Our interpretat ion of the 

literature is that  welfare reform  policies (TANF)  had lim ited success in reducing poverty. With 

the t roubled economy and shrinking job m arket  nowadays, low- income fam ilies need 

significant ly m ore support . Supplem ental cash assistance program s and educat ion and job 

t raining that  aid less-skilled workers in both f inding and sustaining em ployment , will be 

necessary for welfare reform  in the United States to be successful in reducing poverty. I f 

moving people from  welfare to work is the goal of U.S. welfare policy, it  is im portant  to 

ensure that  a liv ing wage can be obtained through work, and that  the costs of childcare and 

                                            
16  The welfare reform  law was reauthorized by the Deficit  Reduct ion Act  of 2005 and extended unt il 2010. The 

Deficit  Reduct ion Act  was intended to reduce mandatory (ent it lem ent )  Federal spending (Medicare, 
Medicaid, Food Stamps, farm  subsidies, etc.)  through changes in program  requirem ents set  by revised or 
new Federal laws. I n som e cases it  allows for spending on new program m ing by providing m ore State 
discret ion on program s and spending.  
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t ransportat ion do not  exceed the income gained through em ploym ent . Moreover, one could 

argue that  recipients who reach t im e lim its without  meet ing work requirem ents should be 

offered a chance to work in com m unity service jobs in return for cash assistance (cf. Danziger 

and Danziger, 2005, p. 10) .  
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Annex A:  Total means- tested benefit s by program, 1970-2007 (constant  2007 dollars, m illions)  
 

 
Medicaid SSI  

AFDC /  
TANF 

EI TC 
Food 

Stam ps 
Housing 

Aid 

School 
Food 

Program s 
WI C 

Head 
Start  

1970 28,264 15,706 26,522  2,938 2,693 3,631  1,740 

1971 34,281 16,413 30,728  7,796 3,922 4,711  1,843 

1972 41,235 16,825 35,337  8,915 5,734 5,784  1,867 

1973 44,004 15,962 35,552  9,953 7,710 6,251  1,871 

1974 46,574 22,063 34,113  11,432 7,671 6,350 44 1,699 

1975 51,820 22,653 36,589 4,817 16,901 8,197 7,405 344 1,557 

1976 55,348 22,104 39,154 4,719 19,410 9,125 7,879 520 1,607 

1977 59,753 21,576 39,569 3,856 17,337 10,288 8,245 876 1,625 

1978 61,904 20,836 37,649 3,333 16,343 11,700 8,484 1,207 1,988 

1979 63,779 20,206 34,640 5,860 18,507 12,292 8,834 1,501 1,942 

1980 65,504 19,982 33,806 4,997 21,944 13,789 9,101 1,831 1,849 

1981 69,132 19,601 33,058 4,361 24,247 15,650 8,459 1,988 1,867 

1982 68,780 19,297 31,398 3,814 21,934 17,326 7,043 2,039 1,959 

1983 73,413 19,577 32,136 3,737 23,216 19,670 7,419 2,344 1,899 

1984 76,297 20,698 32,067 3,269 21,345 20,052 7,414 2,770 1,987 

1985 78,884 21,312 31,523 4,024 20,703 21,971 7,274 2,870 2,072 

1986 85,856 22,855 32,530 3,801 20,063 21,644 7,488 2,995 1,968 

1987 91,878 23,638 33,686 6,189 19,165 20,585 7,570 3,066 2,063 

1988 96,538 25,195 33,329 10,334 19,541 22,306 7,415 3,150 2,114 

1989 103,592 24,592 32,869 11,028 19,513 23,374 7,192 3,195 2,065 

1990 116,856 25,533 34,929 11,965 22,436 24,559 7,054 3,367 2,462 

1991 141,898 27,370 36,739 16,906 26,360 25,816 7,503 3,503 2,971 

1992 159,884 31,416 39,320 19,253 30,895 27,748 7,929 3,843 3,254 

1993 175,594 34,686 38,795 22,294 31,576 30,702 8,089 4,059 3,984 

1994 188,054 39,577 40,369 29,527 31,827 33,303 8,384 4,434 4,653 

1995 197,086 38,263 40,939 35,313 30,971 37,330 8,469 4,675 4,808 

1996 201,091 36,247 37,257 38,092 29,654 35,231 8,577 4,883 4,717 

1997 204,730 38,911 29,944 39,258 25,254 35,775 8,766 4,966 5,142 

1998 214,967 39,629 27,365 41,138 21,485 36,490 9,055 4,949 5,530 

1999 229,230 40,016 27,042 39,702 19,626 34,406 9,187 4,901 5,797 

2000 242,736 42,689 27,221 38,887 18,041 34,663 9,099 4,795 6,342 

2001 263,782 36,856 28,284 39,075 18,202 35,201 9,297 4,863 7,259 

2002 287,003 41,456 26,920 44,026 21,041 38,087 9,722 5,002 7,534 

2003 306,092 39,094 25,756 43,561 24,120 39,785 9,979 5,098 7,513 

2004 320,552 39,586 22,900 43,931 27,022 40,145 10,335 5,364 7,436 

2005 332,818 39,532 21,972 45,025 30,329 40,035 10,589 5,301 7,265 

2006 319,476 39,997 21,052  31,047 39,084 10,542 5,217 6,979 

2007         30,373 39,436 10,891 5,450   

 
Abbreviat ions:   
Medicaid = m edical assistance for aged, blind, disabled, certain pregnant  wom en or dependent  children 
SSI  =  Supplemental Security I ncom e ( federally-adm inistered cash assistance for aged, blind and disabled)   
AFDC =  Aid to Fam ilies with Dependent  Children  
TANF =  Tem porary Assistance for Needy Fam ilies  
EI TC =  Earned I ncom e Tax Credit   
WI C =  supplem ental nut r it ion program  for wom en, infants and children 
 
Source:  Scholz et  al (2008, pp. 48-49)  
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Annex B:  Num ber of recipients m eans- tested benefits by program , 1970-2007 ( thousands)  
 

 
Medicaid SSI  

AFDC /  
TANF 

EI TC 
Food 

Stam ps 
Housing 

Aid 
School 

Breakfast  
School 
Lunch 

WI C 
Head 
Start  

1970     8,466   4,340   450 22,400   477 

1971    10,241  9,368  800 24,100  398 

1972 17,606  10,947  11,109  1,040 24,400  379 

1973 19,622  10,949  12,166  1,190 24,700  379 

1974 21,462 3,996 10,864  12,862  1,370 24,600 88 353 

1975 22,007 4,314 11,346 6,215 17,064  1,820 24,900 344 349 

1976 22,815 4,236 11,304 6,473 18,549  2,200 25,600 520 349 

1977 22,832 4,238 11,050 5,627 17,077 2,398 2,490 26,200 848 333 

1978 21,965 4,217 10,570 5,192 16,001 2,643 2,800 26,700 1,181 391 

1979 21,520 4,150 10,312 7,135 17,653 2,842 3,320 27,000 1,483 388 

1980 21,605 4,142 10,774 6,954 21,082 3,032 3,600 26,600 1,914 376 

1981 21,980 4,019 11,079 6,717 22,430 3,431 3,810 25,800 2,119 387 

1982 21,603 3,858 10,258 6,395 21,717 3,619 3,320 22,900 2,189 396 

1983 21,554 3,901 10,761 7,368 21,625 3,857 3,360 23,000 2,537 415 

1984 21,607 4,029 10,831 6,376 20,854 4,081 3,430 23,400 3,045 442 

1985 21,814 4,138 10,855 7,432 19,899 4,225 3,440 23,600 3,138 452 

1986 22,515 4,269 11,038 7,156 19,429 4,336 3,500 23,700 3,312 452 

1987 23,109 4,385 11,027 8,738 19,113 4,461 3,610 23,900 3,429 447 

1988 22,907 4,464 10,915 11,148 18,645 4,530 3,680 24,200 3,593 448 

1989 23,511 4,593 10,993 11,696 18,806 4,632 3,810 24,200 4,119 451 

1990 25,255 4,817 11,695 12,542 20,049 4,710 4,070 24,100 4,517 541 

1991 28,280 5,118 12,930 13,665 22,625 4,786 4,440 24,200 4,893 583 

1992 30,926 5,566 13,773 14,097 25,407 4,830 4,920 24,600 5,403 621 

1993 33,432 5,984 14,205 15,117 26,987 4,959 5,360 24,900 5,921 714 

1994 35,053 6,296 14,161 19,017 27,474 5,035 5,830 25,300 6,477 740 

1995 36,282 6,514 13,418 19,334 26,619 5,130 6,320 25,700 6,894 751 

1996 36,118 6,614 12,321 19,464 25,543 5,104 6,580 25,900 7,186 752 

1997 34,872 6,495 10,376 19,391 22,858 5,132 6,920 26,300 7,407 794 

1998 40,649 6,566 8,347 20,273 19,791 5,082 7,140 26,600 7,367 822 

1999 40,300 6,557 6,824 19,259 18,183 5,154 7,370 27,000 7,311 826 

2000 42,887 6,602 5,778 19,277 17,194 5,104 7,550 27,300 7,192 858 

2001 46,164 6,688 5,359 19,593 17,318 5,123 7,790 27,500 7,306 905 

2002 49,329 6,788 5,064 21,703 19,096 5,268 8,150 28,000 7,491 912 

2003 51,971 6,902 4,929 22,024 21,259 5,231 8,430 28,400 7,631 910 

2004 55,002 6,988 4,745 22,270 23,858 5,172 8,900 29,000 7,904 906 

2005   7,114 4,492 22,752 25,718 5,139 9,360 29,600 8,023 907 

2006   7,236   26,672 5,192 9,770 30,100 8,088 909 

2007        26,466 5,108 10,160 30,600 8,285   

 
Abbreviat ions:   
Medicaid = m edical assistance for aged, blind, disabled, certain pregnant  wom en or dependent  children 
SSI  =  Supplemental Security I ncom e ( federally-adm inistered cash assistance for aged, blind and disabled)   
AFDC =  Aid to Fam ilies with Dependent  Children  
TANF =  Tem porary Assistance for Needy Fam ilies  
EI TC =  Earned I ncom e Tax Credit   
WI C =  supplem ental nut r it ion program  for wom en, infants and children 
 
Source:  Scholz et  al (2008, pp. 50-51)  
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Annex C:   U.S. State Use of TANF and MOE Funds as a Percent  of Total Federal TANF and State 
MOE Funding, fiscal year 2005 

 
  Cash 

Assistance 
Adm in Work 

Program  
Child 
Care 

Transfer 
to CCDF 

Other Work 
Supports 

Fam ily 
Format ion 

Other Transfer 
to SSBG 

Alabama 34 9 11 5 3 3 1 26 8 

Alaska 44 6 13 14 16 1 1 2 3 

Arizona 50 12 6 3 0 1 0 21 7 

Arkansas 24 10 16 19 10 7 3 7 3 

California 55 9 7 10 6 2 0 8 2 

Colorado 33 9 1 1 1 4 0 46 7 

Connect icut  26 6 5 3 0 4 15 36 6 

Delaware 32 10 0 40 -7 21 0 0 4 

Flor ida 18 9 8 23 12 1 1 24 6 

Georgia 22 4 16 4 0 3 6 43 3 

Hawaii 55 10 14 7 7 1 0 0 7 

I daho 15 4 15 2 18 1 5 38 3 

I llinois 12 2 8 41 0 2 0 33 2 

I ndiana 36 13 2 5 2 13 1 29 1 

I owa 38 7 9 3 13 2 4 18 6 

Kansas 36 5 1 4 12 20 0 19 2 

Kentucky 39 6 10 8 20 2 0 15 0 

Louisiana 23 12 6 2 9 4 23 14 7 

Maine 64 4 2 10 6 9 0 2 4 

Maryland 33 10 8 8 0 27 6 2 6 

Massachuset ts 40 3 2 22 11 9 0 7 6 

Michigan 31 7 6 17 10 0 8 19 3 

Minnesota 33 11 17 10 6 14 0 10 0 

Mississippi 25 5 14 5 18 12 7 6 9 

Missour i 36 6 9 18 8 0 2 15 6 

Montana 42 11 24 3 4 0 1 12 4 

Nebraska 62 7 14 8 10 0 0 0 0 

Nevada 47 23 2 6 0 8 1 13 2 

New Hampshire 49 10 12 6 8 2 2 7 5 

New Jersey 44 8 5 3 0 5 35 0 2 

New Mexico 47 5 8 2 19 1 1 17 1 

New York 39 9 5 2 9 17 1 16 3 

North Carolina 20 7 12 22 16 1 0 21 1 

North Dakota 33 10 8 7 0 4 7 31 0 

Ohio 30 12 7 21 0 2 1 20 7 

Oklahom a 15 7 0 28 14 12 2 15 7 

Oregon 39 10 8 4 0 6 0 33 0 

Pennsylvania 31 7 14 10 9 3 2 22 2 

Rhode I sland 41 8 4 29 5 0 0 13 1 

South Carolina 29 8 22 2 1 3 3 24 8 

South Dakota 36 9 11 3 0 0 2 34 7 

Tennessee 40 10 9 10 19 2 0 7 3 

Texas 20 13 9 3 0 0 1 47 7 

Utah 41 18 28 9 0 1 0 1 3 

Verm ont  44 8 1 10 11 18 0 1 6 

Virginia 47 15 17 7 1 2 0 6 5 

Washington 41 7 15 11 16 1 0 8 1 

West  Virginia 32 19 2 15 0 7 11 6 8 

Wisconsin 22 7 6 32 12 12 3 3 3 

Wyoming 19 3 1 8 10 7 0 52 0 

U.S. (unweighted 
average States)  

35 9 9 11 7 6 3 17 4 

 

Abbreviat ions:   MOE =  States are required to cont r ibute, from  their  own funds, at  least  $10.4 billion in total under 
what  is known as a “m aintenance-of-effort ”  (MOE)  requirem ent . Adm in =  Adm inist rat ive 
Expenditures;  CCFD = Child Care and Developm ent  Fund;  SSBG =  Social Service Block Grant  

 

Source:  Falk (2008) . Congressional Research Service based on data from the U.S. Departm ent  of Health and 
Human Services. 
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Annex D:  Variat ions in U.S. Governm ent  Aid Across the Nat ion, 2009 
 

 

Share of poor 
children and 
parents that  
receive cash 

welfare a 

Share of 
unem ployed 
that  receive 

benefits 

Share of 
eligible 

households 
that  receive 

housing 
benefits 

Share of 
eligible 

people that  
receive food 

stamps 

Share of 
uninsured 

poor adults 
covered by 

governm ent  
program s a 

Share of 
uninsured low-  
income children 

covered by 
governm ent  
program s b 

Alabama 10 41 38 66 45 83 

Alaska 24 51 26 63 36 81 

Arizona 18 35 19 61 43 67 

Arkansas 7 55 34 77 33 83 

California 47 43 21 50 37 73 

Colorado 8 26 23 54 30 57 

Connect icut  31 51 34 65 54 78 

Delaware 22 58 34 73 53 71 

Flor ida 7 38 23 62 30 56 

Georgia 6 36 33 68 36 73 

Hawaii 25 50 26 72 49 83 

I daho 2 67 29 57 44 73 

I llinois 9 43 30 79 38 77 

I ndiana 29 46 32 74 43 83 

I owa 28 49 35 71 48 86 

Kansas 23 37 34 59 43 82 

Kentucky 15 36 38 78 45 81 

Louisiana 5 32 39 75 37 76 

Maine 46 37 41 96 69 86 

Maryland 25 45 32 60 37 69 

Massachuset ts 38 64 35 61 63 86 

Michigan 32 46 31 80 50 86 

Minnesota 35 42 37 69 54 75 

Mississippi 7 32 42 63 39 72 

Missour i 29 35 33 98 45 79 

Montana 11 52 32 62 43 70 

Nebraska 24 40 33 67 40 75 

Nevada 14 49 17 54 25 51 

New Hampshire 28 37 34 68 38 76 

New Jersey 27 67 28 60 33 62 

New Mexico 17 49 31 71 39 69 

New York 32 48 32 63 55 81 

North Carolina 7 46 29 67 42 73 

North Dakota 22 33 37 57 43 70 

Ohio 23 37 33 70 50 81 

Oklahom a 6 29 32 69 31 77 

Oregon 21 57 25 85 35 72 

Pennsylvania 31 66 33 75 54 77 

Rhode I sland 40 43 39 55 57 85 

South Carolina 9 44 33 74 45 76 

South Dakota 12 19 45 58 42 79 

Tennessee 30 33 35 91 49 83 

Texas 6 25 28 63 27 61 

Utah 8 35 28 56 32 64 

Verm ont  49 50 35 80 61 85 

Virginia 18 29 31 69 34 71 

Washington 32 40 24 75 47 82 

West  Virginia 14 45 42 83 47 89 

Wisconsin 14 65 29 67 51 83 

Wyoming 2 35 39 53 40 77 

U.S. average 21 44 30 67 41 73 

 
a Below 100 percent  of the poverty line.  
b Below 200 percent  of the poverty line. 
 
Source:  Deparle and Ericson (2009)
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