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Preface
~~
In this second edition of The Georgetown Public Policy Review, we continue to uphold the journal's mission of providing a venue for useful and
intelligent discourse among those who analyze, influence, and implement
public policy. The constructive feedback we received on our inaugural
edition has guided our efforts to establish The Review as a unique contribution to the existing body of public policy literature. It is our belief that by
publishing analytically-based articles by graduate students, academics, and
practitioners. we will allow for the cultivation of ideas that provide insights
to the many facets of public policy.
In this issue, The Review centers on the theme of welfare reform. In
our feature interview with Dr. Paul Offner, Commissioner of Health Care
Finance for the District of Columbia and former Chief Health and Welfare
Counselor to the Senate Finance Committee, the discussion focuses on the
new shape of federalism in the current welfare debate and its policy implications for America's cities and states. In "Sinking Swiftly and Silently:
Welfare Policy at the Millennium," Dr. Mark Rom expands upon his predictions for the future of the welfare state, which he presented at the Association for Public Policy Analysis and Management's annual meeting in
November. 1995. In the third article of this section, Gustav Chiarello's
"The War on Poverty and 1995 Welfare Reform: A Comparison of Methods and Tactics and the Application to American Governance" draws an
insightful parallel between the uses of rhetoric in the current welfare
debate and the antipoverty initiatives of President Johnson's Great Society
in shaping social policy.
TIle Review then moves on to a discussion of other social policy
issues. In "How Managed Care is Transforming American Health Care:
A Survey of Rehabilitation Providers in Leading Markets," Ben Wheatley,
Gerben DeJong, and Janet Sutton examine managed care in the United
States and the need for policies to ensure consumer protection. Then John
Wolf explores the merits of the current trend toward privatization of
public services in our final article, "Contracting Out in Mass Transit: Is
It an Option?" The issue concludes with a series of book reviews which
delve into diverse aspects of the public policy arena, including public
health, environmental remediation, political identification and labeling,
and international affairs.
We hope that you find the ideas presented in this edition of The
Georgetown Public Policy Review both timely and insightful. Thank you for
your continued support of our publication, and we welcome your contributions to forthcoming issues.

THE EDITORS

Interview with Paul Offner, Ph.D.,
Commissioner of Health Care
Finance for the District of Columbia
'The issue of welfare and public assistance for the poor has been a centerpiece of the public policy agenda for over thirty years. Since the time of President
Johnson's Great Society, public perceptions of welfare have changed dramatically,
calling for drastic reformation of the welfare system.
In this feature interview, The Review's Academic Editors, Vincent D. Spera
and Thomas E. Heinemann, spoke with one of the country's leading experts in weltare policy, Dr. Paul Of mer. Based on his experience as the current Commissioner
of Health Care Finance for the District of Columbia and former Chief Health and
Welfare Counselor to the Senate Finance Committee, Dr. Offner offers a unique insight to the current welfare debate in the context of government entitlements, public
perceptions, possible reforms, and overall effects on local and state governments.

OVERVIEW

FG':> G€l

Broadly speaking, what isyour perspectivc 011 tile role of welfare reform ill
the federal public policy agenda? III
particular, what is ,your opinion on
the importance of welfare reform to the
revitalization of America's cities? How
does this relate to welfare reform at
the state and [edcral levcls?
I think that changing the sort of
understanding in the low-income community about government support, and
moving it in the direction of an employment-based support system, is
enormously important. It is also important to change the sort of assumptions that face a fifteen or sixteen year
old young woman in these poverty
communities such that she understands
that if she has a child and goes on welfare, she can't just sit back and bring
up that child without significant consequences. That's an important change,
and it's an important change for the
low-income communities of our urban
areas in particular. I don't think you

would have said that ten years ago
because I don't think we thought back
then that the welfare system really
acted or functioned as an incentive.
But I think we do now, and I think it
is therefore important that the system
be changed.
During the recent welfare reform debate, there was considerable discussion
over the status of welfarc as an entitlement. V\-'hat is ,your opinion Oil this
subject? Spccijical?y, what doyou sec
as the advantages or disadvantages of
an entitlement I'CrSltSa block grant
program for 1vclfarc recipients? Are
there a1~)1 aspects of the welfare program thatyou believe should remain
as entitlements?
I think AFDC [Aid to Families
with Dependent Children] should remain as an entitlement. I think Medicaid should remain as an entitlement.
I would be in favor of having day care
remain as an entitlement. The reason
is because-I think as has been argued
recently-that if you don't do that, it's
perfectly clear that over time, states
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reform emerge absent a strong moderate voice?
I think the bill passed in the Senate
by a vote of about eighty-eight to twelve.
It was a bill that would end the entitlement, and it was basically the Republican bill with a few bones thrown to
the Democrats. The reason I stress
that Bill Clinton has been so important to what's happened in welfare is
that Bill Clinton has led the total surrender of the Democratic Party and the
liberal wing of Congress on this issue.
As I said, legislation passed the Senate
with a vote of eighty-eight to twelve
after Clinton said he would support
it-which essentially represented the
Republican position.
N ow, it is true that he has tried to
salvage a little of his lost reputation
with a couple of vetoes-some of which
are complicatedbecausethey arecaused
by a variety of factors. But fundamentally, after Clinton, it became very difficult to say you are still for the welfare
entitlement. He has come out in favor
of a block grant, basically ending the
entitlement, and time-limiting how
long people can receive welfare. And
he is, after all, not only a Democrat,
and not only President, but a Democrat who knows a lot about welfare and
who has invested a lot of time and effort into welfare.
It's quite possible that even without
the moderates, a welfare bill could pass,
and I certainly hope that it doesn't. I
don't think in the current environment
any welfare bill could pass that will not
do damage, significant damage, and it
really depends almost exclusively on
Clinton. If Clinton is reelected and he
no longer has to worry about getting
reelected, conceivably-particularly if
additional Democrats get elected to
Congress-you could have a centrist bill
that builds on the Family Support Act,
but that remains to be seen.
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A number of welfare reform advocates
support the devolution of authority for
all welfare enrollment and expenditure
decisions awqy from the federal goz'emmcnt through the use of block grants.
Some, however, argue that devolution
will create a system in which each state
races to reduce their benefits, with high
benefit states becoming welfare magnets
for the poor. V\-'hat are .your feelings
011 welfare reform within the construct
of this new shape of federalism?
I think that that whole scenario is
greatly overplayed. You know, I used
to be in Wisconsin, and in Wisconsin,
you periodically heard about people
from the suburbs of Chicago moving
to Kenosha, which is right next door.
There are situations like that around
the country, but I don't think-and I
used to be in the state legislature-that
welfare issues are primarily determined
on that basis. I think that the much
more serious fear is that the economy
right now is sort of reasonably strongnot great, but, we're doing reasonably
well-but when we go back into a tight
period, these states will forget what's
happening elsewhere. They are going
to be under tremendous fiscal pressure,
and right now, nobody is increasingtaxes.
Between 1989 and 1993, welfare
caseloads grew in this country by
thirty-plus percent-some places by
forty or fifty percent. When that happens, what are they going to do? They
can't raise taxes to pay for it. They're
going to be cutting and cutting and
cutting. The other statistic is that over
the last twenty-five years, in real terms,
welfare benefits have gone down about
thirty percent. So, we don't have to
speculate, we can just look at actual
experience.
The major thing right now that the
states control is the benefit level, and
in fact we have had continuing declining benefits. And the block grant is go-
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ing to constrain the resources so much
that when they get into a recession,
they just won't have the resources to
maintain benefits. I don't know whether you want to call it a "race to the
bottom" or not. It's not that competition from other states is going to do
it, it's the fiscal pressure in the state
itself.
While much attention is paid to the
devolution of authority to the states,
there has been less discussion Oil how
block grants will affect dccisionmaking,
program development, and implementation at the local level. HoJV will dcvolution to the states affect welfare programs and policiesill the nation's cities?
The important point, I think, about
increased flexibility and devolution is
this: the biggest smokescreen of 1995
in this debate was the pretense that by
simply giving local welfare administrators and local states greater flexibility,
you could somehow solve much of this
problem. That is the closest thing to a
joke. It's a cynical performance on the
part of people who know better than
to think that if you give states more
flexibility, they can somehow solve the
resources problem. First of all, welfare
mothers need a roof over their heads,
they need to have job training, they
need to have some help in getting a
job, and they need to have day care.
All of those things cost money.
I ran programs like this at the local
level. Frankly, under the JOBS [job
Opportunities and Basic Skills] program, I didn't think that flexibility was
a big problem-the big problem was
resources. If you don't have the resources to go out and get the day care, to
go out and hire the people who are
going to help find the jobs, and who
are going to link these women up with
a job, which is not a simple matter, you
can give these people all the flexibility
in the world.

To me, as a former administrator in
this area, the flexibility is not the problem-that's not the problem. I came
from the state of Ohio, where we did
a whole series of innovative things. We
had to get federal waivers for some of
them, and the Clinton Administration
is tripping over itself to give states
waivers. In fact, in some cases it is giving states waivers that I wouldn't have
given them. But this notion that flexibility is the problem is just a smokescreen, and it's a smokescreen to hide
the fact that they are slashingresources.
Welfare reform is going to cost
money-that is the important fundamental rule here. You're not going to
solve that problem by saying you are
going to give them greater flexibility.
What changes ill services and service
delivery doyou expect to see in response
to pending reductions ill overall welfare
funding? Are such changes necessary'
to promote the increased [lexibility of
states to design and implement individual welfare plans?
I think that's a good question. The
important point here is that when you
constrain state resources, the first thing
that states will try to do is maintain
cash benefits for these women. I am
not one who thinks that many states
are going to "slash and burn" welfare
benefits because if you've got a bunch
of women with young children who
are living right on the edge, and you
cut off their AFDC check, they will
probably not be able to pay their rent,
and they're going to be in the street.
And it doesn't take too many young
women holding their kids, lined up
outside the welfare office with a sign
saying, ''1 have no place to live because
I've been kicked out" before governors
and mayors and county executives are
going to do something to get these
women off the street.
So the first priority will be finding
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some way to keep a roof overtheir heads.
What will suffer first is the money
that goes to pay for job training, job
placement, and day care-all the things
that arc the key to welfare reform. I
think you'll find that politicians don't
want the embarrassment of young
women with very young children in
city parks and no home. What will go
are all the services that are not very
glamorous. Paying for job training or
even paying for case managers to help
these women find jobs is not in high
vogue these days-that is the sort of
stuff that will all go. So, my concern is
that what will go is reallythe whole sort of
infrastructure of welfare reform itself.

Ma1~y welfare recipients also receive
government assistance such as Medicaid. How doyou see all of the fullding
cuts and consolidation expected to occur
ill the ncar future impacting individuals and families receiving supports
through each of these channels? vVhat
impact will these effects have on the
nation s cities in terms of economic
growtli and de velopmcn t ?
J

Well, they'll have less money and
they'll be poorer. As I said a minute
ago, that in itself wouldn't necessarily
be bad if it were part of a strategy to
help them get out of poverty, but in
fact, the first things that will be cut are
all those services which are designed
to help them get out of poverty. But,
I think you're raising an interesting
point. In a place like the District, onethird of the budget is health expenditures, of which over half is the program
I run, Medicaid. In other words, in a
center city like this which has essentially no industry, whose economic base
is basically government, and which has
about one-quarter of its residents on
Medicaid, significant cuts into that
funding also cut significantly into the
economic support system.
It's an unfortunate thing that a
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place like Washington is that dependent on that kind of funding, but it's
a reality. So, I think that Washington
will be a difficult place because of these
cuts. I'm not suggesting that cities like
Washington should continue forever to
be dependent on public money, but it's
just sort of a reality right now.
Die District of Columbia budget crisis
has had a dramatic impact 011 the delivery of services to welfare recipients.
How call policymakers overcome similar crises in their individual municipalities? Do .yoll envision the current
federal budget situation having a
similar impact Oil welfare reform?
It is a difficult question. There are a
lot of things you can do in health care,
because the District has an enormously
expensive health care system that is fat
and inefficient. I think you can make
very significant cuts in the Medicaid
program without harming recipients,
and indeed make it a more efficient
system. I think that on the welfare side
that's different. The District is a very,
very difficult place to reform welfare
because fundamentally you always
come up against the question of where
these women are going to get jobs. But
even apart from that, you affect some
efficiencies in terms of how you run
the welfare system, but not too many.
It's not like Medicaid, where the big
cost is in patient hospital expenses.
Poor people spend much too much
time inside a hospital. Through managed care and other techniques, you
can reduce that and save a lot of
money. But how do you save money
when these mothers need a minimum amount of support to support the
family, some money to pay for child
care, and some money for someone to
help them get a job? There's a limit
to how you can cut corners with that.
And I will predict right here that the
first victim, without any question in my
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mind-and I've been very involved-the
first victim of all these cuts will be any
signiticant welfare reform effort in
Washington, DC. I just don't think
it's going to happen.

THE FurURE OF WELFARE
F0

Gk1

One potential welfare reform mechanism is that of welfare-to-work, or
workfare, programs which set time
limits Oil benefits and place educational and work requirements 011
recipients. What is your opinion 011
such programs? III particular, doyou
think such programs arc cffcctil'c
mechanisms for reducing poverty?
I think. as you probably know, job
training is not in high vogue today, and
I'm not a particularly big believer in job
training. I think what works, frankly, is
helping these young mothers find jobs.
I think that the prevailing record of job
training tor this population is abysmal,
and that the most effective programs
have been ones that really try to get
these welfare mothers into work the
minute they walk into the welfare
office. If I were starting from scratch, I
would ny to set it up-as some states arethat the minute you walk into the welfare office,someone sits down and starts
talking to you about job placement.
Now, how much of the problem is
that going to solve? It's going to be
difficult, it's not going to solve anything overnight, and it's not going to
be cheap. But I think it's a desirable
thing to do because fundamentally-and
it gets back to sort of the first or second
question-you want the word to go out.
If you have this vision of seventeen year
old girls sitting around on some street
corner in the poor part of town, you
want them to understand that if one of
them gets pregnant, has a child, and
goes on welfare, it's not that she's going

to be punished, it's that she is going
to be required to go to work, and that
she's not going to be able to bring this
child up at home. I suppose that's all
predicated on the notion that this will
have a deterrent effect.
The truth is, we don't know a lot
about that pressure-how much of a deterrent effect it will have. But it seems
to me that it is the right direction to
move in. So, how much difference will
that have made twenty years from now? I
don't think we know, but I think it is
the only strategy that I can come up
with that is reasonable, that is humane,
and that has some chance of changing
what I think is now an intolerable
situation.
What will have to happen in order for
the federal government to once again
take a stronger role in maintaining the
social safcty net? Will the locus of control remain with the states, be returned
to the federal gOI'cmment, or be devolved
CI'Cl1 [urthcr to localities?
I don't know the answer to that,
but I think it's a good question. If five
years from now, the welfare rolls have
doubled and the worst fears of welfare
benefits being cut by forty or fifty percent becomes a reality, at a minimum
you would expect to see a call for greater federal funding and maybe a more
aggressive federal role in terms of structure in the program. I don't have any
sense that that will happen. But right
now, let's not speculate, let's look at
what we do know. What we know is
that over the last ten years, there's been
just a phenomenal, phenomenal change.
This country has gone from essentially the view that a young woman
who has a child can stay at home-and
we will support her and help bring up
that child-to the view that not only
will we not do that, but in fact, after
five or six years we're just going to cut
her off and let her look after herself.

lOS

Feature Interview: Paul Offner, Ph.D.

So the pendulum has swung in a very
short time. I have to believe that within five years it will have swung back a
good part of the way.
How doyou envision the social safe~y
net fifteen.years from noJV?
I don't know if anyone can. Eight
years ago, this country passed the Family Support Act, and here we are eight
years later,and the consensushas moved
180 degreesaway.'This area is so volatile.
But I think fundamentally, when you
try to predict the next twenty years, the
real issue is what is going to happen to
average family income. The attitude
towards welfare seems to be largely
driven by the fact that the bulk of the
middle class is doing so poorly in terms
of their living standards that they're
not particularly interested in the welfare of others. But once this countryif this country-can regain some real
economic growth such that the income
of the average family is increasing
steadily, I think there is some chance
that we will be willing to devote some
additional resources to helping these
families become self-sufficient.
I guess I wouldn't bet heavily on the
near turnout being that good. Real

family income for the last twenty years
has been essentially stagnant. And I
don't know-certainly for the next ten
years-if there's any reason to think
that's going to be very different. As
long as that's true, I wouldn't be very
optimistic about the prospects for the
poor.
And the economic stagnation has also
had a profound impact on hOJ\1the
public views public assistance?
That's my point exactly. During
the 1960s, income was growing, and
people felt that they should devote the
resources. Now it's not growing, and
people are very unsympathetic to the
poor. You ask me to make a prediction-I don't think we're going to get
very far. So, I'm not that optimistic,
at least in the short-term.
I think that economic fact is the
bad news. The good news is what I
said before-that the political pendulum
has clearly got the swing. It seems to
me it was over to the left somewhere,
and it swung way out to the right.
Already we see indications that maybe
in the next election things will begin
to change again.
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Paul Offner is the Commissioner of Health Care Finance for the District of Columbia. Prior to
his current position, Ojfoer serued as Chief Health and Welfare Counselor to the Senate Finance
Committee, Deputy Director of the Ohio Department of Human Seroices, and a member of the
Wisconsin State Senate and State Assembly. Offner is a graduate of Amherst College, and received
both a master's degree and Ph.D.from
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Sinking Swiftly and Silently:
Welfare Policy at the Millennium
MARK CARL ROM
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The Congress proposes transferring substantial control over welfare programs
to the American states. TIle likely result of this transfer is that these programs, and
our knowledge about them, will shrink. States will have strong incentives to cut
benefits and restrict eligibility, and Iittle reason to evaluate the impacts of these cuts.

In the coming months a Republican
Congress and a Democratic President
could act to end welfare as we know it.'
Beginning sixty years ago during the
Great Depression, the federal government has provided first income, and
then food and health care, to poor
parents and their children as a matter
of right.2 This may all be about to
change. The Congress appears ready
to approve legislation that will abolish
Aid to Families with Dependent Children (AFDC), the entitlement program that provides cash assistance to
poor parents and their children. and
create in its place a 'Temporary Assistance to Needy Families" block grant
program that will provide lump-sum
payments to the states. There is also
substantial support within the House
and Senate for transforming the Medicaid entitlement program to a "MediGrant" block grant and also to convert
the Food Stamp program from an entitlement for individuals into a block
grant for the states. If enacted, these
measures would end the big three federal welfare entitlement programs. Poor
children and their parents would no
longer be guaranteed assistance from
the federal government.

The "end of entitlement" would
bring broad changes to our nation's
welfare system as well as to its federal
system of government. This article
offers some speculations as to the consequences of these changes for welfare
policy at the end of the millennium.
These predictions can be briefly
described. Under Republican welfare,
welfare benefits of all sorts-cash,
vouchers, services-would sink swiftly
and silently in the next few years.
Benefits would most likely settle on
the "shelf" (to use an oceanographic
term), the relatively shallow ground
near both the shore where we now
stand and the abyss where some believe
we will fall. The federal government
would allow-indeed encourage-this
descent. It would no longer hold the
safety net. I r would, however, guard
the beach.

Prediction 1: Republican Welfare
Major welfare reform Will be enacted in the near future. This prediction may actually be the boldest. One
of the safer bets in American politics
is that truly major policy changes-and
Republican welfare, by ending welfare
as federal entitlement, qualifies-will
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not be enacted;' It was somewhat less
than a lifetime ago, after all, that it was
argued that, "Even more unlikely than
a budget freezeis a substantialdismantling
of current enti dement programs or removal of their entitlement status The
major public assistance programs are
unlikely to be dismantled because their
critics can present no morally and politically acceptable alternative" (Weaver
1995, 340):' Yet, even when major
policy change appears inevitable-as it
did in 1994 with health care reforma million knives can kill it. Until the
President puts ink to paper, the smart
money reminds us that partisan conflier, political ambition, institutional
and ideological fragmentation and confrontations, media sensationalism. interest group mobilization, and public
opinion can all thwart policy change,
and they usually do. 5
If enacted, Republican welfare will
contain one critically important feature:
it would transform AFDC from an entitlement program in which the federal
government provides funds to the
states, without limit, to match state
expenditures, to a program in which
the federal government providesa block
grant-that is, a lump-sum payment-to
each state for its use in assisting poor
parents and their children. Under the
block grant, the states could also determine, subject to more or less federal
control, who would be eligible for welfare, what they must do to obtain it,
how long they could receive it, and
how large the benefits would be. Other
provisions proposed by welfare reformers, such as those regarding family caps
and rules regarding teenage pregnancies, have perhaps generated more controversy, but are less important regarding their impacts either on federalism
or individual behavior. Still, it would
not be surprising to see the pattern of
Reagan-era federalism toward social
programs-block, cut, control-prevail
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once again.
Social scientists are notoriously poor
crystal ball readers, so I may be wrong
that major welfare reform will soon be
enacted.' Yet, any decent analyst ought
to be able to make enough side predictions to help cover (or at least explain)
the losing bets. The next prediction is
still relevant even if the Republican
welfare bill is not enacted.
6

Prediction 2: TI,e Swift Descent
In the coming years, welfare benefits-that is, all forms of governmental
assistance to the poor-will fall quickly
but not vanish entirely. Federal and
state governments will both join in
the cutting. The only question is who
will cut first. If Republican welfare is
enacted, the federal government will
take the lead in the cuts, and the states
will imitate (or exceed) it. If the status
quo prevails, the states will cut first and
the feds will follow; that is, federal
spending on the entitlement will decline as the states restrict eligibility and
benefits. Either way, the federal cuts
are likely to be large and the states'
cuts larger.
The core facts are that state governments have been much less willing than
the federal government to provide welfare, and their unwillingness has grown
over the past two decades. Overall, the
federal government spends about twoand-a-half times as much as the states
on cash and non-cash benefits for persons with low incomes. In 1992, for
example, the federal government spent
almost 5210 billion on such programs;
the states spent just over 580 billion
(Rom 1995a). That same year the federal government funded almost all of
the food stamp benefits (524 billion),
eighty-two percent of benefirs for the
Supplemental Security Income (SSI)
program (519 billion), fifty-four percent of AFDC benefits (514 billion),
and an equivalent share of Medicaid
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(almost $70 billion).
The contrast between federal and
state welfare policies over the past
twenty years is even more striking. In
short: if the federal governmen testablished benefit levels, benefits on
average grew; if the states set benefits,
they declined. AFDC benefit levels,
controlled by the states, dropped by
almost thirty percent in real terms
between 1977 and 1993 (from S2,215
to S1,576 per recipient per year). State
SSI supplements also fell by nearly
seventy percent in real terms in the
median state between 1975 and 1994.
No state was exempt from this pattern:
in not a single state did real AFDC or
state SSI benefits keep pace with inflation during the past two decades. On
the other hand, the federal component
of SSI benefits grew by almost twenty
percent in real terms during this same
period, from 53,339 to $4,021 per recipient per year. Real Medicaid benefits have almost tripled between 1975
and 1995. Although neither federal
nor state governments directly control
Medicaid benefit levels, the federal
government does playa critical role in
determining the populations served,
the medical services covered, the reimbursement rates to providers, and
hence, benefit levels.
Given the federal government's
historical commitment-at least relative
to that of the states-to welfare programs, the cuts in real AFDC spending proposed by Congress in the fall of
1995 would have represented a major
change in federal policy. By the spring
of 1996, the major congressional proposals called for freezing AFDC
spending at current levels. Given an
inflation rate of three percent, such a
freeze would produce a decline in real
federal spending of almost fifteen percent over five years.
This is a substantial reduction in
federal support for an entitlement pro-
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gram. It is not entirely without precedent, however. Legislative actions
between 1981 and 1984--the early Reagan years-led to a ten percent decline
in federal AFDC spending and declines in federal expenditures of fourteen percent for food stamps, almost
thirty percent for child nutrition programs, and nearly forty percent for
guaranteed student loans over a five
year period (Weaver 1995, 325).
Eliminating AFDC's entitlement
status would make AFDC more vulnerable to federal budget cutting in the
future, for both structural and political
reasons. As an entitlement, AFDC
spending can continue to increase even
if Congress does nothing, but either
caseloads grow or states increase benefit levels. As a block grant, however,
spending for AFDC would increase
only if Congress took action to increase
it.s Note, for example, that most of the
cuts in federal AFDC spending during Reagan's tenure occurred during
his first year in office, when he was able
to mobilize a legislative majority to
change provisions in the entitlement.
After that, Reagan was no longer able
to obtain changes in AFDC entitlements, and spending gradually started
once again to grow as caseloads grew.
After Republican welfare is adopted,
AFDC spending will not grow unless
a legislative majority wants it to. Unless
the federal budget deficit vanishes, it
is difficult to imagine that Congress
will see fit to expand AFDC funding
in the foreseeable future. Deadlock
would mean (real) decline.
However, deadlock need not be expected. Congress might continue to
produce majoritieswillingto cut AFDC.
Unless the popular entitlement programs-notably Social Security and
Medicare-are scaled back, the discretionary portions of the federal budget,
including AFDC, will continue to be
a target for budget cutters. As AFDC

110

The Georgetown Public Policy Review, 1:2 (Spring 1996)

would in the future be primarily a state,
not a federal,issue,one can easilyimagine
that members of Congress, noting that
the states have slashed their own welfare spending, might wonder why the
federal government should help the
states support a program that obviously is such a low priority for them.
Congress is also likely to be tougher
on block grant programs than entitlements due to electoraldynamics.When
Congress tinkers with an entitlement,
it is immediately obvious that individual recipients will be hurt or helped.
As a result, it is typically easier to mobilize opposition or support for the
changes, especially as the mass media
or interest groups emphasize the impact of the cuts on individuals. In contrast, when Congress trims back block
grants, it is less clear which individuals
would be hurt; members of Congress
can correctly claim that that is a choice
for the states to make. To be sure, the
states themselves can protest-but they
do not vote in congressional elections.
Unless the states can rally their citizens
against block grant cuts, they are unlikely to be persuasive in the Capitol."
Under Republican welfare the declines in real state AFDC spending
are likely to be even larger than those
at the federal level. A most optimistic
scenario (for those who advocate social
spending) would be that the states are
as generous toward AFDC in the next
five years as is the federal government.
In this case, real state spending is also
likelyto declineby around fifteenpercent.
There is no reason to believe that
states would be as munificent as Uncle
Sam. Let us assume that states actually
lower benefit levels by a modest amount of, say, 1.5 percent each year for
the next five years. Tills would imply
that real state spending on AFDC would
decline by about twenty percent in the
next five years. In the wealthier states,
then, total real AFDC spending would

decline by some seventeen percent. If
benefits fell as much as spending, then
benefits would sink four times as fast
during the next five years than they
did over the past two decades.'?
It is perhaps easier to predict the
decline in spending than in benefits.
Because states would not be required
to offer any cash assistance under Republican welfare, it is possible that
states would spend virtually their
entire welfare budget on items-such
as employment programs-other than
cash benefits. On the other hand, if
state caseloads decline as much as expenditures, then current benefit levels
could be maintained. This is indeed
sinking swiftly.
My guess regarding state spending
suggests that they would spend about
eighty percent as much in the year
2000 as they did in 1995. In other
words, the states would have had an
eighty percent "maintenance of effort"
over that five year period. In doing so,
the states would thus have complied
with the Senate version of welfare refonn (the House bill has no maintenance of effort provision).
Does it matter, then, whether Republican welfare requires states to
maintain their spending efforts at
eighty percent of 1995 levels? In my
view, probably not; such a provision
would probably do little to restrain
state spending cuts for welfare. 11 Why?
The incentives facing state policymakers and the way policymakers
have responded to these incentives in
the past, suggest that Republican welfare by itself will not lead to states gutting their welfare programs. Let us
first examine the reasons states have
for controlling welfare and then consider how federal welfare arrangements
can influence state choices.
All American governments find it
difficult to enact policies that take money from the more affluent and trans-
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fer it to the poor. A principal reason
for this involves "moral hazard"-the
idea that providing assistance to the
needy will induce more people to become that way (so that they may also
receive assistance). While this creates
problems for all forms of insurance,
public and private. concerns about
moral hazard appear to be especially
acute regarding welfare policy. The
view that welfare programs produce
large amounts of moral hazard is now
common in both federal and state
governments and is largely responsible
for the desire to make these programs
less attractive.
A second issue, related to the first
but of special concern to the states, involves "adverse selection." Under adverse selection, those who expect to
benefit from a state's welfare programs
will tend to choose to live there; those
who expect to subsidize them will tend
to live elsewhere. To the extent that
adverse selection exists, the more generous states face increasing costs as they
attract those who seek welfare and repel those who pay for it. In principle,
adverse selection can literally exrerrninate insurance programs (such as welfare) as some states find advantages in
offering no welfare and the states that
do are overrun with those needing it.
In practice, states' concerns about adverse selection (that is, their fear that
they could become a "welfare magnet")
imply that the states as a group will
offer less welfare than if they knew
that adverse selection did not exist.
To be sure, there is at most only
modest evidence that existing welfare
programs create much moral hazard
or adverse selection. AFDC has had
little or no effect on the number of
children born out of wedlock or to teenage mothers, for example, although it
does have a mild impact on the work
effort of recipients (Moffitt 1992;
Weaver and Dickens 1995, 31-34).
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It is also unclear whether welfare magnets exist: welfare induced migration
must be fairly small if it exists at all
(Rom 1995b. 73). Still, this much is
clear: welfare programs could create
moral hazard and adverse selection.
and state policymakers appear to be
convinced that they do. State policymakers thus have compelling rheoretical reasons to restrain welfare spending.
They also have more pragmatic
political ones. In particular, those that
advocate more liberal welfare policies
tend to be weaker and less influential
in statehouses than in Washington,
DC-at least judging by the generosity
of the programs. This has generally
been the case at least since the Depression, and it is still true today. While
this may be hard to believe given the
tone of the welfare debate in the Capitol, it seems unlikely that any state will
be kinder to the welfare programs in
the near future than Congress has been
this year.
Given that state policyrnakers seem
to be persuaded by the logic of moral
hazard and adverse selection, that advocates of liberal welfare are politically
weaker within the states, and the fact
that states indeed have cut back their
welfare programs over the past twenty
years, some observers have raised the
possibility that Republican welfare
would encourage (or at least allow)
states to engage in a "race to the
bottom." In this race, each state would
attempt to make its welfare programs
less attractive to potential recipients
than those programs in its neighboring states. If each state attempted to
do this, the logic of the race suggests
that welfare programs would eventually diminish in attractiveness until
they might just as well disappear
altogether.
A review of the evidence regarding
the prospects for a race to the bottom
might help clarify some of the issues.

112

The Georgetcwn Public Policy Review.1:2 (Spring 1996)

First, several empirical studies of state
welfare policy choices have found that
states do appear to be sensitive to the
choices of their neighbors (Peterson,
Rom, and Scheve 1995; Peterson and
Rom 1990; Gramlich 1982; Tweedie
1994). In particular, the authors note
that a state is likely to lower its benefits
if its neighboring states also offer lower
benefits. A careful reading of these
papers, however, indicates that this
sensitivity would work both ways, so
that states are also apparently more
willing to raise their benefits if those
they offer are lower than their peers' .12
If this is true, then it seems that states
should be "racing to the middle" (i.e.,
state benefits should converge to the
national average) rather than racing to
the bottom." Questions still remain,
moreover, as to whether states do, in
fact, set welfare policies in response to
those of their neighbors or whether
the appearance that they do is a
statistical artifact."
Second, these same studies have
also found that state welfare policies
are sensitive to factors other than peer
state actions. States are likely to raise
welfare benefits, for example, if their
economies are growing or if their poverty rates are falling. Moreover, some
states. for reasons having to do with
their political culture. are simply more
likely to provide assistance to the poor
than are other states.
Third. these studies have generally
reached an important conclusion regarding the impact of federal financial
arrangements on state welfare policy
choices (at least regarding benefits):
states are apparently eager to supplant,
but not supplement, their spending
with federal dollars. As might be expected, the states usually figure out
how to "game" federal policy to bring
the most federal dollars in at the lowest
cost to the states. For example, the
states have gradually substituted food

stamp benefits (fully funded by the federal government) for AFDC benefits
(split between the federal government
and the states) over the past two decades. What might not be anticipated is
that the federal government has been
almost entirely unable to induce (that
is. bribe) states to spend more on welfare than they otherwise would. Virtually every study examining state AFDC
benefits has found that states with
higher federal matching rates spend
less on welfare than the states with
lower matching rates." In other words,
states are happy to take federal money
if it is free, but they are unwilling to
spend their own funds to obtain it.
These studies thus show that state
welfare policy choices can neither be
explained by a single factor nor do they
move in a single direction. Welfare
benefits, services, or eligibility can grow
as well as fall. Federal financial arrangements provide incentives for the statesbut the states do not always act as these
incentives suggest. These studies imply
that, even if welfare entitlements are
ended, we should not expect to see
states literally race to gut their welfare
programs." The current pattern of
partially offsetting forces is likely to
continue. As a result, I expect that
long-standing patterns in state AFDC
could continue: eligibility will become
more restricted and benefitswill decline,
but not without limit.
There are, nonetheless, a couple of
reasons to believe that the pressure will
increase for states to follow their peers
downward, and so the decline in welfare benefits will probably quicken, at
least in the short-term. To the extent
that states are given much greater latitude to make decisions regarding welfare eligibility, benefits, and requirements, they would literally have more
ways to race. If at least some states
decide to cut their welfare programs
radically by, for example, imposing
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short and hard time limits for eligibility, then the possibility of adverse selection will grow. Potential recipients
will have much greater reason than
they do now to move to states with
more generous programs. To the extent that states continue to worry about
the possibility that potential recipients
might flee from the least to the most
generous states-that is, so long as states
worry about becoming welfare magnets-then any state's decision to make
dramatic reductions in its programs
could trigger a true race to the bottom.
If such a race does occur, the decline
in welfare eligibility, benefits, and serviceswould be much steeperand deeper
than historical patterns indicate. After
all, the shelf does border the abyss.
Note that a race to the bottom
need not exist for welfare benefits to
decline sharply across the states. The
race depends on the existence (or the
perception) of adverse selection. But
even if adverse selection does not exist
in fact or perception, each state might
still cut welfare benefits if it is worried
about moral hazard. Ironically,if a state is
especially worried about moral hazard
and so adopts punitivewelfareprograms,
it will, as a side effect, increase the
potential for adverse selection (as it
drives potential recipients away).
It is important to remember that
Republican welfare need not be adopted for states to have the cause and
capability to race; they already have
them. States are not now required to
spend anyparticularamount on AFOC,
and they are already free to reduce their
welfare spending as much as they wish
by changing the benefit levels that they
offer. Indeed, states might have even
more compelling fiscal reasons to reduce welfare benefits now than they
will under the new system. As AFDC
is an entitlement, states are unable to
control precisely how much they spend
on it in a given year: expenditures de-
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pend on the number of recipients and
amount of benefits they receive. Because state policymakers do not directly
control either of these things, they
must instead establish benefit levels
and eligibility conditions with the expectation that they will lead to certain
total expenditures. If the policymakers
guess wrong, by underestimating the
actual demand for welfare in a given
year, they will have to spend more than
they predicted. As most states are required by their constitutions to run
balanced budgets, overspending on
welfare may require spending cuts in
other parts of their budgets (or tax
increases).
Because the demand for welfare is
uncertain, state policymakers already
have the budgetary incentive to set
benefit levels lower (and eligibility
tighter) than they would if they knew
with certainty how many recipients
they would have in a given year. Given
the fiscal penalty for overspending on
welfare, states might well spend less
each year on welfare than they would
if they could precisely estimate how
much they would spend.
Under Republican welfare, states
could potentially make precise estimates about their spending (i.e., 'We
will spend this much and no more").
They could do this, of course, only by
controlling both the number of people
on the welfare rolls and the benefits
that they actually receive (e.g., 'We will
pay X number of families Y dollars per
month"). If a state still chose to provide
benefitsto all eligibleresidents,it would
face the same uncertainty as it does
now. Indeed, the consequences of the
uncertainty could be even more severe,
because if the state had more recipients
than it expected, it would have to pay
every additionaldollarin benefits(rather
than its share of between twenty and
fifty percent of benefits as under current law). As a result, I would guess
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that states would attempt to control
welfare expenditures by both chopping
benefits and restricting eligibility.
It is worth remembering that under
the existing arrangements tor AFDCstate uncertainty regarding beneficiaries, benefits, and costs, as well as the
potential for moral hazard and adverse
selection-relatively few states have actively cut their maximum benefit levels,
and these cuts have been relatively
small (in percentage terms). Most of
the decline in real AFDC benefits during the past two decades has occurred
as inflation has eroded their value. This
pattern-small
active cuts and larger
passive declines-is likely to continue.
Ironically, an eighty percent maintenance of effort rule might actually hasten state cuts if states see that figure as
a federally approved target, a ceiling
and not a t1oor.
My prediction that welfare benefits
will sink quickly but only to the shelfnot the abyss-might be seriously flawed.
"While it is always risky to predict that
major policy reforms will occur, it is
also hazardous to assume that future
policy choices can be extrapolated from
those made in the past. In this case,
perhaps I underestimate the disgust
the states have tor AFDC. It is possible that at least some states will truly
end welfare. If they do, however, it
will have just about everything to do'
with ideology and about nothing to
do with incentives.

Prediction 3: The Silent Descent
The descent to the shelf will be almost silent, and the silence will grow
as welfare shrinks. As welfare programs
shrink in federal and state capitals in
future years, we will hear little about
them and perhaps learn less. This "chorus
of silence" will be joined by those who
are most affected by welfare as well as
by those who study it.
The shift from entitlement to block

grant will quiet the voices of the poor
and also their liberal advocates. In general, these voices have been most loudly
raised in national politics and most
softly expressed in local politics (with
state politics somewhere in the middle).
The empirical fact supporting this
claim is that federal welfare policies
have been most generous to the poor
while local welfare governments have
been most stingy. Part of the reason
for this is that the national government
has greater power than state governments to tax and spend, and more resources upon which to call, but it also
has to do with the fact that the poor
and their liberal advocates have been
better able to convert this power and
these resources to their purposes on
the national level than they have been
in more local arenas. Under Republican
welfare, the poor will have less to say
in national politics and less ability to
say it in state politics.
The descent will also be silent because AFDC will, in large part, be removed from the national policy agenda.
Consider the lesson of the "general
assistance" (GA) programs (Rom
1995a, 405). GA is the generic term
for the entire group of purely state programs that provide cash or medical
assistance to low-income individuals
who are not eligible for AFDC, Medicaid' or SSI. In 1992, the states spent
$4.85 billion on GA. Some GA programs cover broad categories of people
who are not eligible for federal assistance, such as able-bodied adults without children, certain two-parent families with children, and the not quite
elderly or disabled. Other states provide benefits only to narrow groups (for
example, those who have applied for
SSI but are not yet receiving benefits)
or in special circumstances (as when a
home is destroyed by natural disaster).
In 1992, twenty-two states administered statewide programs, and in
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twenty other states, at least one county
operated a GA program (in seven o{
these states, the state required all counties to offer GA). At that time, seven
states (Alabama, Arkansas, Louisiana,
Mississippi, Oklahoma. Tennessee,
and Wyoming) had no GA programs
at all. Since 1992, at least one other
state-Michigan-has abolished its GA
program.
Please ask yourself: "What do we
know about the trends in state GA
policies and the impact of these policies on GA recipients?" Let me answer
for myself (and, I trust, for others who
study welfare), "Not much." Precisely
because GA is not a federal program,
no information is routinely collected
that allows us to monitor state policies
over time. Because no data are routinely collected from among the states,
there is nothing for analysts to analyze.
As a result, while we know a great deal
about state policy choices for AFDC,
Medicaid, and SSI, we know almost
nothing about state GA policies.'?
Even when a state conducts a major
GA experiment-such as Michigan
did by abolishing it-little is learned
about the consequences of the change."
This is not to say that no one has
knowledge about state GA programs.
In the twenty-some states that offer
statewide GA programs, presumably
someone is monitoring program performance. But it is not obvious that
this information is shared widely across
the states; unless there is a forum for
sharing state experiences, their lessons
are likely to remain at home.
The descent will also be silent because we wil11earn little from state innovations. We will learn little because
these innovations will be difficult to
analyze and because few efforts will be
expended analyzing them. Currently,
the Department of Health and Human
Services (HHS) is active in conducting
welfare evaluations (either directly or
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through the Institute for Research on
Poverty at the University ofWisconsin); states are required through the
HHS waiver process to conduct evaluations of their welfare experiments;
and the federal government splits the
evaluation costs with the states on a
dollar-for-dollar basis.
This will probably change under
Republican welfare." \Vhile HHS
would probably be allowed to conduct
welfare evaluations, its ability to do so
is likely to be sharply curtailed due to
sharp cuts in AFDC-related funding
and personnel. HHS may also be forbidden from requiring the statesto participate in any federal research agenda.
Without funds, staff Of mandate, it is
difficult to imagine that HHS will do
much welfare research. Yet the states
may do even less.
States would no longer be required
to conduct welfare program evaluations. Although some still might, it is
difficult to imagine why they would be
more likely to when they no longer
must. The states that do want to conduct welfare evaluations will also find
out that the price just doubled. Given
the existing matching funds for evaluation, if a state wanted to conduct a $2
study it must spend only $1; the federal
government would provide the rest.
Without the matching funds, a S2 study
will now cost the state S2. Furthermore, if the states are to cut welfare
spending-and there is the strong presumption that they will-evaluation
funding is typically the most attractive
program to cut. The political incentives
to do so are almost irresistible. It appears more compassionate and businesslike to the public: "My administration supports the needy, not the
bureaucrats, eggheads, social engineers,
etc." It also avoids the potential inconvenience that evaluations will show
that the administration's programs are
not working. Creating press statements
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to laud your experiments is much cheaper
and the results are much more reliable.
There is a final, critically important,
reason why states are unlikely to devote
many resources to studying their welfare programs. Ask yourself, 'Why
would states want to conduct welfare
evaluations in the first place?" The obvious answer is, 'To find out what works."
If the main goals of welfare policy are
to reduce caseloads, to lower spending,
and to reduce dependency (defined as
"the receipt of welfare benefits"), we
already know what works: tightening
eligibility, lowering benefits, and bouncing recipients from the rolls. If these
are the main goals of welfare policy,
there is little point to conducting
evaluations.
Evaluations are only needed on the
tougher questions. Do employment
and training programs help raise recipients' incomes and, if so, what kinds
of programs and by how much? How
do welfare programs affect recipients'
educational prospects or childbearing
behavior? What influence do child care
or health care arrangements have on
recipients' work behavior? These questions are all difficult to answer. In the
new welfare environment, they probably will not even be asked.
Even if states continued or expanded their welfare evaluation effortswhich, in any case, they will not-it is
not clear that much of general importance will be learned from them. Proponents of block grants like to argue
that they will allow states to experiment freely with welfare. However,
this freedom will be an illusion-or at
least it will be similar to the freedom
that businesses have to set prices in a
competitive market." For the reasons
outlined above, states are likely to try
"experiments" that involve tightening
eligibility, lowering benefits, and forcing recipients from the rolls-and we
already know the impact of these

policies on caseloads and welfare

expenditures."
Let us assume that welfare experiments do indeed blossom everywhere.
In this event it would be more difficult
to identify the impact of any single
intervention than it would be for a
doctor to determine which (if any) of
multiple, experimental drugs prescribed
together were effective.f Furthermore,
the "patients" upon which these experiments are applied are likely to vary
substantially from place to place (as the
states change their eligibility requirements). If states evaluate less, if the
experiments simply trim welfare programs, if multiple experiments are conducted at the same time, and if the
populations subject to the experiments
differ substantially across the country,
it is hard to imagine that we will learn
much in the coming years about the
impacts of welfare policies on welfare
recipients.

Prediction 4: TIle Conservatives are Right
Welfare caseloads are likely to decline sharply in the next five years, and
many fewer women and children will
receive AFDC. The entire message of
Republican welfare is to make it less
attractive by lowering benefits, restricting eligibility, and imposing conditions
upon recipients. States will be required
(or permitted) to establish work requirements, to enact time limits, to
deny benefits to children born to families already receiving welfare, to refuse
assistance to mothers under age eighteen, and so on. The states can surely
be expected (in general) to follow suit
by cutting spending, tightening eligibility (or simply capping rolls), and
placing behavioral demands on recipients. If these measures are enacted-and
most will be, either by federal or state
governments-it
will be more difficult
to obtain welfare benefits, they will be
worth less, and it will be easier to lose
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them. Miracle of miracles, we will discover that restricting entry, stigmatizing receipt, and encouraging exit will
cause the number of welfare recipients
to drop. Republican welfare will reduce
welfare caseloads.
H ow large will the decline be? We
have only limited evidence by which
to make guesses. It seems that benefit
levels by themselves have little impact
on the size of the welfare rolls. Among
the states there is little connection between welfare benefits and program
ro11S.23
The two states paying the lowest AFDC benefits (Mississippi and
Louisiana) have proportionately more
recipients than all but one of the seven
states offering the highest benefits
(California is the exception). Over
time, moreover, there is no relationship between benefits and recipients:
between 1975 and 1993 the number
of AFDC recipients grew by an average of two percent a year while real
AFDC benefits fell by an almost equal
amount. If there is an empirical connection between welfare benefits and
recipient rolls in the United States, it
has indeed been a puzzling one the
past two decades. It is not at all clear
that lowering benefits by themselves
will lower welfare caseloads.
Perhaps it is more relevantto examine
the experienceof a stare-Wisconsin-that
has already been especially aggressive
in reforming its welfare programs." At
first glance it might appear that Wisconsin seals the case for Republican
welfare. In 1987, Tommy Thompson,
the Republican governor who is perhaps most closely associated with conservarive welfare reform, came into
office, and the state began a series of
welfare experiments. The state first
froze its "needs standards" (which determine eligibility) and benefit levels;
as a result, by 1994 the needs standards
and benefit levels declined by about
twenty-five percent in real terms. It
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imposed "Learntare" (a program to
financially penalize welfare recipients
that did not attend school). It gradually
began other welfare initiatives (such as
"Bridefare" and 'Work not Welfare").
While national AFDC rolls grew by
over twenty percent between 1987 and
1994, Wisconsin's AFDC caseload
shrank by a similar amount during the
same period.
As striking as the Wisconsin ex:perience is, it is unfortunately only partially instructive. One of the reasons
that the Wisconsin caseload could drop
so fast after Thompson was elected was
that it had risen so quickly beforehand
(rising twenty percent between 1982
and 1986). This rise, it appears, was
largely triggered by the severe recession
Wisconsin incurred during the early
1980s (more than by any welfare policy
changes). After 1986, Wisconsin's
economy improved rapidly and the
AFDC caseload began declining just
as swiftly; indeed, the caseload fell substantially in the year before Thornpson took office. Since the early 1990s
the unemployment rate in Wisconsin
has been well below national levels.
Most of the decline in the Wisconsin
case1oad, moreover, occurred before
Thompson's experiments were imp lemented. Finally, it is worth noting that
Wisconsin, under Thompson, also began placing great emphasis on employment and training programs for welfare
recipients, more than tripling its outlays between 1988 and 1991 (from S15
million to over $50 million). In sum,
it is not clear to what extent the decline
in Wisconsin's AFDC caseload can be
attributed to improvements in economic conditions, to conservative
changes in welfare policy (especially
tighter eligibility), and to (liberal) employment and training programs.
Let us nonetheless use the Wisconsin experience to consider some possibilities. If the national unemployment
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rate fell below five percent and stayed
there for several years, if total spending
on employment and training for welfare recipients tripled, and if welfare
eligibility standards became about
twenty-five percent tighter, then we
might expect national welfare caseloads
to decline by about twenty percent-as
much as they did in Wisconsin. But
wait. Unemployment rates will not
drop below five percent; the Federal
Reserve Board will not let that happen.
Spending on employment and training
for welfare recipients will not triple;
states will not do that." Eligibility criteria are likely to tighten as much
nationwide as they did in Wisconsin,
however. Still, to the extent that tightening eligibility lowered caseloads, the
Wisconsin experiencemay still be replicared across the nation.
Prediction 5: So are the Liberals

More women and children will
suffer under Republican welfare, certainly over the next five years, than do
now. The politicians who claim that
no welfare system could be worse than
the present one suffer from a failure of
imagination." No program is so bad
that it-or its clients--could not be damaged still further. Is it possibleto believe
that no more babies will be born to
women receiving welfare? Is it possible
to believe that unwed teenagers will
stop having children? Is it possible to
believe that eighty percent of parents
receiving welfare will, within five years,
be able to find and keep jobs that allow
them to support their families?Is it possible that the families continuing to receiveAFDe will be able to earn enough
even to compensate for the reduction
in their benefits? Unless it is possible to
believethese things-and I do not see how
those with a failure of imagination
could-it is difficult to understand how
these families will be better off than
they are under the current system.i?

6: The Controversies
tvill Continue

Prediction

As we enter the next millennium,
whether or not Republican welfare has
made America a better place will be
hotly debated. Welfare caseloads and
spending will decline, and the economic deprivation of those needing welfare will increase. The hoped for bchavioral and demographic changes-in
particular, that the poor will have
fewer children out of wedlock and that
they are able to become economically
more self-sufficient-will be hard to
find, Some will conclude that this
shows that Republican welfare failed.
Others will conclude that this shows
that we need more of it. Could these
debates be more politicized, and less
reliant on social science research, than
the current one? Yes. With even less
evaluation research than at the present,
the debates will be even less guided by
evidence.
Prediction 7: TI,C Federal Government
Will Not Hold the Saft~y Net, but It
Will Guard the Beach

Like now, welfare policy at the
millennium will reflect a combination
of choices made by federal and state
governments. The blend will most
likely change. For most of the recent
decades, the federal government has
generally expanded eligibility and benefits while the state governments have
sought to restrict these elements. It
appears that, in the future, both levels
of government will be more intent on
making welfare meaner.
The federal government will no
longer attempt to maintain the safety
net. To be sure, the safety net has always been full of holes, so that some
persons fell through, and others perhaps were caught and choked; still,
many others were saved by it. Under
Republican welfare the federal govern-
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ment will say, "We are no longer responsible for guaranteeing support for
the most vulnerable persons among ussingle parents and their children." These
persons will become a responsibility of
the states, at least-that is, if the states
choose to be responsible for them.
The federalgovernmentwill continue
as a lifeguard. Its role, however, will
change dramatically. With notable exceptions, the federal government during the last couple of decades has expanded the eligibility of welfare programs so that more people would have
access to them. Under Republican welfare, the principal role of the federal
government will be to restrict access to
welfare programs. TIle lifeguard, then,
will stop trying to bring people on to the
lifeboat and will tum to keeping them
out. The new motto will be sink or
swim. Some will swim. Many will sink.
£0 G>a

Notes
1. An earlier version of this paper was
presented at the Association for Public
Policy Analysis and Management's annual
meeting, November, 1995. Since then I
have changed only the predictions that
proved wrong. Thanks to Mike Horrigan
for his helpful comments.
2. As Weaver has pointed out, not until
the 1960s were welfare benefits considered
a "right" (Weaver 1995).
3. For a brief description of previous
attempts at welfare reform, see Weaver and
Dickens (1995).
4. Actually, Weaver got it just right by
adding that "the overall structure of entitlements in 1995 is likely to be quite similar
to that in 1985."
5. President Clinton, in fact, did veto
welfare reform legislation January 9, 1996.
6. Under Reagan, seventy-seven categorical grant programs were consolidated
into nine block grants; total funding for
these programs was cut by one-quarter; and
numerous additional program or administra-
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tive standards were imposed (Corbett 1995).
7. A sense of decency compels me to disclose that I had predicted that President
Clinton would sign the welfare reform legislation as enacted by Congress in 1995.
8. The politics of entidements and annual appropriations are discussed in Ellwood
(1982,29-32).
9. Members of Congress are certainly
sensitive to the formulas that determine the
allocation of block grant funds among the
states,with all members attempting to ensure
that their state obtain its "fair share." Debate
over the block grant formulas for the proposed MediGrant program has been especially intense because that program involves
so much money.
10. Ironically, this scenario also implies
that the federal government would playa
relatively larger role in financing welfare at
the millennium than it does today. In 1995,
the federal government paid about fifty-five
percent of AFDC's costs. Under Republican
welfare, by the year 2000 it could expect to
finance a larger slice (about fifty-eight
percent) of a smaller pie.
11. This is not to say that maintenance
of effort provisions are inherently inconsequential. A 100 percent, or even ninety percent maintenance of effort rule would most
likely constrain the states. Republican welfare will not contain such requirements.
12. Bassi, Hoyt, and McMurrer (1995)
have found that, regarding unemployment
compensation, states are more likely to lower
their benefits to the level offered by their
peers than they are to raise them to these
levels. To my knowledge, this is the only
study that has explicitly considered this
potential asymmetry.
13. As Peterson and Rom (1990) have
pointed out, however, it is possible that benefits will continue to converge at lower and
lower levels if the median state chooses to
lower its own benefits.
14. In particular, these studies do not
present direct evidence that the states in
general consider the welfare policies of their
neighbors in establishing their own policies.
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15. This has had the paradoxical consequence that the federal government spends
substantially more on AFDC or Medicaid
per recipient in the richer states than in the
poorer ones.
16. There is irony in this analysis. Conservatives typically believe that welfare creates all sorts of economic incentives for bad
behavior by recipients, and that recipients
thus behave badly. Liberals usually argue
that these incentives are not strong enough
to create much mischief by recipients. In
contrast, liberals generally think that Republican welfare will create various incentives for states to act badly and that they
will; conservatives dispute this view. Conservatives thus trust individuals less and
(state) governments more; liberals trust
(state) governments less and individuals
more. What a strange switch!
17. An extensive literature review uncovered only three citations in the 19905
concerning GA. As GA programs are
known by different names in each state, it
is difficult to uncover information about
them through database searches; 1 discovered each citation by word-of-mouth.
18. The Michigan GA caseload contained 83,000 indigent single men and
women when it was terminated. According
to Sandra Danziger, one apparent consequence of ending GA was to flood the
homeless shelters (Kilborn 1995).
19. This section is heavily influenced by
Greenberg (1995).
20. Businesses have the "freedom" to
raise or lower their prices at will, yet they
will quickly go bankrupt if they deviate too
much from the prices offered by their competitors (given stable production costs).
21. It would be interesting to study the
impact of these changes in welfare policy on
other governmental functions. Will there be
an increased demand for other social services
such as foster homes or homeless shelters?
22. It would be even harder to measure
the impacts of welfare experiments because
many factors, such as economic and social
changes, not controlled by the experiment-

ers would also be changing at the same time.
23. The correlation coefficient (0.19) is
not statistically significant.
24. This section is based largely on
Wiseman (1995).
25. Wiseman (1995) explains how the
existing waiver program and federal matching rates allowed Wisconsin to expand its
spending so much. He also notes that Wisconsin's ability to do this is rapidly coming
to an end.
26. This claim may be incorrect. Mississippi Governor Fordice fullsinto the category of those who believe that no welfare
system could be worse than the existing one,
but he also has the fantastical notion that
women receiving AFDC in Mississippi bear
children so that they can receive an additional $24 per month in benefits.
27. To conclude that conditions have
improved for these families, one must define
improvement in spiritual terms.
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The War on Poverty and 1995
Welfare Reform: A Comparison of
Methods and Tactics and the
Application to American Governance
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Georgetown University
This article explores the topic of rhetoric as a vehicle to shape public policy. In
comparing two programs-the War on Poverty and 1995 welfare reform-this article
illustrates the close similarities of the rhetorical tactics utilized to promote these programs. While politicians claim otherwise, the conclusion indicates that the resulting
changes are marginal, suggesting that the marginal changes are truly the agenda.
Essentially, while strong words may lead to meaningful policy action, the democratic
process lends temperance, weakening the outcome proposed in the initial rhetoric.

Introduction
On December 6, 1995, President Bill
Clinton vetoed a version of the 1996
budget reconciliation bill. Underlying
the bill was a year of work by conservative congressional Republicans to cut
spending on social service programs.
This legislation's goal was to balance
the federal budget-a teat not achieved
sinceLyndon Johnson's Administration.
Clinton signed the veto in the
presence of Aid to Familieswith Dependent Children (AFDC) recipients with
the pen used by Johnson to sign into
law the Economic Opportunity Act of
1964, which ushered in the War on
Poverty. Republican leaders responded
to Clinton and his veto, accusing him
of "grandstanding" and "gimmickry."
Newt Gingrich, Speaker of the House
of Representatives, said, "Instead of
leading, instead of governing, he played
games with the American people. The
fact is the president needs to recognize
that Lyndon Johnson's Great Society
failed. The people know that a WashThe Georgetown

ington-based, Washington-spending,
Washington bureaucracy, Washington red tape Great Society isn't the
answer" (Devroy and Pianin 1995, A1).
The debate over the reconciliation
bill represents the latest in a long line
of attempts to address the issue of poverty. Throughout American history,
the government has intervened in the
economy and created legislation to address the symptoms of poverty.Though
CivilWar ReconsttUction,varioustrade
acts, and Roosevelt's New Deal, the
federal government has taken an active
role in stimulating the economy. Some
effects of these efforts remain, such as
today's welfare system. Set up by FDR
under the auspices of the New Deal as
AFDC, it was designed to accompany
other programs to steer the country out
of the Depression (Zarefsky 1986,39).
Following Roosevelt's tradition,
Lyndon Johnson called for an unconditional War on Poverty in 1964. A selfproclaimed "New Dealer," Johnson introduced the concept during his 1964
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State of the Union Address, when he
declared the goal of the program to be
a "totalvictory"overpovertyin America
(Johnson 1964a).In a subsequentspecial
address to Congress, Johnson outlined
his plan for a Great Society, which
would implement federal programs at
the locallevel.aiding familiesby attacking
poverty at its roots (johnson 1964b).
Now, thirty years since Johnson initiated the War on Poverty, Congress,
with a majority of conservative Republicans. is working vigorously toward eliminating what it perceives to be wasteful components of welfare. Proponents
see their efforts as cutting back on the
programs begun by the New Deal and
the War on Poverty. Under the Contract with America's framework and a
mission ofbalancing the federalbudget,
the Republicans seek dramatic cuts in
welfare and related poverty programs.
These cuts are said to target waste and
discourage free riders (Congressional
Research Service 1995a).
In purpose, the New Deal and the
War on Poverty appear diametrically
opposed to 1995 welfare reform, as
the former provided benefits to poor
people and the latter attempts to take
those benefits away. However, from
the perspective of policy implementation, these initiatives are very similar
and arguably seek to accomplish the
same goal-to minimize poverty with a
limited role of government. This condition leads one to ask, "Are the tactics
that shape a policy as important as the
policy itself? Does rhetoric drive and
steer public policy as it shapes public
perception, or does the overall intent
of the policycanyweight?" These questions have been posed and debated for
years, and evidenceindicatesthat words
indeed carry comparable weight to policy substance. However, in comparing
programs that are diametrically opposed on the surface and finding close
similarities in substance, another ques-

cionis inevitablyraised, "Even if rhetoric
drives and defines policy. does American democracy provide temperance
resulting in long-term balance?"
This article begins by exploring the
underlying issues driving the War on
Poverty and 1995 welfare reform. It
follows by illustrating the two policies'
similaritiesand d.ifIerences.It concludes
by evaluating the hypothesis and giving
direction to future work in this area.
This article examines the administrative process in the broader context
of designing public policy. Administratively' the War on Poverty-inspired by
the New Deal-and 1995 welfare reform have had far reaching effects on
the role ofgovcmment and the bureaucratic system in addressing social issues.
Welfare reform, in particular, may
force existing agencies to change their
methods through steep cutbacks, new
goals, and changing methods of
implementation.
From a policyperspective, this article
attempts to reveal an important tactic
common in policy implementation. By
the creation of crisis through strong
rhetoric and emotional drama, legislators create images of diametrically
opposed initiatives when, in reality,
their proposed changes do little more
than cause a slight shift in an issue's
focus.
Poverty ill America
Poverty is a social value that has
been an element of every society. In
general, econometricians can measure
the distribution of wealth across a
group of people, and those with the
least wealth-or wealth below a predetermined measure-are considered
poor. Characteristics of poverty may
vary from group to group, but the perception of poverty relative to the group
remains constant.
In a democratic society, specifically
defining poverty is particularly chal-
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lcnging. Locating an accurate count of
the poor in America is like searching
a telephone directory: each organization providing the measure seems to
list a different number. This is a function of a value bias, making poverty
itself somewhat indistinct and highly
subjective. However, there are global
symptoms of poverty, including: illiteracy, unemployment, poor education,
malnutrition, and substandard living
conditions. This list is not exhaustive
but commonly serves as a starting point
in poverty debate. It was Johnson's Administration that eventually set an absolute poverty line defined in dollar
terms, representing the ability to purchase a certain basket of goods. This
measure has also been subject to debate.
The government's role in addressing poverty can be justified in the following way. Democratic principles encourage an active electorate, and for
these principles to thrive, the government must ensure that everyone is able
to participate in the governmental
process. Helping the poor, therefore,
allows for a more engaged electorate.

The War

Oil

Poverty

Sargent Shriver, former director of
the Office of Economic Opportunity
(OEO), began our interview by saying,
"The War on Poverty was not a handout program. It was not about Medicare or welfare. It was directed at poverty itself." Shriver believes that the
War on Poverty has been misinterpreted since its inception. The program
was about ending poverty in America
and was targeted at its roots. By focusing on specific communities-Appalachia, inner cities, Native Americans,
poor southern communities, and othersthe War on Poverty sought to educate
and train people to be more productive
members of society. "Our motto was
'Give a Hand Up. Not a Hand Out',"
explained Shriver (Shriver 1995).
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John F. Kennedy and his administration were, in part, responsible for
the War on Poverty (Murray 1984,
22). During the last cabinet meeting
before his assassination, Kennedy
wrote several notes about poverty and
told aides that he planned to implement an antipoverty program in 1964.
After his assassination, these facts were
made public, setting the stage for an
interesting political maneuver. In some
respects, Johnson telt that he was forced
to continue the War on Poverty, as he
was completing the term of the slain
president. However, the personal
challenge he saw was to ensure that
the antipoverty program had his own
name on it (Lemann 1994, 142).
As Johnson came into office, the
issues before him included the tragedy
of the Kennedy assassination, the completion of his predecessor's agenda, and
his own transition to power. He was
also developing his own poverty agenda
and was concerned about the 1964
election. Johnson felt he needed to
establish himself as the unquestioned
leader of America, and some evidence
indica tes that he was concerned about
his role in history. Furthermore, he
was haunted by remaining Kennedy
loyalists (Lemann 1994, 157).
In his 1964 State of the Union address, Johnson made poverty a national
priority by defining the issue in crisis
terms. The rhetoric in his address described poverty as a problem out of
control, and failure to act would be
tragic (johnson 1964a). Later that
spring, during a campaign speech at
the University of Michigan, Johnson
introduced the Great Society. In Johnson's words, the Great Society was not
an objective, but a vision, calling people
to be the best they could be. It became
the identifying term of the time, and
the War on Poverty programs grew,
in part, from the values attributed to
the Great Society (The Presidential
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Document Series 1986).
In February, 1964, Johnson opened
the OEO to be the War's command
center and appointed Sargent Shriver
to the task of planning its program.
He was well respected in Washington
and was thought of by many as the
only man who could handle such a
massive undertaking. At OEO, he
established a team of economic and
social experts to accompany a staff of
well-motivated and charismatic leaders,
with the purpose of devising and implementing the War on Poverty
(Lcmann 1994, 150-155).
Using discretionary funding,
Johnson and Shriver set into motion
the initial programs that aggressively
sought to eliminate the causes of poverty. At the same time, Shriver worked
with a team of experts and crafted the
Economic Opportunity
Act (EOA)
that was submitted to Congress. As
described in the legislation, Title I
focused on employment training
programs (soon called Job Corps),
Title II targeted Community Action
programs, and the rest focused to a
lesser degree on welfare, agriculture,
small business loans, and the existing
New Deal programs. Titles I and II
were the primary elements of the War
on Poverty (Shriver 1995).
Administratively,
developing substantial programs proved to be an arduous task. National goals needed to
be articulated very clearly. The primary
objective was to establish programs
that could be operated at the local
level, but measured by national standards. Initiatives were targeted to children (in contrast to those of the New
Deal which targeted the impoverished
elderly). Democratic empowerment
of
the poor was also a strong theme in
program development. The challenge
was to create a holistic approach to
poverty in balance with specific and
direct initiatives (Shriver 1995).

Federally initiated Community
Action was initially controversial. The
idea of communities solving the problems of the poor was accepted, but the
notion of the federal government taking a central role in determining local
affairs was viewed by many as overreaching. The program was perceived
by many as ineffective relative to its
anticipated outcome. Community Action was a very popular catchphrase,
but conceptually, it was a nebulous
term that lacked clear parameters.
Thus, it was an ideal that many sought
to attain but were unclear as to which
means were best to reach these goals in
their communities (Lemarm 1994, 143).
Throughout the effort, Shriver consistently called upon experts in developing the War on Poverty programs.
Academics, lawyers, and business leaders were consulted frequently when establishing comprehensive
programs.
Shriver was known for pulling into
planning meetings people who had
little to do with the project but, in
Shriver's opinion, had something to
offer because of their reputations,
intelligence, or charisma. It was a
technique intended to get people
motivated, creative, thinking, and
involved, and underscored Shriver's
optimism (Lemann 1994,148).
The concept of the program itself:
as a war, provides insight into its
rhetorical foundation. Johnson and
Shriver viewed poverty as an enemy
that needed to be conquered; rooting it
out and killing it was the goal. Though
Johnson defined the poverty line, his
objective was ambiguous and had, at
best, subjective characteristics. National, state, and civic leaders had divergent
opinions on the matter. The aura of
crisis dictated the War's rapid development in its race to defeat the enemy of
poverty. Action was essential and inaction was devastating, but as long as
there was movement toward elirninat-
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ing the causes of poverty, there was a
measure of success.
Johnson created this "crisis" in part
to gain reelection. \Nhen Johnson replaced Kennedy, he sought to shake
the mystique that surrounded his
predecessor and created a program
tailored to his own image (Lernann
1994,142-143,183-184).
For example, Johnson made sure that his Job
Corps program was stronger than the
Kennedy-favored Community Action.
The War on Poverty reached its
turning point in late 1965. Sargent
Shriver traveled to Texas to speak with
President Johnson about the new budget for the War on Poverty. Shriver
proposed an increase of fi~e billion
dollars-more
than four times the
previous budget. He believed his plan
could ostensibly eliminate poverty by
1975. In terms of the war, he had
narrowed the objective, understood
where the "enemy" could be contained,
and identified several means to beat it.
Johnson balked at the budget. He
said he could not support the expenditure Shriver suggested. Shriver explained
to the president that he was on the
verge of actually eliminating poverty.
For a number of reasons-the war in
Vietnam and the upcoming congressional elections not least among themthe president refused Shriver's request
(Lemann 1994, 170).1
An interesting irony had arisen in
the Johnson agenda. According to
Johnson's rhetoric, he had committed
~o a war on poverty, but he only gave
It marginal support. However, while
he would not formally declare war in
Vietnam, Johnson committed vast
resources. During our meeting, Sargent
Shriver remarked that for the money
poured into Vietnam he could have
fought two or three Wars on Poverty.
While Johnson indicated in his
speeches that he was committed to
the program, his actions demonstrated

that he was not. As it turned out, the

War on Poverty was rhetorically successful in steering the direction of poverty research and program development
and in establishing the centrality of
\Vashington and the federal government in poverty policy implementation. However, in real terms, the shift
in poverty policy had few long range
effects.

Welfare Reform
The objectives of 1995 welfare
reform include cutting wasteful spending, eliminating fraud, encouraging
recipients to take responsibility by
decreasing dependency, and decreasing
the role of the federal government in
antipoverty programs. Its champions
are utilizing rhetoric similar to various
states' rights campaigns that have
emerged throughout American history,
particularly in addressing block grants
intended to direct power to local and
state governments. By decentralizing
the effort, it is posited that the waste
resulting from big government will be
eliminated, making programs more
efficient and productive.
The political climate is ripe for this
type of change. For the first time in
fifty years, both houses of Congress are
controlled by the Republican party.
Using the Contract with America to
nationalize local elections, the Republicans defined their term with a specific
agenda. Principal to this agenda were
the goals of balancing the budget by
2002 and eliminating "frivolous" government work by shrinking the size of
government as a whole.
The demographic composition of
welfare recipients has been used in the
campaign to marginalize the "unworthy poor." Welfare as a program began
in 1935 as a means to help poor people
get back on their feet. At that time,
eighty-eight percent of all welfare
recipients were widows with children,
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whose husbands left little behind. It
was intended to provide assistance until
other means of sustenance could be obtained (The New York Times 1994,
£4). At the time, the general perception was that welfare was something
to avoid, and should only be used as a
last resort.
Today, welfare recipients continue
to be mostly singlewomen with children,
but they tend to be younger, divorced,
abandoned, or never married. A large
percentage are urban dwellers and are
younger than thirty. Studies show that
a subclass of people has evolved who
are dependent on AFDC. Essentially,
there is risingconcern that more people
are showing a lifetime dependency on
welfare and are passing this "trait" onto
children and grandchildren (The New
York Times 1994, E4; Murray 1984;
Wilson 1987).
Current welfare reform initiatives
are trying to counter growing system
dependence. TIle idea behind eliminating spending is that people will be
driven by economic incentives to gain
skills and find work to maintain their
level of income and comfort. Economic
incentives, it is argued, will encourage
people to become working consumers
rather than recipient consumers.
Welfare reform seeks to attack
the problems of poverty at all levels.
It focuses on AFDC, where waste has
been most visible. Proponents of this
measure have been successful at ereating the image of the "welfare queen"
and are making an effort to take her off
the dole. Also on the block is Supplemental Security Income (SSI), a program that helps people with disabilities defray their expenses. Due to poorly written regulations and ambiguous
disability definitions, SSI has been
vulnerable to fraud. Welfare reform also
seeksto restrictwelfareand publicbenefits for illegal aliensand immigrants by
increasingeligibilityrequirements.

Welfare reform itself is still a ncbulous topic. Throughout the legislative
process, several catchphrases have
caught the media's attention. It seeks
to cut wasteful spending, inspire independence (and thus democracy),
and is pointed at bureaucracy. Unlike
the War on Poverty, welfare reform
does eliminate categorical requirements. While welfare reform initiarives have created images of a crisis, it
has been hard to come by specifics.
In the House of Representatives,
John Kasich (R-OH) was appointed
chair of the Committee on the Budget.
Wielding a symbolic ax, Kasich sought
to cut unnecessary programs. Similar
to Shriver's technique of gathering
different opinions, Kasich held hearings with business leaders to discuss
the best means to scale back government. By utilizing a market strategy,
Kasich and others believed they could
cut wasteful government spending (US
House of Representatives, Committee on the Budget 1995).
It is significant that the legislation is
packed together in relatively few bills.
This tactic allows for Congress to fill
the bills with pork barrel incentives to
better guarantee passage. Using this
approach is a double-edged sword for
welfare reformers because, without
the line item veto, the president has
the option of vetoing the legislation
due to a few undesirablepork measures.
TI,e "Train Wreck" of 1995
As the budget was debated, and
welfare was being cut, talk began of a
symbolic train wreck between the legislative and executive branches. Fueled
by the planning and politics of balancing the budget in seven years, Republicans presented a plan to the president
that cut many public welfare programs.
The president vetoed this measure,
and the two branches of government
began a long standoff. On November
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13, 1995, the federal government shut
down because the budget had not
passed and no additional spending
measures were in place. While the government remained at a standstill for a
week, the two branches traded rhetorical volleys, each trying to damage the
other's public image.
After the symbolic train wreck, a
short-term resolution was reached, and
the two "backed up" and prepared to
"crash" again. On December 6, the
president vetoed another proposal to
make way for the December 15 shutdown, which lasted until mid-January,
1996. The latest resolution allowed
the issue to remain unresolved until
late March.
Enter the rhetorical ramifications:
If the Republicans lose in the end,
their hopes of a balanced budget will
dissipate, and they will have failed to
fulfill the Contract with America. If
their version of the budget passes, then
American poverty policy will dramatically change. Either way, some degree
of compromise is inevitable.

proval during its implementation
and
the latter to be subject to stricter scrutiny. The times, too, are different. The
optimism and "can-do" mentality of
the 1960s set the tone for the \Var on
Poverty but has been replaced by the
doubt and skepticism which led to
welfare reforms. Thus, an aggressive
program such as the War on Poverty
would face more challenges today than
in 1964. In the early 1960s, politicians
would not have spoken of downsizing
government, as proposed in welfare
reform, for that would have been
extremely unpopular.
Apart from these differences, the
two programs share some strong similarities. First, they both value hard
work for benefits. The War on Poverty
slogan was "A Hand Up, Not a Hand
Out." This was a value of the era, and
dependence on the government was
scorned. In the intervening years a consensus has developed that system dependence is widespread, and welfare
reformers are now trying to promote
the same values by stopping the handout (Congressional Research Service

War

1995b).
Both policies promote democracy.
The War on Poverty sought to empower people to vote and participate
in government (Zarefsky 1986, 121).
Welfare reform, under the auspices of
democracy, seeks to deny benefits to
those who do not take responsibility
to get a job, pay taxes, and be active
participants in their government.
\Vhile the means are different, the goal
of a participatory populace is the same.
Crisis management governs the
way both policies were presented. The
War on Poverty presented poverty as
a crisis, and its creators warned that
failure to act would be devastating to
the country (Zarefsky 1986,57-65).
Likewise, welfare reform assumes that
an economic crisis is looming and that
the specific cuts are necessary to pre-
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Poverty

1'5.

Welfare Reform

While the purpose of this article is
to compare the War on Poverty and
,:elfare reform policies and to highlight their substantial similarities, it is
important to illustrate some key differ~nces. First, the two policies originated
In different branches of government
~nd from different political ideologies:
liberal Democrats in the executive
branch started the War on Poverty
While conservative Republicans developed welfare reform.This dictated the
policy perspective, the rhetoric employed,
and its supporters.
Another important difference is
that the War on Poverty actually started before it was approved by Congress, whereas welfare reform will have
to wait until the budget is approved.
This allowed the former to gain ap-
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vent a national economic disaster.
Neither of these programs was stimulated by economic downturn or war.
Elected officials prioritized these initiatives on their agendas to appeal to
their constituencies.
The concept of local action prevails
in both programs. Title II of the EOA
specified Community Action, and
though it was not fully funded, its programs-Head Start, foster grandparents,
legal services, and others-were targeted
to be developed and adopted in communities CZarefsky1986,44-45). Similarly, welfare reform places power and
decision making in the hands of the
states and municipalities through block
grants (Congressional Research Service 1995c). The philosophy they share
is grounded in a belief that the issue of
poverty must be addressed at the local
level. To this end, both the War on
Poverty and welfare reform proposed
to distribute operational funds to the
communities and states. However, the
programs' structures are different: the
War on Poverty is like a wheel, centered around the federal government,
while welfare reform is like a pyramid
based in the federal government and
devolved to states and communities.
Still, the rhetoric of local implementation has been fundamental to both
policies.
The two programs faced similar
challenges. Both programs had strong
ideals, but t1exibility and compromise
were requisites for approval. The War
on Poverty sought to develop programs
to be implemented locally, yet it needed approval by Congress to make an
impact. This required meeting the demands of congressional members. To
this end, the decisions made about the
locations of Job Corps training and
other program sites were, in part, the
product of granting favors to individual
members. Similarly, welfare reform
also caters to the political process; the
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plan must be approved by the president, as there is not enough support
in Congress to override a potential
veto. Consequently, welfare reform
must accommodate the executive
branch and will likely need to compromise its goals substantially. Both the
War on Poverty and welfare reform
initiatives address the primacy of the
political process in shaping the programs and generating public support.
Both efforts utilized strong themes
to articulatetheir agenda. "Give a Hand
Up, Not a Hand Out" and "can-do"
were phrases that motivated people
and made the concept of ending poverty seem a reality. The Great Society
tried to encapsulate the times in one
single term and create a groundswell
of support. Today, champions of welfare reform create the image of a government growing in size and spiraling
out of control. They view the welfare
system to be the cause of this problem
and believe that the only way to solve
it is to reduce and restructure it.
Both programs were obviously designed to appeal to the national mood.
The War on Poverty invoked the positivism that characterized America by
illustrating how community service
makes society stronger. I t appealed to
business which, during a period of
economic growth, supported expanding the labor force (The Presidential
Document Series 1986).
Welfare reform uses the same tactics in a different time. Capitalizing
on popular skepticism of government,
a national congressional campaign produced a dramatic change in legislative
power. "Getting government off our
backs" appealed to the voters, as did
lower taxes and "no free ride." Negativism affected welfare reform, so cuts
were encouraged and benefits discouraged. This tactic had a great response
in the voting booth, has had strong
support through the reform process,
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and underscores the rhetorical tactics
that have shaped the policy.
In regard to the similarities between
the two programs, rhetoric is most
significant to my analysis. Capitalizing
on current national themes produces a
program that reflects voter preferences.
Positivism spawns growth and expansion (the \Var on Poverty) where negativism will lead to cutbacks and downsizing.' The national mood defined the
rhetoric, but the rhetoric overstated the
final policy prescription. Thus, the
rhetorical model of each program was
implemented, not to achieve the stated
end but to cause a fundamental shift
in the perception of poverty. Strong
rhetoric capitalizes on the popular
mood and dramatically drives the
policy using popular catchphrases.
Ultimately, through negotiations and
compromise, only a slight change is
realized.
The vVar on Poverty developed
some local programs and started to give
people the hand up it said it would. It
is questionable whether merely addressing poverty was truer to the intent of
Johnson than his goal of total victory.
The overriding concern of the role
of the federal government in both programs is important to this analysis. The
War on Poverty employed government
as a means to an end, for programs
Weredesigned to share national resources to attack the local elements of poverty. The federal government's role was
expanded in the program, as it was
central to the solution. Conversely,
welfare reform seeks to reduce the
role of the federal government. As
public welfare is criticized for being
patriarchal to the recipient, reformers
seek to minimize the role of government by moving the burden to the
states.
These views of government show
some contradiction. Ultimately, the
gap between local and federal efforts,
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which the War on Poverty intended to
bridge, became too great. Most efforts
were federally centered, and local efforts were responsiveto those demands.
Likewise, those who depict current
welfare reform as reducing the role of
the federal government fail to acknowledge that the program's block grants
will be directed by Congress. Staterun programs will need to be responsive to the amount of funding distributed in the grants. Rhetorically, it is
claimed that government is not the
answer. Welfare reform leaves the
power of the purse at the federal level,
but shifts implementation to other
levels of government. An important
result of both programs is not necessarily the implementation but the
course toward which poverty policy
will be directed.
Relevance to American Governance
We are able to see a fundamental
output of governance in America
through analyzing the tactics by which
these policies were implemented and
the values that prevailed. The function
of democracy, with its call to compromise, causes leaders to overstate their
needs. By creating a perceived need,
they are guaranteed a marginal benetIt
through elements of compromise. This
speaks again to the principle of democracy but also encourages dramatic
showmanship.
The role of government in popular
perception will set the course for poverty policy and many other policy issues. To this end, as outlined in the introduction to this article, the means to
shape and steer poverty policy is a.
function of the overriding values of
society and results in strong rhetorical
tactics that are similar in structure but
different in tone. Opposing leaders
agrre that poverty needs to be addressed
and minimized, though they disagree
over the best means to do so. Still,
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they utilize the same techniques and
rhetoric to argue over the use of govern me nr's role regarding poverty policy. This is the essence of the Americ;n democratic process and perhaps
helps explain its "success through
frustration" for over 200 years.
Some may be critical of this type of
rhetorical showmanship, and suggest
that it was not the original intent of
democracy. However, Samuel Adams
and Alexander Hamilton employed
this practice during the Constitutional
Convention, which ultimately helped
to produce a more balanced document.
Certainly, from its inception, the Constitution was shaped by the value that
extremism should be prevented, but
Adams, Hamilton, and others employed extreme rhetoric to state their
cases (Wills 1979, 18-32). The challenge remains today that in order to
address this or any issue, one may need
to employ strong rhetorical tactics to
create a slight change in policydirection.
Critics argue that honesty and
clarity are the best policy and should
be employed more often. Recall the
words of Madison, who wrote, ''If men
were angels, no government would be
necessary. If angels were to govern
men, neither external nor internal controls on government would be necessary" (Madison 1787).
Thus, the creators of both the War
on Poverty and 1995 welfare reform
employed similar tactics to meet their
outwardly opposed ends. Moreover, it
is argued that the ends are not dramatically different. Rhetorically, the stated
role of government, the direction and
use of public resources, and the overriding policy messages are opposed.
However, the means to change the
direction of poverty policy is similar,
along with the goal of providing the
best means to serve the poor, which is
principal to the debate. Both programs
emphasize the federal government's

role in supporting local efforts but
couch that role in dramatically opposmg messages.
Conclusion
The purpose of this article is to
evaluate policy on poverty in America
by showing how two seemingly opposing programs actually rely on very
similar premises. Opposing rhetorical
diatribes shaping policy may have comparable motives in making marginal
changes. This article addresses the environment fostering such rhetorical
behavior and whether success in that
environment not only requires adopting a rhetorical strategy but also is a
function of the democratic process.
Further work should address this
issue. Studying the agendas followed
by legislators would be an important
first step in analyzing their rhetorical
tactics. Analyzing what shapes the hidden agenda and the degree to which
rhetorical tactics are used facilitates a
greater understanding of our system
of government.
In regard to poverty, the issue of
rhetoric has special significance. As
outlined at the beginning of this article,
poverty is a value that is defined by
society. Many opinions shape the direction in which policy evolves and
the manner in which the solutions are
produced. Poverty policy and reform
are vulnerable to rhetorical bantering
in every dimension, all of which contribute little to the solution of the problem. However, the essence of the debate enables the policy to maintain a
course toward equitable resolution.
Overall, consistency in action and
values, as illustrated through this comparison of the War on Poverty and
welfare reform, is essential. Recognizing that consistency and capitalizing
on shared values is requisite in shaping
effective public policy.
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Notes
1. During our meeting, Sargent Shriver
elaborated on this point. He was very loyal
to Johnson, but dearly indicated that he disagreed with the decision. Nicholas Lemann
wrote in TOePromisedLand (1994, 170) that
Shriver tried to resign. However, Johnson
told him, "If you quit, we'lljust quit," meaning
he would dismantle the OEO. Sargent
Shriver stayed with the project, but in 1967
resigned and became the US Ambassador to
France.
2. Regarding the themes and mood of
the nation, Kingdon elaborates on these
topics and draws on examples in politics
during the last thirty years.
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To assess the impact of changes in the financing of health services and the
erne~ence of managed care on the rehabilitation industry, we surveyed rehabilitation
~ovlders in San Diego, California; Minneapolis/St.
Paul, Minnesota; and Worcester,
f assachusetts-three
of the most advanced managed care markets in the country. We
~und that managed care has materially changed the incentives facing providers in the
dir~ction of reduced utilization and lower costs. In response to these developments,
POli<:rmakers should ensure that these changing incentives are not negativdy affecting
qUality of care. A restructuring of markets will ensure that providers compete based
?n both price and quality. In part, this can be accomplished by enhancing consumer
lOformation and making quality comparisons more feasible.

Managed care IS
. rapl'ell y b ecommg
.
d.
a
omlnant force in American health
care 'PI f'
• 1 ne ederal government,
state
governments, and employers have all
~~ed

to managed care in an effort to

e P COntain increasing health care

COsts I"
.
. t IS WIdely believed that the
trad' .
Ittonai fee-for-service reimbursement
system has encouraged overspending and that managed care is a
~cessary corrective for the excesses of
e past.
At the core of the managed care
revol'
.
id UtlOn IS a change in the way pro~e ers. (e.g., physicians and hospitals)
VV. reImbUrsed by third-party payers.
ith fee-for-service reimbursement,
paYment is retrospective and is based
~n the actual cost of the services proY} ed. Under a managed care payment
~~n~ment
known as capitation, paynt IS made prospectively and may
Or may not cover the full cost of the
services.

The Georgetown

The financial incentives facing
providers are completely reversed in
capitation-based
managed care. For
example, an occupied hospital bed is
revenue-enhancing in a fee-for-service
system, but cost-inducing under capitation-based managed care. When the
amount of payment is predetermined
and set at a capitated rate, providing
additional services does not add to revenues, it cuts into them. Consequently,
providers are learning to live in a world
turned upside down. In the process,
they have experienced some traumatic
dislocations.
The managed care revolution presents special challenges for the $27
billion medical rehabilitation industry.
Medical rehabilitation provides restorative services to people who acquire a
disabling impairment because of a congenital condition, a traumatic injury,
an acute illness, or a chronic health
condition that limits their ability to
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function independently. Through an
array of therapeutic services such as
physical, occupational, and speech
therapies, and through the use of prosthetics, orthotics, and other assistive
technologies, medical rehabilitation
services enable people with impairments to manage their own daily needs
and, whenever possible, return to an
active and productive lifestyle.
Medical rehabilitation services are
labor-intensive, and persons with catastrophic injuries or impairments may
require extended lengths of stay in a
hospital setting. The costly nature of
inpatient medical rehabilitation has
prompted managed care organizations
to ratchet down expenditures for members who require these services. The
trends detailed in this investigation
are largely the result of this dynamic.
A Survey oj Rehabilitation Providers
lind Payers in Advanced MII 11 aged
Care Markets
In this investigation, we selected
three highly developed managed care
markets from different regions of the
country to illustrate the changes that
have occurred in connection with the
new payment environment. The markets surveyedwere San Diego, California;
Minneapolis/St. Paul, Minnesota; and
W orcester,Massachusetts,each of which
has more than fifty percent of its population enrolled in health maintenance
organizations (HMOs)-a common
type of managed care insurance plan.
These markets have undergone major
restrucruring in the face of high rates
of managed care penetration.
We first identified the dominant
rehabilitation providers in each area,
including acute care rehabilitation hospitals, hospital-based rehabilitation
units, sub-acute facilities, and payers.
We then conducted telephone interviews with individuals within these
organizations who had knowledge of

the local rehabilitation market (such
as financial officers and directors of
planning and marketing) and others
who were familiar with clinical issues
(such as program directors). A total of
twenty-eight people were interv!ewed
from the three markets, eleven trom
both San Diego and Minneapolis/St.
Paul and six from the smaller Worcester market.
In interviews of up to thirty minutes
in duration, we asked these representatives to give their assessment of developments in the rehabilitation industry in their market area. The survey
questions asked them to describe h~w
managed care had impacted case mlX,
utilization, and quality and functional
outcomes, and to what extent managed
care had stimulated provider integration, competition for patients, cost
containment efforts, and changes in
service delivery. Researchers supplemented these interviewswith data from
local newspapers, the trade literarure,
published market data, and other third
party information sources. We then
analyzed the findings to uncover general patterns in how managed care has
impacted providers of rehabilitation.
The findings indicate what may be in
store for other markets where managed
care is less dominant but growing.
71,c 17,rcc Markets
The San Diego, MinneapoliS/St.
Paul, and Worcester markets were selectal for this investigationbecauseeach
has experienced managed care penetration that far exceeds the national
average. At the end of 1994, 19.4 percent of all Americans were enrolled in
HMOs (InterStudy Publications1995).
In the three cities we surveyed, HMO
enrollment as a percentage of total
population within the Metropolitan
Statistical Area (MSA) has risen
steadily and is now well above fifty
percent in each market (GHAA 1994).
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With increased managed care enrollment, the fee-for-service arrangements that once dominated have declined' sIgnl'ficandy. In 1994, according
~~the GH~,.
only 14.7 percent of
e populatlOn In the San Diego l\1SA
Were covered under traditional indem~ty insurance. In both Minneapolis/
r. Paul and Worcester, the figure was
only 24.7 percent.

M' Market

analysts list San Diego,
tnneapolis/St. Paul, and Worcester
~s among the most advanced markets
In the country in terms of managed
care penetration, and the concomitant
market restructuring. One model of
market development,
formulated by
~M, I~c. and the University Hospital
onSOrtIUm (Hospitals and Health
Networks 1995), describes the stages
that health care markets pass as managed care becomes more prevalent.
Stage I is characterized by the wide~re~d independence of physicians and
o8pltals and the dominance of indemnity-type health insurers. In Stages II
~nd Ill, managed care becomes increasIngly dominant within the local marketplace. Providers align more closely to~ether, and surplus capacity is reduced
In this process of consolidation.
bee By Stage IV, the merger activity has
orne so frantic that less than a handful
of health care provider systems dorni~ate the marketplace. The large proVIder networks are capable of offering a
fun continuum of care, and they are able
to capture large portions of market
share. The process of consolidation in
these markets leads to considerable
do W~S~zlllg.
'.
Hospital employees and
phYSICians are subject to the market

pressures that accompany a significant
decline in demand as lower managed
care utilization rates are established.
According to the authors of this
model, San Diego, Minneapolis/St.
Paul, and Worcester are among the
very few markets that have advanced
to this stage of market restructuring.
It is here that we look to see how managed care is affecting providers of
physical medicine and rehabilitation.
Trends
Our survey uncovered several parallels across the three markets. With
payers seeking to reduce utilization
and gain price concessions, providers
in each of the three cities have been
left in vulnerable positions. The fortunes of acute care institutions have
waned as their status has shifted from
revenue-center to cost-center. HMOs
have sought to refer patients to cheaper
settings of care such as sub-acute facilities and transitional care units. Institutions have reorganized to become more
efficient and productive.
Changes ill Payment

Mcthods

As described above, a prominent
feature of managed care is the transfer
of financial risk from payers to providers. Under capitation, providers are
paid a fixed amount for each patient
and are responsible to supply whatever
services the patient may need. Thus,
providers stand to gain financially when
reducing costs by shortening hospital
stays and limiting the intensity of services.
While rehabilitation has traditionally been exempt from capitation and
other cost containment measures, such
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as Medicare's Diagnostic Related
Groups (DRGs), rehabilitation costs
are coming under greater scrutiny. In
San Diego, for example, insurers are
seeking to institute capitation for outpatient rehabilitation services. Some
providers have responded negatively
to this trend. One respondent said,
"What I'm seeing with managed care
is that payers are asking us to accept
capitation and we're not prepared for
it." One insurance company representative noted that, ''Providers are trying
to avoid capitation. I don't know why
they are so apprehensive about [it]. I
think that's going to be one of the
areas that the rehab providers are going
to have to look at because I know that
rehab hasn't come under the looking
glass of Medicare reimbursement the
way other services have with DRGs.
They realize that it's around the comer.
They need to be proactive."
Several initial attempts to provide
outpatient rehabilitation under a capitated rate in San Diego were unsuccessful. Providers who entered into
these arrangements suffered financial
losses because the level of payment was
much less than the cost of the services.
Consequently, some providers are reticent to enter into new capitation arrangements. There are other providers,
however, who are in fact seeking more
risk. One provider representative said,
"We've tried to push the issue of having more risk-sharing. We'd be more
than happy to take the risk." There is,
in fact, money to be made for those
providers receiving capitated rates of
payment, assuming that they can decrease utilization by altering the delivery of care.
Generally, capitation is not a common
method of payment for rehabilitation
providers. Per diem payment is the most
common arrangement found among
the providers in this study. Under a
per diem arrangement, payers cap the

maximum amount that they will pay
per day, but do not limit total costS
over the entire treatment episode. This
mechanism puts some restraint on .
costs, but is not as stringent as a capltated rate on total payments.
At one rehabilitation
hospital we
surveyed, a declining per diem arrang~ment has been set up by the insurer 10
an effort to control total costs. The
hospital receives less money the more
time a patient stays at the hospital. For
example, the hospital receives twice as
much money for Days 1 through 7 as
for Days 31 through 35. "In effect,"
said one respondent, "it's risk sharing
because once you go beyond the 21st
day, you're getting a reimbursement
rate that's well below your cost. It's
not a DRG, but it's certainly a trontloaded system to get your patients out
quickly on the HMO side." In contrast
with the traditional fee-for-service system in which reimbursements increased
as costs increased, these new payment
arrangements are putting pressure on
providers to deliver care in a more costeffective manner.

The Declining Utilization of Acute
Rehabilitation
Patients requiring rehabilitation
services can pass through various stages
of care. Someone who incurs a traumatic injury will be seen first in a technologically sophisticated tertiary care
facility. Later, that patient may be
transferred to an acute inpatient rehabilitation hospital where services such
as physical, occupational, and speech
therapy are provided. Following what
is in some cases a lengthy (and costly)
process of rehabilitation,
the patient
may then be treated on an outpatient
basis or at home. Patients with less
severe conditions may enter the system
at lower levels and may require less
lengthy periods of rehabilitation. At
the lower levels of care technological
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older strokes." 'These are the cases that
providers believe payers arc inappropriately trying to rush through the system,
\Vith what one respondent called
the "very drastic change in the utilization of inpatient rehab," acute rehabilitation hospitals are now seeing signitl.cant declines in daily census and average length of stay (ALOS). Different
facilities in each of the three markets
cited ALOS figures in the nineteen to
twenty day range. Only a few years ago,
one respondent said, ALOS was approximately thirty days. However, two
representatives from different regions
reported that ALOS had recently
slowed its descent. According to one
respondent, "ALOS had gone really
low for a while, but it's leveling off.
The results were falling off as well."
Given this dramatic reduction in
demand for their services, acute rehabilitation hospitals have had to reassess
their position in the market. As HMOs
continue to gain a larger percentage of
the market for seniors under Medicare
risk contracts, this trend will continue
even further. In fact, some have begun
to question the viability of institutions
with such high overhead costs in a
market that so markedly favors the
low-cost providers. Representatives
from rehabilitation hospitals admitted
that acute inpatient rehabilitation may,
in fact, be "a dying model." Said one,
"Hey, if you can't provide the service
at a value product that's economically
competitive in the marketplace, you're
out of the game. There's going to be
winners and losers in this marketplace
so you better figure out how to win, because that's what the market's paying for."

TIle Rise of Sub-Acute Care
With demand for acute rehabilitation in decline, facilities offering less
intensive and less costly care have become more popular among managed
care organizations. Respondents from
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that we use, [and these J may be different from the regular lengths of stay of
other patients." Another provider
stated, "We've [developed] some general critical pathways and then some
specifically for managed care."
The different financial incentives
are clearly having an impact on patient
care. Whether the reduction in services
provided is leading toward optimal
utilization or under-utilization remains
uncertain. but the change is clearly
evident.
Horizontal Integration
In addition to making internal
changes to reduce costs, providers have
sought to expand their market share by
joining forces with other area providers. Horizontal integration (collaboration between organizations that provide comparable services) has allowed
providers to expand geographically and
to capture a portion of the market previously unavailable to them. It has enabled providers to achieve economies
of scale through consolidation of various management and support services.
Horizontal integration also provides
important market leverage in negotiating managed care contracts. For example, one respondent stated, "Right now
we're working on a very large effort to
integrate all of our outpatient rehab
services throughout the county, so it's
one network that you would contract
with versus contracting with various
entities within the system. And that's
always going to give you market leverage. So our goal is to work the contracting angle, and make sure we can please
our payers, and obviously our patients."
Another respondent said, "I think
consolidation of services is going to
happen too. Why do you have to have
cardiac [rehabilitation] services at your
four or five locations in the community when you could funnel all of that
into one and be more efficient and

have better outcomes too?"
In San Diego, each major hospital
has sought to expand its network and
its market leverage by merging or affiliating with complementary hospitals
in the area. Sharp, Scripps, and the
University of California at San Diego
have all acquired or affiliated with
other hospitals throughout San Diego
County. The three large networks have
used these economies of scale to generate savings and are also now able to
vie for patients over a larger portion
of the region. Similar trends can be
seen in Minneapolis/St. Paul and
Worcester.

Consolidation within the delivery
system has led to consolidation among
payers as well. Insurance company mergers have accelerated in order to counteract the leverage gained by the hospital systems. As a result, they too have
been able to exert more leverage. One
provider representative said, ''1 see a
lot more pressure by the payers on the
providers to ratchet down the reimbursement." In San Diego, unlike the
other two markets studied, providers
have not yet begun to join forces with
payers, and are merging among themselves in order to protect their interests.
Vertical Integration
In addition to horizontal integration among comparable medical facilities, managed care has led to a considerable increase in vertical integration
between facilities providing different
levels of care. For example, in San
Diego, the acute care Alvarado Hospital is now a unified campus with the
San Diego Rehabilitation Institute.
The Sharp Healthcare system consists
of a network of tertiary care facilities,
rehabilitation units, sub-acute care
facilities, outpatient programs, and
home care services.
A primary objective of many of the
organizations we surveyed was to create
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a "seamless" continuum of care for
patients. A respondent in Minneapolis/
St. Paul described their efforts. "We're
in the process of designing a smooth
transition from acute to sub-acute.
We're defining populations that are
appropriate to move out of the hospital
and into sub-acute, and we're trying to
develop continuums and parameters for
the care between the two facilities." In
many cases, "patients will just move
from one t100r to another and doctors
and the rehab therapists keep following them. and there is a very close continuum of care there." Another provider said they were "working very aggressively to try and get a seamless delivery
system with the home care program,
and that has gone well. Home care
referrals have gone up dramatically as
they are most every place."
Providers such as Sharp Healthcare
are offering a comprehensive continuum of care. This capacity enables them
to keep patients within their network,
rather than lose them to competitors.
Having the continuum also enables
providers to track patients more efficiently and keep a better handle on
costs. One respondent said that the
first piece of advice that he would give
to an organization confronting a new
managed care environment is to "develop a full continuum-either
one that
you control or some sort of alliance or
affiliation-to ensure a strong internal
care management system across all
levels of care."
In addition to this type of vertical
integration, managed care has also led
to the vertical integration of providers
and payers. In both Minneapolis/St.
Paul and Worcester, the dividing line
between providers and payers has
blurred considerably. In Minneapolis,
integrated service networks (ISNs)
have developed in which large hospital
systems have merged with large managed care organizations. As these pro-
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viders and payers integrate, their financial incentives become more closely
aligned, and the tension between the
two is lessened. ISNs have a significant
advantage over their non-integrated
competitors because they are able to
sign up enrollees and treat patients
without ever having them leave the
system. According to one respondent,
"We're a fully integrated health care
system. \Ve really try to keep the leakage outside the system down." Those
providers who remain outside the loop
are placed at a competitive disadvantage. A representative from an independent hospital in Minneapolis said
that the affiliation of powerful hospital
systems with large insurers is "very
effectively freezing us out of a lot of
rehab admissions. If the patients are
within their own systems, then obviously these hospitals are going to refer
to their own."
Several hospitals have maintained
their independence, some by conscious
choice, others by lack of foresight. One
respondent in the latter category said,
'We have contracts with all the HMOs,
but we are not an integrated network
of any kind; we are just out here by
ourselves. We just got into it too late.
We thought we were God's gift because we were the premier hospital
for many diagnoses, and we still are for
some. But they are just too high-tech
[i.e., too costly]." Another respondent
said, 'We are an independent hospital.
I doubt very seriously if this hospital
is going to integrate more fully in the
near future. [The administrators] have
always maintained the posture that
they wanted to be an independent hospital, but frankly, I don't know how
that can happen fiscally."
The competitive forces unleashed
by managed care are leading to gains
in efficiency and cost-effectiveness,
in
part through consolidation of economies of scale; but how far can this pro-
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cess of consolidation go before these
enormous health care networks begin
to exert substantial monopoly power?
Some observers in Minneapolis/St.
Paul have already become concerned
that the ISNs may turn out to be uncontrollable "Frankenstein monsters"
(American IVledicalNews 1994). Wirhout significant competitive pressures,
these organizations may be able to
avoid the steps needed to remain costeffective.
Qllali~J' of Care and the Role of
Outcomes Measurement

Because managed care gives providers an incentive to reduce services,
many are concerned about the possible
impact on quality of care. Most of the
respondents with whom we spoke
agreed that patients at any given level
of care are now more acute than they
were a few years ago. This is the consequence of moving patients to lower
levels of care more quickly. Whether
managed care has had a negative impact on patient outcomes overall,
however, remains an open question.
Some respondents expressed concern. One said, "The managed care idea
is to provide a medical product-I won't
say a quality product-at the lowest possible utilization of resources." Another
said, "As a nurse, I feel that managed
care has impacted rehab and patient
care adversely. I feel that decisions are
made on status of age rather than rehab
potential, and I think that's extremely
inappropriate and frustrating." In trying
to send patients to less intensive levels
of care more quickly, medical complications may become more common.
According to one respondent, "Patients
are being let out of the acute care setting earlier, and they may not be ready
for rehab. There may be medical complications, and then they're back over to
the acute care. There's a lot of back
and forth." Providers of acute rehabili-

tation are trying to emphasize to payers
that although the costs per day may be
higher at their facilities, the outcomes
are better, both for the patient and the
payer. TIley are trying to convince payers to look at costs across the entire continuum of care, not just at the acute
phase of rehabilitation.
One indication of the dominant role
that cost plays in a managed care environment is that many of the providers
we spoke with used the word "outcome"
to refer to total costs incurred by the
provider rather than the clinical benefit received by the patient. In the survey, we sought to determine whether
providers were being asked to demonstrate that their services are, in fact,
producing a measurable physical benefit to the patient. Generally, respondents said that insurers are not yet
using functional gains as a basis for
payment. At this point, quality is more
or less assumed. Cost is given much
greater attention by the managed care
organizations. One respondent noted,
"A lot of the literature is saying that
payers are really looking at functional
outcomes, and we better get measures
[such as the functional independence
measure, or FIM] very solidly in place
to compare ourselves with our competitors, but we haven't seen it as much as
the literature would suggest. Nobody's
ever asked me for it. I would expect
that we would be behind in that, but
I'm not asked to produce results."
At least one respondent, however,
noted some movement in this direction:
"I think payers are looking at this but
not quite so much as we thought they
would be. They're on the cusp of just
starting to do that, I would say. In the
rehab, you'll hear them asking our case
manager, 'Do you have outcomes for
your brain injured (BI) patients? Do
you have pathways for your BI patients,
for your SCI [spinal cord injured] patients?' It's more for the catastrophic
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cases. They're looking for what our
FlM efficiency score was, and they're
looking at the admission FIM and the
discharge FIM and seeing if there was
a change. They're starting to ask for
that now, they didn't so much in the
past. I'm sure they all will be asking
for that in the future."
At the moment, however, the principal measure of "outcome" is not patient benefit, but provider cost. This
was particularly evident in the response
of one hospital administrator when
asked if managed care organizations
were looking at outcomes as a basis
for payments. The respondent said,
"Frankly, in this marketplace, nobody
asks, nobody cares. While this is a huge
market in terms of HMO penetration,
the level of sophistication still is not
where it should be. They're not talking
yet, on the inpatient side, in terms of
cost per case, they're still talking cost
per day. So if a sub-acute takes somebody [who has a] knee replacement
with arthritic complications ... at S325
a day and keeps that patient a month;
and we take the [same] person at S500
a day for eleven days [and] get the same
[functional] outcome, ... [tjhey are still
just comparing [the daily cost] and
saying, Well, this [treatment] is much
more expensive than that [treatment]'."
This rehabilitation hospital administrator has tried to make the argument
to payers that acute inpatient rehabilitation, while more costly than sub-acute
care on a per day basis, is not only more
beneficial to patients in terms of quality
of care but also more beneficial to the
payer in terms of total cost.
VV'hileour sUITeyindicates that the
quality of care issue has not been completely ignored, cost has become the
primary consideration in discussions
between providers and payers. This
finding underlies the widespread concern about the impact of managed care
on quality. Nevertheless, it also indi-
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cates why employers and governments
have turned to managed care to restrain
health care expenditures.
Conclusion
Providers in most parts of the country are beginning to feel the impact of
the changing payment environment.
Providers in San Diego, Minneapolis!
St. Paul, and Worcester are at the
leading edge of this transition and
have been dealing with these changes
for many years. Their experience is
instructive to providers in other markets where managed care isjust beginning to become a dominant force.
The magnitude of the transformation taking place is significant. Highcost providers such as acute inpatient
rehabilitation hospitals have seen the
impact that managed care can have on
utilization. They are scrambling to
reduce their costs, even as lower-cost
providers spring up to meet the new
demand for sub-acute care. Layoffs,
restructurings, and re-engineering
efforts have become commonplace as
providers take strides to increase competitiveness. Integration is rapidly
moving forward. The effects of managed care can be seen in virtually every
facet of health care delivery in these
advanced markets.
Research and Policy Implications
The rapid changes in medical rehabilitation arising from the growth of
managed care raises fundamental questions about the role of markets in
achieving desired health policy outcomes and the adequacy of public policy in governing the behavior of health
care markets. We believe that competitive markets,if appropriatelystructured,
can achieve important health policy
goals. We also believe that one role of
public policy is to make sure that markets adhere to the conditionsthat make
for effective market competition.
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One finding from this study is that
managed care has materially changed
the incentives for both payers and providers in the direction of lower utiliza tion, lower costs, and lower prices. In
the traditional fee-for-service payment
system, health providers, such as rehabilitation providers, competed on the
basisof amenities and prestige. National
rankings, facility size, technology, academic affiliations, scientific prowess,
and staff credentials were all used in
the competition for patients and the
recruitment of high-caliber staff. Prestige competition was inherently expensive and was a major contributor to escalating health care expenditures. With
the advent of managed care, however,
price competition has displaced prestige competition. Providers are now
being forced to lower their costs in
order to obtain managed care contracts
and remain solvent.
In most consumer markets, producers compete not only on price, but also
on quality. In the market for health
care services, however, quality is to
some degree assumed. Price has become the dominant factor. Noticeably
absent in the findings from this survey
is evidence of quality competition
where providers, provider networks,
and health plans compete on the basis
of health outcomes and consumer
satisfaction as well as cost and price.
Without quality competition, there are
no effective brakes on a "race to the
bottom" where health plans and health
providers simply deny access to, and
restrict use of, health services in general
and medical rehabilitation services in
particular.
There are two key questions: how
can rehabilitation markets be restructured
so that providers compete on both price
and quality, and what should be the
role of the public sector in making
sure that health markets-including
the rehabilitation market-behave as

other competitive markets do? The
answers lie as much with health services research as with public policy.
Before policy measures can be taken
to promote quality competition, there
must first be adequate means by which
to judge quality.In the medical research
community, outcomes research is
beginning to fill this need. Outcomes
measurement is fairly advanced in the
field of medical rehabilitation (as evidenced by the use of such measures as
the FIM), but there are still several unresolved research issues. For example,
outcomes must be adjusted for the
severity of the patient's condition. Two
patients may have similar functional
outcomes, but very dissimilar medical
profiles. In order to assess provider
performance, there must be standardized data upon which to make comparisons. The capacity to do so does not
currently exist. More research is needed to develop valid and reliable severity adjusters in order to make valid
outcome comparisons.
Making outcomes measures accessible to consumers when choosing a
health plan or provider is one step in
the process of restructuring the health
care market so that quality competition
can occur. Another is to make more
widespread use of consumer satisfaction surveys in order to judge the perfonnance of health plans and individual providers, including rehabilitation provider networks. The govemment can playa vital role in requiring
that this infonnation be made available
in a standardized format. This would
also enhance the ability of rehabilitation providers to communicate with
consumers who may have little understanding about rehabilitation (Dejong
and Sutton 1995).
In a perfectly competitivemarketplace,
consumers have perfect information
and products are homogeneous.In order
to more closely approximate this com-
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peririve dynamic in the marketplace for
medical services. consumer knowledge
must be enhanced by giving them access to information about quality. In
addition. requiring health plans to offer
a standardized benefits package would
enable consumers to make more knowledgeable decisions when enrolling in
health plans. Currently, health plan
benefits packages vary widely. and consumers are often unable to make adequare quality comparisons among the
options available to them. With the
changes enumerated above, cornperitive pressures can be brought to bear
such that both price and quality
become more relevant.
In addition to the prevalence of cost!
price competition, this study also uncovered considerable market share
competition as observed in various
attempts among providers to integrate
vertically and horizontally. This consolidation has played an important role
in reducing excess capacity. The question arises, however, as to whether, in
the long-run. higher levels of market
consolidation will actually reduce market competition and thereby limit effective price competition in the future.
This is an issue that will have to be addressed by state insurance commissioners, the Federal Trade Commission,
the US Department of Justice Antitrust Division, and the courts.

147

Managed care is helping to reduce
the excess capacity in health care and
rehabilitation that was produced by
the traditional fee-for-service system.
However, the managed care revolution,
if left on its present course, without
effective price and quality competition.
may create new distortions in rehabilitation and health markets. The role of
public policy should be to allow market
competition to continue, but to restructure it in such a way that the most glaring problems associated within the new
payment system can be ameliorated.

RifcrC1lCCS
American Medical News. 1994. Will
Too Many Mergers Stifle Competition? American Medical News. 11 July, 1.
Dejong, Gerben and Janet Sutton. 1995.
Rehab 2000. Washington, DC:
National Rehabilitation HospitalResearch Center.
Group Health Association of America
(GHAA). 1994. Patterns in HMO
Enrollment. Washington, DC: Group
Health Association of America.
Hospitals and Health Networks. 1995.
How Markets Evolve. Hospitals and
Health Networks. 5 March.
InterStudy Publications. 1995. The
Competitive Edge Industry Report 5.2.
Minneapolis, MN: InterStudy
Publications, 21 September.

Ben Wheatley is a master's candidate in Public Policy at Georgetown University with a
specialization in health carepolicy. A 1992 graduate of the University of California at Santa Cruz,
Wheatley is currently workingfor the National Rehabilitation Hospital-Research Center.
Gerben Dejong, Ph.D. is the Director of the National Rehabilitation Hospital-Research
Center and the Director of th~ Research and Training Cetter in Medical Rehabilitation & Health
Policy in Washington, DC. He also serves as a professor in the Department of Family Medicine at
Georgetov.m University'S School of Medicine. He is the author or coauthor of more than 150 papers
on health, income maintenance, and disability issues.
Janet P. Sutton, Ph.D. is a Senior Research rlssaciate at the National Rehabilitation
Hospital-Research Center (NRH-RC). She received her Doctorate in Health Services and a Master
cf Public Health from the University ofCalifomia at Los Angeles. Prior tojoining the NRH-RC
staff, Sutton was a resident consultant at the RAND Corporation in Santa Monica, California,
where her researchconcentrated on managed careand the impact of market conditions and market
structure on provider behavior.

Contracting Out in Mass
Transit Services: Is It an Option?
JOHN VVOLF

Georgetown University
Due to public resistance to tax increases and tight budgets, many government
officials are looking toward the private sector to take over functions once considered
exclusively within the government's purview. Local transit service has been at the
forefront of the contracting out debate because it is expensive and heavily reliant on
government subsidies. This article presents the arguments of both sides and examines
whether private transit companies provide better service than their public counterparts, using Denver, Colorado as a case study.

"Since 1965, thefederal government has
spent over 150 billion on urban mass transit.
Mass transit systems were intended to alleviate
highway congestion and reduce air poUution.
Becauseridership has steadily declined since the
early 1970s, mass transit isfailing to meet
thesegoals" (US House of Representatives,
Committee on the Budget 1995).

Introduction
The current era of shrinking public
budgets will make it more difficult
for public transit agencies to provide
quality, affordable subway, bus, and
rail transport to the citizens they serve.
The House Budget Committee, which
has sought to reduce transit operating
subsidies, claims a fifty percent cost
savings could be realized if transit services nationwide were put up for competitive bidding (US House of Representatives, Committee on the Budget
1995). Can privatization in the form
of contracting out be used as an option
for policymakers? Can it assure quality
transit service at an affordable price?
This article will first explain how once
privately owned transit became part of
the public domain. Second, it will summarize some of the arguments used by
proponents and opponents of contract-

ing out. Third, empirical results of a
contracting out case will be presented,
followed by an assessment. Lastly, the
author will give an alternative solution
to contracting out public transit services to private firms.
Background
The private sector has had a long
history in American transit. Private
operators built and provided much of
the bus and trolley routes that began
operating many decades ago. It was
only after World War II that municipalities began to playa major role in
running transit as the number of private companies began to fail more
rapidly. The process quickened after
the Urban Mass Transportation Administration began offering federal
subsidies to states and localities in 1964
(Good 1992, 197). Urban planners envisioned coordinated, cost-efficient
regionwide transit systems that took
advantage of economies of scale. Despite the entrance of the state, costs
have not decreased over the past three
decades. The Reagan Administration
ushered in a new era in which alternative financing or privatization was en-
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couraged. In addition, the urban fiscal
crises of the 1970s, the erosion of the
metropolitan tax base, particularly in the
Rust Belt, and the public's unwillingness to pay tor increased services have
encouraged the privatization movement (Chandler and Feuille 1991, 16).
Today transit managers face a number of fiscal problems. Public transit
operators cannot generate enough revenue to cover their costs. At best, a bus
and rail system that can cover more
than half its operating expenses is
doing well. Subsidies gained through
taxes and tolls make up for the shortfall. However, those operating subsidies are threatened by the need to cut
public budgets at all levels of government. These threats weigh heavily
against transit's vital role in the nation's
economy. In 1980, nearly ten percent
of commuters into urban areas used
mass transit (O'Leary 1993, 3). Advocates claim that mass transit helps many
cities comply with environmental
regulations by reducing congestion and
car ermssions.
Goods to the public can be provided
in four ways: the government both provides and produces the good; the private sector both provides and produces
the good; the private sector provides
the good, but the government produces
it; or the government provides the
good, but the private sector produces
it. The last option is usually characterized as "contracting out," which is one
of the most popular versions of privatization. This article will discuss the
pros and cons of contracting out as an
option for providing transit services.

Arguments for Privatization
In general, the privatization movement claims that the private sector is
inherently more efficient than the public sector; that competitive forces in the
private sector would rein in runaway
costs; that government policy creates

an inefficient market; and that, in the
case of transit, privately contracted
operators provide quality service at an
affordable price (Savas 1987).
Statistical analyses show that inefficiencies by the monopolistic public
transit agencies inflated the cost of a
ride by fifteen cents in 1980 (Weicher
1988,54). In addition, research shows
that public transit agencies may provide more service than is naturally demanded. Critics claim the New York
City Transit Authority operates buses
as high as 150 percent above demand
(Savas 1987, 57).
Popular cost cutting choices are service cutbacks and fare increases. However, they are short-term fixes to longterm problems. Proponents of privatization claim more significant savings
and better service can be attianed
through contracting out. Savas asserts
that large cities which have contracted
out for bus service using competitive
bidding have realized cost reductions
of between twenty and forty percent
(Savas 1987, 131). California's San
Gabriel Valley reduced total costs by
forty-three percent when it switched
to privately provided bus service. On
the other hand, dissenters claim the
figure is as low as one percent if based
on marginal costs (Chandler and
Feuille 1991, 16).
In addition, privatization supporters
say that contracting out will save public
dollars in transit operating subsidies.
They claim that the subsidies have
helped push workers' wage and benefit
packages beyond what a competitive
market would bear. It has been estimated that inefficient wages and benefits
added ten cents to fares charged in
1980 (Weicher 1988, 90). Moreover,
transit costs have been rising, and
experts expect this trend to continue.
It has been calculated that from 1988
to the end of the century, S18 billion
of new transit revenue will be needed
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nationwide (Weicher 1988, 57).
Arguments Against Privatization
A number of arguments arc used to
combat privatization or contracting
out: private companies care most about
profits; contracting out may actually
cost more in the long-run; privately
provided service creates two classes of
riders; the transfer from public to
private may take away government
oversight; and privatization, such as
contracting out, is politicallymotivated.
Private companies are in the business of making profits, and operators
have the incentive to try to eliminate
their competitors, thus making the
government dependent on them (Selar
1994, 335). Long-run cost savings may
not be realized because they are based
on a competitive market. In addition,
some costs have been ignored or accounting measures have been used that
tilt the balance against the public agency. For example, Sclar notes that the
transaction costs of administering and
overseeing a contract should be factored against potential private cost
savings. He notes further that publicprivate comparisons are skewed because public transit agencies often must
continue to pay the salaries and benefits of employees it no longer needs as
well as pay for the upkeep of excess
equipment and plant facilities until
they can be sold or scrapped. Those
costs are counted against public transit
agencies in the short-run.
Cash-rich private companies may
bid below actual costs to win a contract. Then, when faced with huge losses, they may break the contract or
expect an infusion of public funds
(Sappington and Stiglitz 1987,573).
Rather than taking over bus operations
municipalities may be inclined to accept shoddy service (Perry and Babitsky 1986,57-66). Additionally, it is
argued that private contractors will
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bid for the most potentially profitable
bus routes, leaving the government to
run the leftovers. This creates two
classes of transit riders and splits the
public's voice (Shaw 1995).
Critics argue that government will
be less accountable to the public ifbus
routes are contracted out, as the administering agency may abdicate its
role as contract overseer (Moe 1987,
453-460). According to Sullivan, "By
turning production of public services
over to private agencies, governments
can effectivelyevade most constitutional constraints" (Sullivan 1987, 463).
Some critics consider the privatization movement a politically motivated
attempt to shrink the size of government (Morgan and England 1988,
979). Privatization can be used to break
public employee union power. It has
been found that cities with poorer
labor-management relations are more
likely to turn to a private sector fix
(Chandler and Feuille 1991, 18).

Case Study: Denver
Empirical evidence summarizing
experiences of contracting out in Denver, Colorado will help explain why it
is a limited policy tool. Teal notes that
the higher cost, larger operators, like
Denver, can save the most by contracting out. Statistics, however, show that
smaller jurisdictions are more likely to
utilize contracting out, although it is
not widespread, as noted in Table 1. A
recent survey found that although
thirty-five percent of mass transit agencies contract out, the actual total of
contracted bus service amounts to only
five percent of all bus service (\Veicher
1988,51).
The people of Denver, Colorado
receive approximately twenty percent
of their bus service from private contractors as mandated by state law. Privatized service began in 1989. A performance audit covering the second
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Table 1
f0

~

Competitive Contracting of Transit Service
in Large US Metropolitan Areas
(Based on Number of Transit Buses)

Competitively

1992

Contracted

20% or more "

"

Austin, Dallas- Ft. Worth, San Diego,
Denver-Boulder, Las Vegas

15% to 19% .... ".""""""""""""".""",,,,
10% to 14% """"""""""

" .."

5% to 9% .."

"

"."

..,,""""""""",,.
"

"" .."

,,

"."

Atlanta Area, Kansas City Area,
Los Angeles-Anaheim-Riverside,
San Francisco-Oakland-San
Jose
""

Baltimore, Sacremento, Phoenix,
Chicago-Gary-Lake
County, MiamiFt. Lauderdale, Washington Area

Source: (Love and Cox 1993)

year was published by the T ransporta tion Research Board (TRB) in 1993.
The report covered costs, profitability,
safety, and quality of service.
Using two different accounting
procedures, one measuring short-term
costs and the other measuring fully
allocated, long-term costs, the report
concluded cost savings of 12.5 percent
and 25.8 percent respectively, through
the utilization of privately delivered
service, as indicated in Table 2. The
models excluded various Rapid Transit
District (RTD) administrative and operational functions that were retained
by the local government (e.g., public
relations, legal counsel, and finance)
because they represented system-wide

Houston-Galveston-Brazoria,
Minneapolis-St. Paul

responsibilities that could not easily be
contracted out. These services totaled
12.4 percent of actual expenses. The
model also excluded "one shot" and
capital project-related expenses, totaling 11.39 percent of actual expenses.
Contractors earned a profit of 2.4 percent in the second year as compared to
a 2.1 percent loss during the first year
(Peskin, Mundle, and Varma 1993).
The report found that half of the
savings came from lower wages and
fringe benefits paid to employees. The
average RTD bus driver made 524.44
per revenue hour of service, whereas
contracted drivers earned 51429. Much
of the disparity in wages stemmed from
the RID drivers having more seniority

Table 2
f0

~

Savings from Privatization

4096
3196
3096
2096
1096

Long Term
Source: (Peskin, MundIe, and Vanna 1993)

(L T)

LT with

Depreciation
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and being in a higher wage bracket.
Even so, RTD drivers with equal seniority as privately contracted drivers still
earned higher wages. In the final analysis, the report concluded that Denver's
contracted bus operators saved the city
$2.5 million dollars between july 1, 1989
and June 30, 1990.
Service quality was measured in this
report by comparing safety, on-time
performance, reliability, and passenger
complaints on express routes,localcrosstown, and local non-crosstown bus lines.
The results are presented in Table 3.
The number of injuries per 100,000
riders was nearly the same for both
publicly operated and privately operared express routes. Private contractors recorded fewer injuries on local
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town routes, and twenty-four percent
less on express routes.
The RTD contract with the private
operators included performance incentives. Fines could be assessed for noncompliance. The most frequently cited
violations were lateness and broken
wheelchairlifts. The finesamounted to
just 0.25 percent of the private operators' total costs. Some of the cost savings incurred by the contractors may
have been attributable to the youth of
their t1eet. The contractors therefore
needed fewer mechanics but did have
about the same number of support
staff, such as cleaners.
The authors concluded that no consistent differences existed between the
privately contracted service and RTD's

Table 3
F0 ~

How Private Contractors Compared to RTD
Line
Crosstown

Safety
_

On-Time

Reliability

Complaints

Worse

Same

Worse

Same

Non-crosstown

Better

Same

Worse

Worse

Express

Same

Same

Same

Better

Source: (Peskin, Mundie, and Vanna 1993)

crosstown routes than the RTD but
more injuries on local non-crosstown
routes. No discernible difference was
found with regard to on-time performance. Reliability, measured by revenue-miles traveled before a service call,
was substantially different. Privately
contracted buses performed forty-five
percent worse on local non -crosstown
routes and fifty-four percent worse on
local crosstown routes. The exception
was in the reliability on express routes
in which the private operator performed
nearly as well as the RTD. Regarding
driver performance, riders complained
about private operators thirty-six percent more on local non-crosstown
routes, about the same on local cross-

service in terms of safety, on-time performance, maintenance reliability, and
complaints. Despite higher driver
turnover among private companies, the
report claimed that safety and quality
of service were not sacrificed. The
authors did find some fault with the
private companies whose buses had a
higher rate of maintenance deficiencies, such as exterior body damage,
dirty interiors, and worn or damaged
tires. They attributed this to lean
staffing levels.
Was Denver's privatization really a
success?A more recent review was less
favorable. Originally, the state legislature believed there would be sufficient competition to guarantee savings
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from contracting out. Although the
initial bid for three packages of routes
did draw seven bidders, only the three
currently contracted firms and the transit union submitted bids for contract
renewal. In addition, analysts contend
that one company, Mayflower, drastically underbid during round one in order
to drive out competitors. In round two,
according to Sclar, the union actually
underbid l'vIayflower. Mayflower ultimately won the contract, though, after
RTD allegedly changed the rules and
allowed it to bid again. Sclar contends
that politics, not economics, took precedence (Sclar 1995).
Privatization advocates had claimed
that contracting out would save $8 million a year, but actual operating costs
of the system increased by $8 million
(Sclar 1995). Sclar found that from
1989 to 1993, the cost of providing
private service rose thirty-four percent,
whereas RTD's costs increased two
percent. In the end, Sclar says that it
actually would have been less expensive
to let RTD operate the privatized
routes, concluding that RTD proved
more efficient despite higher labor costs.
Privatization
opponents had
warned that competition would be
replaced by oligopolies as larger firms
pushed out smaller firms, stifling true
competition. In the case of Denver, the
city became wedded to Mayflower and
the other two private operators. Sclar's
claim that politics and market power,
rather than actual cost, determine price
appears to be valid. Without a competitive market, RID can only count
on three contractors.
Questions arose over the original
audit previously described in this article.
As a result, state officials conducted
their own audit and decreased the
original dollar savings in half to S1.2
million (Sclar 1995). Most of the savings came at the beginning of the contract when it was priced artificially low.

Since that time, the fully allocated cost
mechanism used in the first audit has
been discarded by Denver officials because it failed to take into account transaction costs, including RTD administration of the contract and oversight. A
new model is currently being developed
to provide for a fairer comparison.

Conclusion
A drawback of contracting out mass
transit may be the attempt to create a
market where one does not exist. In
addition, contracting out creates a division between passengers who receive
public service versus those who ride
privately operated buses. From a planning standpoint, it creates an uncoordinated, disjointed system whose transaction costs may be higher in the longrun. A more cooperative, inclusive arrangement between labor and management could help shrink the workforce
without layoffs, increase productivity,
satisfy the customer, and as a result,
achieve the same economic goals as
contracting out. Also, it would maintain the equally important goal of quality. If cost remains the driving force,
quality will suffer and the public will
not adequately be served.
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A World Growing Old· The Coming Health
Care Challenges. Edited by Daniel
Callahan, Ruud H. J. ter Meulen, and
Eva Topinkova. Georgetown University Press, 1995. 175p. S42.50.
The deteriorating financial condition
of the Medicare program and the imminent retirement of the baby-boom
generation have turned the attention
of policymakers to the challenges of
providing health care services to an
aging population. Concerns center
around the potential economic impact
of broad demographic changes in an
era of scarce resources and the implications for intergenerational equity of
a declining ratio of wage-earners to
elders. A World Growing Old· The Coming Health Care Cha//enges, a collection
of fifteen essays by philosophers, gerontologists, sociologists, lawyers, and
clinicians in eight countries, attempts
to synthesize the debate on aging into
an ethical framework for future decisionmaking.
The book opens with an examination of the meaning of old age in the
1990s and beyond. Harry Moody outlines four differing scenarios of what
old age may come to mean and acknowledges that with the tremendous
advances in medical technology, "old
age no longer carries a fixed meaning" (p. 17). A related issue is the
extent to which technology can eliminate the problems of old age and the
trade-oft'S in terms of increased longevity versus the high costs involved.
One of the co-editors, Daniel Callahan, rejects the notion oflimitless advances aimed at improving the human

condition, arguing for "life cycle traditionalism." This approach would focus
on restoring and maintaining the
health status of the elderly. Bryan
Jennet analyzes high-technology therapies in light of accusations that the
elderly "dread becoming prisoners of
technology" (p. 85), concluding that
in addition to the benefits and costs
involved, individual patient preferences should be taken into account in
any decision to employ a technology.
The discussion on resource allocation serves to illustrate the disparities between Europe and the US. The
former must further squeeze systems
that have already faced major rationing
in the 1980s. However, in the latter,
where reform attempts have stalled,
the issue is how much an aging population will further burden an economy
where fourteen percent of GNP is devoted to health care.
A World Growing Old then examines the broader social context of old
age, as well as the effects of changes in
societal perspectives and treatment of
the elderly. Ruud H. J. ter Meulen
discusses the decline and diffusion of
familial, communal, and particularly,
intergenerational solidarity (driven by
such changes as an increase in divorces
and higher unemployment rates). Such
solidarity has traditionally formed the
cornerstone of European welfare systems. In separate chapters, Eva Topinkova and Sarah-Vaughan Brakman
highlight the social, psychological, and
financial burdens borne by informal
and familial caregivers. They call for
more governmental support, ranging
from direct financial support to job
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protection, for this largely unrecognized population.
111eclosing chapter, "What Do We
Owe the Elderly? Allocating Social and
Health Care Resources," presents the
results of a two-year, cross-national
research project that developed recommendations for the future of elderly
care. Recommended policy options
include addressing the high technology/quality of life trade-off, aiming for
an "improved balance between curing
and caring" (p. 155), calling for social
dialogue over the question of solidarity
with the elderly, developing priorities
to allocate resources within and between generations, and providing government and societal support for informal and familial caregivers. The final
recommendation-to politically organize the elderly-has less relevance for
the US than for other countries, given
that the elderly already wield significant political power through groups
such as the American Association of
Retired Persons.
A World Growing O/dis a competent
treatment of the moral and ethical debate on aging. If there are weaknesses,
they are the treatment of resource allocation and the tendency of many authors to concentrate on the "should"
rather than the "can." This focus on
problems, which probably reflects contributors' backgrounds, fails to provide
concrete public policy options. However,
policymakers and other interested
parties should consider the questions
raised here as they search for long-term
answers to the problem of allocating
scarce health care resources to an aging
population.
NIALL].
Georgetow,!
£0~

BRENNAN

University

Priuatization
& Public Hospitals:
Choosing Wise{y for New York City. By

Charles Brecher and Sheila Spiezio.
Twentieth Century Fund Press, 1995.
94p. $9.95.
Consider a corporation that runs
eleven acute care hospitals, five longterm care hospitals, six clinic centers,
and the ambulance service for the most
populous city in the nation. In a city
with one million uninsured, the corporation provides twenty-five percent
of the inpatient care, thirty-three percent of the outpatient care, and thirtythree percent of the emergency room
care. Each year, the corporation cares
for patients that few others want: 800,000
visits from drug abusers, 500,000 visits
from "deinstitutionalized" mentally ill
patients, and AIDS patients occupying
ten percent of its beds. Last but not
least, it operates in a city and state
whose electorates have recently ousted
Democrats and elected Republicanscommitted to controlling costs through the
downsizing of government budgets.
TIlls is the situation currently facing
the New York City Health & Hospitals Corporation (NYCHHC). Both
political and economic forces are demanding change-and change in some
form will come.
Into the fray steps the Twentieth
Century Fund, which commissioned
nvo members of New York's Citizens
Budget Commission, Charles Brecher
and Sheila Spiezio, to provide an
assessment ofNYCHHC's dilemmas.
The study is consistent with the Fund's
broader mission to sponsor and supervise "timely analyses of economic policy, foreign affairs and domestic political issues" (p. iv). Both insightful and
readable, Pnoatizatton & Public Hospitals analyzes three fundamental needs
of NYCHHC: the preservation of a
publicly accountable organization that
ensures access to care for the poor,
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structural and operational reform, and
the book is focused specifically on
greater use of private sector approaches
:'\IYCHHC, its publication and wide
for remaining competitive in the mardistribution are an acknowledgment
ketplace.
that this system's fate portends the
Chapter 1 chronicles the political
great struggles the whole country will
and economic changes that have led to
face in caring for its underserved.
the great push toward the privatization
The book's format, historic backof government services in the city and
ground, and non-partisan style make
state of New York. Privatization is sepit a credible work for public and policyarated into three major areas: the transmaker consumption. The authors
fer and sale of government property
clearly illustrate the existing privatiand services to private firms, private
zation options for NYCHHC with
contracting of government services, and actual examples and strategies in the
competition between government agenhealth care arena. In addition, the
cies and the private sector. Chapter 2
reader learns how to question proposals
details the structure and function of the
that are on the table. For example,when
NYCHHC. Chapter 3 illuminates
Mayor Giuliani selects three public
marketplace issues related to demohospitals to be sold, Brecher and Spiegraphics in the physician workforce,
zio seize the opportunity to question
the growth of managed care, and the
the assorted criteria for selecting varchanges in state financing for the poor.
ious combinations of hospitals. NuChapter 4 raises concerns about the
merous charts and figures complement
mayor's approach to downsizing
the analysis, showing the trends and
NYCHHC and makes the case for the
demographics of New York's public
Twentieth Century Fund's approach.
hospital care.
Chapter 5 summarizes the history of
The book's weaknesses stem partly
New York City public hospitals dating
from its strengths. In their efforts to
back to the early 1900s.
provide a concise summary, the authors
In the broader context ofliterature
leave the critical public policy reader
on public hospitals, Privatization &
desiring more support for their analysis
Public Hospitals is a hidden jewel. As
and conclusions. There is minimal anthe nation's public hospitals have
alysis of the political forces at play.
dwindled in number, their topical litClearly, the Republican ascension in
erature has experienced a similar fate.
executive leadership brings very imThe most notable recent work on the
portant dynamics to both the city and
subject is Public Hospital Systems in New
state legislatures, as well as to their
York and Paris (New York University
respective bureaucracies. Perhaps this
Press, 1992), also co-authored by
area was considered overwhelming, or
Charles Brecher. In addition to a
just unwarranted in light of the work's
detailed comparison of these systems in
non-political nature. It would have
the 1980s, it lays out the ambitions of
been useful to see comparisons showNYCHHC as charted in its 1989"Straing how other cities are faring. Finally,
tegic Plan for the Year 2000." Privatithe goals for change would have benefited from more detailed support. An
zation & Public Hospitals complements
explanation of how those goals could
its predecessor by showing the flawed
be accommodated in the applicable
assumptions supporting the original
political and organizational context
strategic plan, and presenting progressive public hospital reforms suitable for would have been beneficial.
In the new world of devolution,
the 1990s political context. Although
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with government downsizing of and
major changes in the delivery of health
care, Priuatizatton & Public Hcspitats is
an important work showing progressive approaches for delivering government services. Its lessons are not limited to the delivery of health care and
are useful for general reading on privatization. The focus on public hospitals makes it a timely contribution
to our development of contemporary
approaches for delivering care to the
poor by presenting insight and hope
for a generally bleak future.
VICTOR

G.

FREEMAN

Georgetown University
£C) ~

Ana~yzing Superfund: Economics, Science,
and Law. Edited by Richard L. Revesz

and Richard B. Stewart. Resources for
the Future, 1995. 26Op. S39.00.
The Comprehensive Environmental
Response, Compensation, and Liability Act of 1980, better known as Superfund, was a decisive response to citizens' fears of the apparently ubiquitous
presence of toxic waste in their environment; fears stirred by the discovery
of chemical waste in the suburban
neighborhood of Love Canal, New
York and similar incidents in the late
1970s. In this atmosphere, the nation's
legislators created a waste site cleanup
program founded on a multifaceted
theory of environmentally derived risk
and a rigid liability regime. From this
beginning, Superfund has evolved into
one of the nation's most ambitious,
complex, and, consequently, controversial environmental programs.
Although controversy is a day-today staple of the Superfund program,
the most contentious issues have come
into particular focus during the reauthorization debates of the 103rd and 104th

Congresses. There is broad consensus
that the program is not working: too
much is spent on lawsuits, not enough
on cleaning up sites; the cleanup process is too slow; and the liability framework is unfair, among others. The debates thus far, however, have too often
failed to address these legitimate concerns and have lacked the level of policy
analysis needed to separate consistent
observations from exceptional anecdotes, or sound theoretical reasoning
from conjecture. The US now has futeen years of experience with Superfund and, given the stakes for present
and future generations, it is imperative
that we use this experience to inform
the Superfund debate.
In its book Analyzing Superfund:
Economics, Science, and Law, Resources
for the Future (RFF), an independent
nonprofit organization engaged in research on natural resource and environmental issues, takes this task to heart.
RFF has assembled eight important
empirical and theoretical works, written by economists and legal scholars,
addressing four issues central to the
Superfund debate: cleanup standards,
liability, transaction costs, and natural
resource damages (NRD).
In their introduction, editors
Revesz and Stewart, both NYU law
professors, describe the Superfund
statute and outline a framework for the
remaining chapters. The first three
works following this introduction address cleanup standards. Each uses data
collected from EPA Records of Decision (RODs), documents describing
the selected cleanup strategy at a site,
to empirically analyze the human
health risk assessment and cleanup
decision making processes. The first
chapter, by Walker, Sadowitz, and
Graham, uses empirical data to confront commonly accepted anecdotes
about Superfund risk assessment and
management. In the next chapter,

Book Reviews

Hamilton and Viscusi characterize the
types of human health risks that receive the most attention under the program. TIle tinal chapter in this category,
by Gupta, Van Houtven, and Cropper,
examines EPA's decisionmaking criteria
for the selection of the level, permanence, and method of cleanup at Superfund sites.
The next four works address the
Superfund liability regime and transaction costs. I n one of two chapters on
liability, Kornhauser and Revesz tackle
one of the most controversial aspects
of Superfund with a cogent theoretical
comparison of joint- and-several and
non-joint liability. The next chapter,
by Probst, uses an input-output economic model to assess the distributional
impacts of various liabilityschemes considered in the recent debates. Dixon's
chapter on transaction costs presents
a concise, well-balanced summary of
several RAND studies conducted to
quantify the costs spent for liability
assignment. Finally, in their second
work, Kornhauser and Revesz combine
an empirical study of RODs and a survey of EPA and private party attorneys
to assess EPA's utilization of de minimis settlements to control transaction
costs.
The concluding chapter, by Stewart,
addresses what will be the next great
battleground in the Superfund debate:
natural resource damages liability.
Though perhaps the least objective of
the book's chapters, it presents an impassioned critique of what the author
considers to be an unworkable hybrid
of tort, trust, and administrative law.
As a former Superfund risk assessor
and cleanup designer, I found Analyzing Superfond· Economics, Science, and
Law to be objective, thought-provoking, and written in a manner that should
be accessible to a wide audience. The
work by Walker et al. provides salient
insights into the role of groundwater
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protection as an implicit objective of
the program, and into the troubling
disconnect between risk assessment
and the establishment of cleanup goals.
The first Kornhauser and Revesz chapter illuminates one of Superfund's
thorniest issues, joint-and-several
liability, and defines a clear path for
empirical research in this area. The
Dixon chapter is a model of objective
analysis that should prove to be of great
service.

My primary criticism of the book
lies in the failure of certain sections to
adequately assimilate an understanding
of both the science and the process underlying the Superfund program. This
extends primarily to the treatment of
cleanup standards and natural resource
damages, particularly the works by
Gupta et al. and Stewart. The former
bases its conclusions on the analysis of
a subset of sites selected by waste type,
without consideration of how the unique
characteristics and consequent treatment alternatives associated with those
waste types may affect the generalizability of their results. Stewart, though
compelling in his critique of the NRD
liability regime, proposes a system of
scheduled damages that is as problematic from a scientific point of view as
the liability regime is from a legal one.
This criticism must be comparable to
that felt by economists and legal scholars when they read the expositions of
scientists and engineers on these matters. This realization raises an important challenge to all those who wish to
introduce serious policy analysis into
this critical debate: the challenge of
interdisciplinary communication and
cooperation.
Analyzing Superfund: Economics,
Science,and Law provides an invaluable,
ground breaking step toward a more
rational and informed Superfund debate. Perhaps the book's most important contribution will be as a founda-
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tion for further evaluationotSupertund's
more persistent issues. I suspect that
it will endure as a valuable resource
long after the current legislative deliberation has concluded.
WILLlA!vl

R.

MICHAUD

Georgetown University
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Ideology and Political Choice. By Vernon
Van Dyke. Chatham House Publishers, Inc., 1995. 291p. $24.95.
Ideological labels are thrown around
in American political discourse with
such abandon that it can be difficult
to know what they mean. In Ideology
and Political Choice, Vernon Van Dyke
seeks to clarify the terms, their origins,
and policy applications. Van Dyke
designed his book "to help you choose
the ideology you want to endorse and,
even more, to help you marshal good
reasons for your choice" (p. 1). From
this reviewer's perspective. it is even
more useful as a means of understanding how ideological labels have been
given to people and policies.
Van Dyke defines ideologies as
"actions oriented theories" and "guides
to political action." His focus on action
and policies. rather than on philosophies or belief systems, is both the
book's strength and its weakness. A
clear link is made between the values at
the root of an ideology and the political
choices of those who subscribe to it.
However, "ideologies" as explained by
Van Dyke are really not ideologies;
they are political labels. He explains
that different policies and people have
been called "liberal," "conservative,"
"progressive," or something else, but
he never explains the philosophies that
tie fundamental values to political beliefs, and both of these to political actions and policy goals. It is these underlying philosophies or belief systems

that political scientists (among others)
generally call "ideologies." Actions may
follow from them. but are not the focus
of ideologies as Van Dyke suggests.
Van Dyke frames the current US
debate by comparing it to the ideological debates of 19th century Britain.
This sheds light on the origins of basic
themes in American political thoughtindividualism, economic liberty, and
constitutional government with civil
rights protections. These themes are
mirrored in policy discussions of the
1990s. However, his choice of ideologies and the use of Britain as a starting
point leave one wondering about comparisons left out.
The Federalist! Anti-Federalist
debate in 18th century America still
resonates today. De Tocqueville's explanation of why American democracy
succeeded while the French experiment failed has much to offer any
student of politics. Is the current interest in futurism a reflection of the basic
themes of American political thought?
Socialism played an important role in
Victorian Britain and 20th century
America, yet is barely mentioned.
Feminist theories are found in both
political philosophy and public policy
discussions, but have no role here.
Communitarianism is addressed
obliquely in a review of Sandel and
Etzioni on "community," but much of
communitarianism does not fit into
Van Dyke's "neoliberal" category.
Van Dyke proceeds with a menu of
political frameworks, beginning with
the progressive liberalism rooted in the
New Deal and stressing individual
liberty. After four chapters on this one
version of liberalism, other chapters are
devoted to libertarian thought, presented as an individualistic philosophy
glorifying liberty, public choice theory,
with its focus on the free market; conservative conservatism. which stresses
traditionalism; economic conservatism,
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"neocons" and progressive liberals are
with its emphasis on smaller governlikely to stand in the next debate, not
ment and lower taxes; social conservajust where they stood on the last one.
tism, focusing on morality; progressive
In a political era when policy deconservatism, particularly Kemp's argubates are increasingly ideological, Ideoments on poverty; neoconservatism,
logy and Political Choiceoffers a straightpresented as a grouping more than an
forward treatment of how we label difideology; and neoliberalisms, which
ferent programs, policies, and politiattempt to correct "old" liberalism for
cians. Partisanship is no longer the cue
today's politics. It is a far-ranging disit once was, and readers who wish to
cussion; however, his choice of authors
be literate in contemporary debates
is not alwaysclear.VVhyfocuson Hobbes
will find this an easy-to-follow road
rather than Locke on the place of indimap. To explore further how assumpvidualism in political discourse? Why
tions build upon one another, making
discuss Sandel and Etzioni but not
coherent philosophical statements with
Macintyre on community?
corresponding policy preferences, one
The explanation of how these ideas
should consult the original authors.
play out in the real world is the strength
of Ideology and Political Choice. Van
THERESE FILICKO
Dyke shows how these different "guides
to political action" lead to varying soluCase Western Reserve University
tions to the same policy questions, such
£G") Gii
as with welfare. This highlights the
differences in assumptions and values
Balkan Odyssey. By David Owen.
across the perspectives as long as he
Harcourt Brace and Company, 1995,
sticks to domestic politics. However,
389p. 525.00.
the discussion falls apart when it comes
The violent disintegration ofYugoslato foreign policy. The attempt to tie
via began in 1991 with scant interest
the realist/liberal debate on internafrom the European Community (EC)
tional relations to a conservative/liberal
or the United States in taking action
debate in domestic politics does not do
either topic justice. There is no obvious to end the conflict. This crisis came
to be understood as a critical test of
reason to assume that liberals on econthe EC's member states' commitment
omic and social policy are internationto their cooperative security mechaalist doves or that conservatives are
nisms and as an opportunity to prove
isolationist hawks.
their capacity to submerge historical
More importantly, in focusing on
ties and national interests in order to
actions oriented theories, Van Dyke
take up a European cause. One of their
glosses over a fundamental reason to
first substantial steps in trying to conexamine the ideas people hold about
struct a viable peace in Bosnia-Herzepolitics. Ideological frameworks help
govina was to appoint former British
individuals organize assumptions,
Foreign Secretary Lord David Owen
beliefs, and political knowledge. One
to represent the European Commisshould be able to predict the resulting
sion (an organ of the EC) in peacepolitical preferences. These belief
making efforts as the co-chair of the
systems need not be as rigid as Van
Steering Committee of the InternaDyke suggests in his rejection of more
tional Conference on the Former
traditional definitions of ideology.
Yugoslavia. With former US Secretary
Rather, they must be understood in
of State Cyrus Vance representing the
greater depth to know where
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United Nations, Owen produced a
peace plan for the warring parties in
January, 1993. Balkan Odyssey recounts
the events and debates that informed
the writing of the Vance-Owen plan,
the responses to it, and the reasons for
its failure.
At the time of Owen's appointment, European governments were
debating how much sovereignty they
would relinquish to the collective bodies of the European Union (EO). Many
European leaders hesitated to delegate
decision making power for defense and
other policy issues to EU officials.That
ambivalence was reflected in their reluctance to surrender control of militazy decisionsto a European body such as
the Western European Union, or to
commit troops multilaterally to halt a
war and crimes against humanity in the
center of Europe. In the beginning of
Balkan Odyssey, Owen himself admits
that prior to his appointment he had
grown "restless about the inaction of
the Western democracies over Yugoslaviabut wary of involvingmyself' (p, 5).
Owen has written Balkan Odyssey as
an "account of how the international
community tried to cope with the breakup of the former Yugoslavia" (p. 1). He
was integral to the discussions that
eventually led to the Dayton Accords
and continued to mediate on behalf of
the European Union through June,
1995. Owen's day-by-day narrative in
Balkan Odyssey clarifies the process of
devising a plan for peace with the participation of policymakers from governments and international organizations.
He describes and evaluates intergovernmental dialogues between European
foreign ministries and assesses the collective reasoning of other participants:
the EC/EU, the various civilian and
military branches of the UN, NATO,
the International Committee of the
Red Cross, and other actors. Owen
provides instructive insights into the

personalities of key policymakers, as
well as into the diplomatic and peacekeeping interactions in the various
international institutions. He also
discusses his support of economic
sanctions and the weakly-enforced
arms embargo in conjunction with
specific multilateral threats of military
action to move the conflict closer to
resolution. His narrative format allows
him to interject personal exonerations
for his role in the plan's failure.
Owen believes that a resolution
could have emerged from the VanceOwen plan, which was to divide Bosnia into ten separate cantons. Critics
argued that the plan was destructive
to Bosnia and the concept of multierhnicity, He counters that the partition plan would have had the effect of
"reversingsome ethnic cleansing"(p. 192).
While he acknowledges the difficulty
of its implementation and enforcement, Owen is contemptuous of critics
who failed to offer an alternative he
found plausible. Accordingly, he blames
the Clinton Administration, and particularly US Secretary of State Warren
Christopher, for the plan's rejection by
the Serbs and the Bosnian government.
Owen is intent on integrating historical precedents into his analysis, for
they have frequently been cited by the
hostile parties and other nations as
rationales for aggression, intervention,
and disengagement. He laments the
extent to which cultural characteristics
and domestic political rhetoric figured
in policy decisions on all sides-to the
detriment of the peace process.
While Owen concentrates on the
politics and process of the Balkan conflict, he also considers the ramifications
of the Conference's proposals for detcrmining how the US, Europe, and
the UN will behave in post-Cold War
conflicts. The violence which brought
Owen and international organizations
to the former Yugoslavia and the ob-
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stacles they faced are not unique. He
believes that the use of superior military force will be needed to settle the
Balkan conflict and conflicts to come.
This international intervention would
be engineered by three institutions: a
reformed but still impartial UN with a
standing army of its own; NATO; and
regional intergovernmental security
organizations.
Owen's solutions should be read
while keeping in mind a recurring
theme in the text: his frustration with
the lack of political will to implement
agreements and cease-fires and to make
good on threats to commit ground
troops and use force on behalf of the
Bosnian Muslims. When Owen was
the subject of criticism for the failure of
the partition plan, Bosnian president,
Alija lzetbegovic, said, 'We cannot
blame the international community's
passiveness on one man. There could

be no changes by changing one man.
\Ve need to change the policy"(p. 210).
While this book is not dispassionate, it is a cogent and exhaustive analysis from one very important player in
the Bosnian conflict. Owen's perspective on the Balkan War and international intervention should be considered in studying any such conflict and
its resolution.
Note: Balkan Odyssey is also available on
CD-ROM. The Standard Edition includes
the full text of the book and related articles
as well as interviews by Owen. The Academic Edition contains UN Security Council
Resolutions, texts of peace plans, reports and
documents of the International Conference
on the Former Yugoslavia,and Owen's correspondence with European foreign ministers.
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