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Preface

With this, the third volume of The Georgetown Public Policy Review, we come
to a turning point of sorts. No longer ajournal in its infancy facing uncertain survival,
The Review must now devote its full attention to the task of expanding its
contribution to the discourse occurring among policymakers, practitioners and
scholars. This undertaking is twofold: more members of the public policy commu-
nity must be introduced to the journal; and those who already know of the journal
must come to rely on its pages as an invaluable source of analysis and information.
The Editorial Board is committed to being aggressive in pursuing these objectives,
while recognizing that these will be ongoing and evolving processes.

In this issue, The Review examines the policy questions surrounding child
nutrition and the government's role in ensuring that the nutritional needs of the
nation's children are met. We have solicited the views of Senator Richard Lugar
(R-IN), Chairman of the Agriculture, Nutrition and Forestry Committee. In
a~dition, we bring you a perspective from outside the government, in our interview
with Robert Greenstein, Executive Director of the Center on Budget and Policy
Priorities. These interviews complement our feature article, "Participation and
Income Criteria Alternative for the National School Lunch Program," in which
Colleen Kavanagh proposes one possible way to expand the reach of a program
that is crucial to the government's child nutrition efforts.

The Review then examines three additional issues on the public policy agenda.
F~rst, in "Market Access Program Evaluation: Fruits and Vegetables," Timothy
RIchards, Paul Patterson and Pamela Mischen assess the effectiveness of a
government program that has come under scrutiny in an era of fiscal belt-
tightening. Next, in "A Case Study of the Administrative Process: Creating the
Least Restrictive Environment for Students with Disabilities," Stephen Shannon
reviews the implementation of the policy that largely defines the way children with
:pecial needs are educated and explores opportunities to improve upon that
Implementation. Finally, in "Community-Wide Child Care Policies: A Cornpu-
tatIOnalExperiment," Guillermo Montes considers the potential impact of several
child care policies were they implemented on a wide-scale level.

As always, we hope that you find the ideas and analysis presented in this issue
of The Georgetown Public Policy Review to be timely and thought-provoking. We
are grateful for your support of our publication and welcome your contributions to
forthcoming issues.

Shirley Hung
Editor-In-Chief



Feature Interviews

The National School Lunch Program (NSLP) is among the most successful
and well-developed social programs in the United States. Present in virtually every
public school, the program specifically targets low-income children. Byproviding
balanced meals, NSLP is credited with raising the standards ofliving of thousands
of the nation's schoolchildren. Building upon its successes, policymakers have
attempted to extend the reach of the program and increase its target population.
However, as the federal budget shrinks, many government programs, like the
N SLP, must find new and innovative ways to meet their statutory goals. The issues
facing the school lunch program are particularly relevant as Congress prepares to
reauthorize the NSLP next year.

In this issue, the staff of The Review had the opportunity to interview US
Senator Richard Lugar (R-IN), Chairman of the Senate Committee on Agricul-
ture, Nutrition and Forestry, which has primary jurisdiction over the reauthoriza-
non of the NSLP. Senator Lugar submitted written responses to questions asked
by The Review. In addition, Executive Editor Hayden Milberg interviewed Mr.
Robert Greenstein, Executive Director of the Center on Budget and Policy
Priorities.

Interview with Senator Richard Lugar
(R-IN), Chairman of the Agriculture,
Nutrition and Forestry Committee

As Chairman of the Senate
Agriculture, Nutrition and Forestry
C~mmittee, what are your highest
pnorities in addressing the nutritional
needs of children? What is the role of the
federal government in serving those
needs?

Americans learn more each day
about the importance of a nutritious
diet as part of a healthy lifestyle. This
is especially true for our nation's children.
The basic ability of school children to
have access to a healthy meal is
fundamental. One of the most im-
portant federal nutritional initiatives is
the National School Lunch Program.
Nutrition programs also represent the
vast majority of spending over which
the Senate Agriculture committee has
authority.

The National School Lunch Program

has been critically important in helping
meet the nutritional needs of our
children for more than half a century.
With nearly all public schools and one
fifth of all private schools participating
in the school lunch program, it is one of
the most direct links between the federal
government and a large segment of the
American people.

The National School Lunch Program
(NSLP) is often considered the most
popular and effectiue means-tested federal
program ever created. What is your
assessment of the NSLP, and doyou believe
the program has been an overwhelming
success?Do you believe improvements are
necessary tn the administration of the
program?

As an Indianapolis school board
member and the city's mayor in the late
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1960s and early 1970s, I saw firsthand
the need to provide nutritional assis-
tance to children. Since that time, the
school lunch program has changed and
improved in many ways. Today's
program has been successful in ensuring
that nearly every child in this country
has access to at least one hot meal a day,
providing a critical safety net for children.

We are constantly learning more
about the nutritional requirements of
children and ways to improve the
handling of food. As we gain more
information, we are likely to see
additional improvements in the admin-
istration of the school meals programs.
At a hearing the Committee held in
March of 1997, one witness talked
about how schools have initiated
delivery systems such as "grab-n-go"
bagged meals. Such innovation is an
excellentway to combine our knowledge
of children's needs and lifestyles to
ensure access to healthy meals.

The feature article in the Fall issue 0/
The Georgetown Public Policy Review
suggests that if the reduced-price category
0/ the NSLP were eliminated, children
up to 171 percent 0/ the federal poverty
level could be placed in the free lunch
category with no additional cost to the
federal government. This would require
a small portion 0/children topayfull price
for lunches they previously received at a
reduced price. Do you think such an
alternative ispossible? Would you favor a
revision 0/ the eligibility requirements if
a small portion of students were required
topay a higherpricefor their schoollunches?

The National School Lunch Program
attempts to meet the nutritional needs
of children from many different
economic situations across the country.
While we are always looking for ways
that the National School Lunch Program
can better serve children from low-
income households, it is often necessary

The Georgetown Public Policy Review, 3: 1 (Fall 1997)

to find thepointatwhich the majority of
children benefit most. These factors
will be examined during hearings next
year as we review the child nutrition
programs and attempt to improve upon
our ability to provide for children's
nutritional needs.

Is a "universal" free school lunch
program, like that advocated by
Representative George Miller (D-CA),
possible?

Nutrition assistance is targeted
towards those most in need. That is true
for the school meals programs. Children
from families that arc 130 percent or
below the poverty line are given the
highest level of assistance-a free meal.
Children from families that are 185
percent to 131 percent of the poverty
level must pay a small portion of the cost
for the meal. Children from non-poor
families must pay a larger portion of the
cost for their school lunches. Such a
system allows the government to focus
ever tightening resources on those most
in need.

In recent years, Congress has favored
devolving certain governmental functions
to the states. Do you think the states could
better administrate the NSLP than
USDA?

The role of the federal government
is vi tal in providing a nu tri tion safety net
for our children. Although the school
meals programs may not be perfect, we
have cherished the thought that
America's school children, in a country
of abundance, have a chance to eat.
This is fundamental and something we
must preserve.

In the last recession, 1.2 million
children were added to the free school
lunch rolls. We have not repealed the
business cycle. When another recession
occurs, states likely would have serious
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problems meeting a rising caseload.
States would be hard pressed to make
up the funding shortfall from their own
budgets when income and sales tax
receipts are declining. At a time when
assistance would be most needed, it
would not be available.

With the recent Hepatitis A outbreak
caused by Mexican strauiberries and the
recall of chicken nuggets from several
schools because of dioxin contamination,
is thefederal government doing enough to
ensure that school lunches are safe for
children to eat? What more could be done?
Should USDA require more inspections
for food-borne pathogens?

The Senate Agriculture, Nutrition
and Forestry Committee is responsible
for leadership on matters of nutrition
and the safety of our meat and poultry
supply. With jurisdiction over the
federal school lunch and breakfast
prog.rams, the safety of the food supply
provided to the program is of paramount
concern. It is critical that the public have
co~fidence in the school meals programs
which feed more than 25 million children
every school day.

In October, the Senate Agriculture,
Nutrition and Forestry Committee held
a hearing to examine ways to improve
~he s~fety of meat and poultry products
In this country. The Committee is
examining a recent proposal from
USDA on expanding their authorities
as well as information on various
procedures to decrease the risk of
exposure to con taminated food products.
Last summer, the Committee held a
hearing to discuss the Hepatitis A
outbreak in Michigan. Through these
hearings, the Committee is working
with federal agencies to reduce the
presence of food-borne pathogens in
Our foods and improve the safety
mechanisms in detecting and preventing
the consumption of contaminated foods.

9

Recently, the Wall Street Journal
(Monday, September 15, 1997 Bl)
reported that several school districts across
the country are selling brand name fast
food as an alternative to cafeteria. Often,
fast food is more expensive than that
offered in the cafeteria, thereby excluding
lower income children. In addition, there
are concerns that fast food does not meet
USDA nutritional requirements. Do you
feel that it is appropriate for schooldistricts
to welcome fast food chains onto school
campuses?

Schools participating in the National
School Lunch Program are reimbursed
only for those meals meeting specific
dietary guidelines. Today children are
presented with many food options, both
on and off school campuses. As schools
work to meet the ever changing demands
of today's students, school food service
authorities will adjust their menus
accordingly.

Certain brand name fast food items
are included in meals provided through
the National School Lunch Program.
Those meals, including the fast food
item, must meet specific nutritional
guidelines and must be offered free to
those students meeting the income
eligibility guidelines. I am also
encouraged that those fast food chains
participating in the National School
Lunch Program have made changes in
their products to better meet the
nutritional guidelines established for
school meals. I hope this trend continues
in the future.

Do you think that more schools should
enroll in the national school breaifast
program?

The National School Breakfast
Program complements the school lunch
program in providing a strong nutritional
base for our nation's children. Numerous
studies have shown that starting the
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day off with a healthy breakfast can
better prepare a student to learn.
However, as noted in testimony heard
before the Senate Agriculture Com-
mittee last spring, many factors including
late buses, short breakfast periods and

overcrowded dining rooms affect the
number of students that can reasonably
be served during the short period of
time provided for the breakfast program.
We must review all of these factors to
harmonize this important program.

US Senator RichardLugar, Chairman of the Senate Agriculture, Nutrition and Forestry
Committee, has been a school lunch advocate in the Senate Jor nearly 20 years. He has been
honored by many national organizationsJor his leadership in nutrition and health issues, earning
recognition as the "Champion of Child Nutrition" by the National School Food Service
Associations. He is the only legislator to twice receive Public Voice's Golden Carrot Award



Interview with Robert Greenstein,
Executive Director, Center on Budget

and Policy Priorities

In your opinion, as Executive Director
of the Center on Budget and Policy
Priorities and a former Administrator if
the Food and Nutrition Service at the US
Department of Agriculture, what has
been the most significant effect if social
safety net programs, like the National
School Lunch program (NSLP)? What
should the role of the federal government
be in serving low-income indiuiduals
and reducing poverty?

The federal government as well as
other levels of government have an
important role to play in helping to
reduce the level of poverty. Particularly
among children, we have a level of
poverty in this country that is sub-
stantially higher than that of virtually
any other industrialized country. It is
much higher than Canada, our neighbor
to the North, and higher than most of
Western Europe. Yet we have more
wealth and a larger economy than
Canada or those countries do.

In recent years, we have chosen to
follow an economic path that is a low
wage path for less skilledjobs. This may
have paid some dividends in terms of
promoting strong economic growth, but
it makes it incumbent upon us to have
policies alongside it that enable those
who are working-but at a wage that
leaves them below the poverty level-
to be able to have amodest but adequate
standard ofliving. This is even more so
for familiesraising children on lowwages.

There are a variety of ways
through which government can play
a role, ranging from helping people
get the skills they need to earn a decent

wage in an increasingly technological
economy, involvingthings suchasworker
training, to basic forms of assistance.
One example is the Earned Income
Tax Credit. The EITC is effectively a
wage supplement to low-income
working families, particularly low-
income families with children. There
are a number of important safety net
programs, and the census data show
that they have had a very substantial
effect in reducing poverty. One of those
programs obviously is the school lunch
program.

The school lunch program reallydoes
two things that are related. It is of
particular importance for low-income
children, many ofwhom in the absence
of the lunch program would not be able
to afford an adequate lunch at school.
Lack of adequate food at lunch could
have adverse nutritional effects on them
and also adversely affect their ability to
learn. The school lunch program helps
children from lower income families
afford and get adequate nutrition at
lunch and also helps them learn more
adequately in school.

In addition, the lunch program has a
nutritional benefit at all income levels.
In general, those participating in the
lunch program tend to have better
nutrition than those who don't. Now,
the program is not without its problems
on the nutrition front. Recent research
cites high levels of saturated fat in the
program. This is clearly an area in need
of further improvement, and requiring
some creativity. Some efforts to reduce
levels of saturated fat, sodium and sugar
in the school lunch program have met

The Georgetown Public Policy Review, 3: I (Fall 1997), 11-18. Copyright © 1997



12

with decreased participation because
children regard the nutritionally
improved meals as less appetizing. We
obviously need to keep working to find
ways to improve the nutritional quality
of the program without reducing
participation.

With respect to participation levels,
thefeature article in the Fall issue of The
Georgetown Public Policy Review
indicates that a significant portion of
children eligible for free and reduced-
price meals do not become certified for
meal benefits and choose to pay a higher
price than is required. Is this a significant
problem, and how can the government
induce these families to become certified?

There is virtually no government
assistance program in which the
participation levels are 100 percent.
There are always some people who
elect not to participate. There are a
significant number of children from
families eligible for free school meals
that do not participate.

Probably the single largest reason
this occurs is that children do not like the
school lunches available and may bring
a brown bag lunch from home. In that
regard, making the lunches more
appealing to children is likely to be one
of the most significant things you can do
to increase participation levels. How-
ever, that is also tricky because you do
not want to make the lunches more
appealing by lowering the nutritional
quality and increasing the levels of
saturated fat and sugar.

In some schools, there appear to be
some stigma concerns. In addition,
among children eligible for reduced-
price meals, a portion are misccrtified
and get free meals. A larger portion
apparently pay the full price, and a
number of them bring a brown bag
lunch from home.

One significant step more school

The Georgetown Public Policy Review, 3: I (Fall 1997)

districts can take is to institute a
procedure called direct certification.
Direct certification was established as
an option for schools in 1989. Use of the
procedure has spread in recent years.

There are some low-income families
that do not register their children in the
free school lunch program. Even though
the free and reduced-price meal
announcement is sent home with all
children at the beginning of the year,
sometimes a parent will either not
receive it or will not read it. In some
cases, the lack of focus may be the result
of particular impairments. This could
be the result of substance abuse,
physical disabilities or trauma in the
family, such as a marriage splitting up.
In some cases, a free and reduced
application is not submitted by the
family even though the child is low-
income and eligible.

Direct certification is designed to
address these problems. There are a
couple of different models of direct
certification. One model involves a
computer cross-match of children who
are certified for cash public assistance or
food stamps with school enrollment and
free and reduced-price meal cer-
tification. The parents of any child who
is found to be receiving cash assistance
or food stamps in school but who is not
signed up for free meals is sent a notice.
The notice informs the parent that
unless they object, the school district
will enroll the child in the free school
lunch program. By no means does this
bind the child to eat the meal, but the
child is certified nonetheless. The
program has been very successful in
increasing the number of children
certified in a number of areas. For
example, Washington state has de-
veloped an alternative model of direct
certification.

In every place I know of where direct
certification has been instituted, school
lunch personnel have reported that
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portion of students were required to
pay a higher price for their school lunches?

Let me start with the last question
first. I believe the premise of the last
question is incorrect. The premise is
that for no cost, one could make school
lunches free up to 171 percent of the
federal poverty line and have children
between 171 and 185 percent pay the
fullprice. While that is the conclusion of
the article, it is at odds with the previous
significant research in this field.

A comparison of the assumptions
and the methodological approach in
this article compared to previous studies
does not lead me to the conclusion that
this article should be viewed as the new
standard. I won't go into the details
here, but there are a series of serious
methodological issues in this study that
lead me to the conclusion that the 171
percent figure is probably substantially
too high.

One of these methodological issues
is mentioned in the article itself. The
author notes that because more students
with incomes in the 130 to 171 percent
range are certified for meal benefits at a
rate higher than those in the 172 to 185
percent range, her estimate that you
could go as high 171 percent without
cost isprobably an over estimate. While
I do not know exactlywhat is the correct
percentage of the poverty level at which
this proposal would be cost-neutral, I
believe it would be substantially lower
than 171 percent.

I believe it is unlikely that if the
Department of Agriculture, the Office
of Management and Budget or the
Congressional Budget Office were
given a specific proposal of this nature
to evaluate, any of them would conclude
that the 171 percent figure would be
close to cost neutral. And, for purposes
of considering a legislative change such
as this, the cost estimate that the
Congressional Budget Office issues is
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controlling. If CBO were to say that
there would be a substantial cost to the
proposal, policymakers would have to
go well below 171 percent. I believe
that CBO and other cost estimates will
continue to relyon the previous research
in this field and because of method-
ological issues, will not regard this new
study as superseding the earlier ones.
Thus, the income level above which
children would have to pay the full price
would have to be set significantly lower
than 171 percent of the poverty line for
this proposal to be considered cost-
neutral.

Hypothetically, let's suppose that
the income level cutoff needed for cost-
neutrality is set at 155 percent or 160
percent. You could ask me, 'What is
wrong with saying that between 130
percent of poverty and this level,
students should receive free meals while
students between the prescribed level
and 185 percent of poverty pay the full
price? Wouldn't that be an advance?'
Maybe, if the only thing involved were
the school lunch program.

An important issue that the article
does not deal with and which has to be
addressed is that the section of the
National School Lunch Act that sets
the free and reduced-price eligibility
criteria governs not only the school lunch
and breakfast programs, but the child
and adult care food program and the
WIC program as well. Lowering that
income level and eliminating the
reduced-price category would auto-
matically lower the income limit in the
child and adult care food program. This
could have the effect of raising child care
fees for families in the affected income
range. In the family day care portion of
the child and adult care food program,
it would actually result in a substantial
cut in the program overall.

The family day care component of
the child and adult care food program
has two tiers, not three. Those tiers are
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below 185 percent and above 185
percent. If you lower the 185 percent
threshold, you cause a significant cut in
this program. Such a change alsowould
make a large number of low-income
pregnant women and children ineligible
for the WIC program. The WIC
program has an effect on health
surpassing that of the school lunch and
breakfast program. Research suggests
that the WIC program, particularly the
part involving pregnant women and
infants, may have a more significant
effect than virtually any other social
program we know of. WI C has been
found to reduce the incidence of low
birth weight and infant mortality and is
tied to marked reductions in child
anemia. Of course, hypothetically, you
could write the law in such a way as to
separate the child and adult care food
program and the WIC program from
the school lunch and breakfast programs.
!hese programs could have a higher
income level threshold than that set for
th~ ~ree school lunch program. While
~hIsISpossible in theory, I am not sure
It is possible in political reality.

One has to be very careful about the
effects of changing the school lunch
program eligibility structure on other
safety net programs. The law sets the
income criteria for the WIC and child
and adult care food program according
to the criteria for free and reduced-price
meals set by the National School Lunch
Act. So, changes in the NSLP have an
automatic effect upon other programs
unless you are politically able to bifurcate
these income criteria. Therefore, I think
this proposal would put those other
~rograms in a particularly vulnerable
SItuation.

There also is a question of whether
the proposed change would produce
ancillary benefits, such as addressing
what the article refers to as a problem
involving school dropout from the lunch
program. I believe the data show that
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there is not a significant school lunch
dropout problem. The article refers to a
GAO report on this matter, but when
one looks at that report, as well as other
data, it becomes evident that school
dropout covers less than one half of one
percent of the schools in the program.
This tiny dropout has been more than
balanced by the entrance ofother schools
in the program so that the actual number
of schools participating in the NSLP
has been rising. The sometimes-stated
argument that administrative burdens
are leading schools to leave the program
is belied by the fact that close to 99
percent of public schools in the country
participate in the program. In particular,
I know of no evidence that there is some
significant deterrent effect that the
reduced-price lunch structure poses to
participation by schools.

There is another issue which is not
noted in the article but which is
important-that the reduced-price
lunch reimbursement rate structure is
designed in such a way that the $0040
reduced-price charge will remain
permanently at SOAO and will not rise
with inflation. This price was set at
$0040 by federal legislation enacted in
1981. It is still $0040 in 1997, and
unless the law is changed, it will be
$0040 in the year 2015. This means
that the actual cost of the reduced-price
lunch to eligible families is declining
each year in real terms. Consequently,
the participation barrier that the $0040
charge poses diminishes with each
passing year. I am not saying a
price barrier does not exist. How-
ever, when examining the effects of
the $0040 barrier upon participation
behavior, this is one of the factors you
want to take into account. Indeed, the
data show that as the reduced-price
lunch charge has declined in real terms
in recent years, reduced-price
participation in the lunch program has
risen significantly.
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Now one could say, why not solve
the issues I am addressing and make
the school lunch program free for
everyone?That is a legitimate question,
but I am against it. I am against it not
because I think it is a bad idea. I am
against it because I think that other
claims are much more important in a
tight federal budget with limited
resources for expanding socialprograms
and a very limited chance to persuade
the Congress to provide more resources
in the child poverty area.

I have long been an opponent offree
school meals at all income levels. If we
had all the money in the world, I would
be happy to do it, but we do not have all
the money in the world. And, we face
crushing budget deficits when the baby
boomer generation begins to retire. As
a result, we are going to be in for some
very serious belt-tightening in the next
two decades. We have already been in
some serious belt-tightening to reach a
balanced budget by 2002, but we are in
for unprecedented belt-tightening
starting in the second decade of the
twenty-first century, when Medicare,
Medicaid and Social Security costs
inevitably rise as the population ages.

All of the Medicare and Medicaid
reforms in the world, whether they be
conservative or liberal reforms, cannot
escape the fact that health care costswill
consume a steadily larger share of the
federal budget and the national
economy. The proportion of the
population consisting of old people will
rise, and average health care costs are
much higher for older people than for
younger ones. In addition, as medical
technology continues to advance and
finds wonderful new procedures that
can improve health care and extend life,
it will further raise health care costs.
These increased costs will cause real
crunches in other parts of the budget.
The result willlikcly be more reductions
in social programs, including some
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programs important to poor children
over the long term. I would not make the
long-term budget hole even deeper by
making school meals free at all incomes.

Finally, if we are talking about the
more limited idea of making school
lunches free up to 171 percent of the
poverty line instead of 130 percent as at
present, I would have to say that I
believe there are more pressing
priorities, such as providing more
adequate child care to children in
working poor families or restoring food
stamp benefits for legal immigrant
children. For these reasons, I would not
be in favor at this point in time of
spending money making school lunches
free for everyone or even for up to 171
percent of the poverty line. I say this as
someone who has been involved in
expanding the school lunch and child
nutrition programs for the past25 years.
I am one of the people who in 1975
helped fashion the provision of current
law that required schools participating
in the lunch program to offer reduced-
price meals in the first place. But given
present budget constraints and the
choices we have to make, this is not an
issue as pressing as others we face.

The NSLP is due to be reauthorized by
Congress next year. Given current
budgetary pressures, how can Congress
and the President increase the target
population of the NSLP?

I am not sure that much of what
needs to be done requires legis-
lation. For example, I don't believe
we need to increase the school lunch
reimbursement rates. A study
conducted a few years ago by Abt
Associates, under contract with the
Department of Agriculture, found
that on average, schools make a
small profit on the school lunch
program.

We have an entitlement that any
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school that is eligible can enter the
school lunch program. I would like to
see the Agriculture Department and
non-profit groups push the direct
certification option to a greater degree.
More needs to be tried to improve the
quality of the meals without adversely
affecting participation, but that cannot
be legislated and has to be done largely
on a school by school basis. And, I don't
think more can be done legislatively
that would significantly increase the
participation rate of poor children
without carrying huge costs that are
outside the bounds of political reality.
This is not one of the areaswe should be
looking to for significant progress in
addressing child poverty, and I am not
anticipating large changes in the school
lunch program next year.

Is. the three-tiered system the most
efficient and cost effective way to
administer the NSLP?

At the present time Iwould maintain
the three-tiered system. I think that
system has worked quite well in the last
25 years. We have nearly all public
schools participating in the program.

For anumber ofyears, the big concern
related to school food programs lay in
the school breakfast programs, where
we had much lower participation rates
among schools. That is no longer true.
About 73 percent of children of all
income levels who attend a lunch
program school now have access to the
school breakfast program. Since the
breakfast program is, as it should be,
concentrated in schoolswith low-income
children, it appears that well over 80
percent of low-income children in a
lunch program school have access to a
school breakfast program. This is a
dramatic change from a decade ago. It
has largely, although not entirely,
addressed what most of us thought was
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the largest gap in the meals programs.
When talking about child poverty or

even child nutrition, the biggest gaps
and greatest unmet needs now lie
elsewhere and are not in the lunch
program. The lunch program structure,
as compared to the structure of other
safety net programs, is a generous one.
The three-tiered system has not posed
significant administrative problems, as
is indicated by the fact that nearly all
public schools participate. A universal
program would be very expensive. It
would cost more than $7 billion per
year. In my view, there are a number of
more important things to do with $7
billion rather than to provide free school
lunches at all income levels.

Short of having auniversal free lunch
program, it ishard to seehow to increase
participation at the bottom. I do not see
any reason to believe that students at,
for instance, 75 percent of the poverty
line will participate in larger numbers if
the free meal cutoff is raised from 130
percent of the poverty line to 160 or 171
percent. There is no reason to believe
that this would have a significant effect
on participation below the 130 percent
level. The program would not look very
different from a poor child's vantage
point. If there was a stigma issue before,
there would still be a stigma issue.

For those reasons, I am not expecting
or looking for amajor change in this area
next year in the school lunch program.
I am one who views the problems
associated with the extent and depth of
child poverty in the United States as
one of the two or three most serious
issuesfacing the nation. It is a lot ofwhat
I have been working on in the last 25
years, but I do not view the issues in the
school lunch program as being as
burning or crucial as some of the
extremely serious problems we face in
other child poverty areas.
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National School Lunch Program:
Participation and Alternative

Benefit Structure Study

COLLEEN MVAr\AGH

California Food PolicyAdvocates

The objective of this study is to learn more about the determinants of
participation in the National School Lunch Program (NSLP). Specifically, it
focuses on the effects of price, with an eye towards estimating the possible effects
of a proposal in which the lowest income children eligible for reduced-price meals
would become eligible to receive free lunches. To make the proposal cost-neutral
to the federal government, the higher income children in the reduced-price
category would be asked to pay the full price for their meals. Using a logistic
regression, the effect of price on children's participation in the school lunch
program is ascertained. From this, it is determined that if the reduced-price
category were eliminated, the upper limit for the free category could be raised
from 130 percent to 171 percent of the federal poverty line without costing the
~ederal government any additional money. The model also reveals that a new
Inde~ende~t variable, measuring whether the mother works outside of the home
and lives WIth the student, affects whether a child participates in the NSLP.

INTRODUCTION

The National School Lunch Program
(NSLP) (42 USC 1751) is arguably the
most popular and effective means-tested
federal program ever created. It enjoys
the support of agriculture and education
groups, anti-hunger advocates, health
offinals, parents and students alike.
Credit~d with decreasing malnutrition-
related illnesses, increasing the cognitive
and physical growth of children and
mc:easing the consumption of US
agr!cultural products, this program
delIvers results. Therefore, it is not
surprising that it has had such strong
support on Capitol Hill and in local

communities since its creation in 1946.
The program's structure, however, is

complex, with each decade bringing more
subsidy categories and income eligibility
guidelines for determining how much
each child should be charged for a
noontime meal. 1 This complexity is
partially due to the NSLP's status as a
means-tested entitlement program.
Under this status, a school is guaranteed
that for each child it feeds, it will be
reimbursed by the federal government.
Reimbursement levels are based on the
child's family income. In addition, the
school also receives general operations
assistance based on the total number of

AU:HOR'S NOTE: I would like to thank Dr. Jens Ludwig of the Georgetown Public
Pohey. Institute faculty and Vijay Gupta of the Georgetown staff. Without their
anal.ytlcal and statistical guidance, this paper would not have come to fruition. I
retain responsibility for errors of judgement or fact which may remain.
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meals served. In return for this financial
support, the school agrees to offer low-
income children healthful meals for free
or at a reduced price.

Meeting the terms of this agreement
carries significant administrative costs,
and, as the complexity of the program
has increased over the past three decades,
so have the demands from paperwork-
burdened schools to simplify it. Some
schools have even dropped out of the
program, in part, because of the
significant paperwork requirements
(Hilton 1996).

Nonetheless, it is difficul t to simplify
a means-tested entitlement program.
Schools must send out family income
forms for parents to complete on behalf
of nearly 50 million students. Ap-
proximately 26 million of those
applications are returned and approved
by the schools but sometimes not until
schools have contacted parents numerous
times to ask them to return the forms."
The schools, as the stewards of federal
tax dollars, mustverify a random sample
of three percent of these applications by
obtaining proof that the families do not
have more income than they reported.

Every day, cashiers must determine
whether each of more than 24 million
NSLP meals served daily meet the US
Department of Agriculture's (USDA)
quantity requirements. In addition, at
every meal the cafeteria cashiers must
count and categorize each student
according to income levelvrithout overtly
identifying the child's income status.
Only then can the schools send USDA
the resulting reports to request their
subsidy for the meals served, commonly
referred to as their "reimbursement."

This administrative burden has been
quan tified by several school districts that
are participating in USDA's "no-fee"
pilot projects. The pilot districts are not
required to collect applications or count
children by eligibility (i.e., reim-
bursement) category bu t must offer meals
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to all children for free. In 1994 pilot
programs in Philadelphia, Pennsylvania
and National City, California reported
annual savings ofapproximatcly $32,000
and $26,000, respectively, by eliminating
applications. In addition, each city saved
7,000 and 5 ,200 labor hours, respectively,
by eliminating the counting and
qualifying of meals by income category
and in costs associated with collecting
payments (General Accounting Office
1994).

Congress and USDA have looked at
a number of other ways to simplify the
administration and change the scope of
the program. In 1992, Representative
George Miller (D-CA) introduced a
bill (HR 11) that would have eliminated
applications, meal counting and
categorizing, as well as payment
collection. Commonly known as a
"universal-free lunch" system,
Representative Miller's proposal would
have expanded nutrition availability by
making the program free to all students.
However, the Congressional Budget
Office's (CBO) cost estimate for the
proposal was more than one and a half
times the cost of the existing program
(Isaacs 1993). Based on this estimate,
the proposal has been continually rejected
as too costly.

Several sections, known as Provisions
1,2 and 3, were added to the National
School Lunch Act (NSLA) to help
schools with significant low-income
populations decrease paperwork.
Provision 2, in particular, has gained
popularity over the past three years, and
participating schools have reported
administrative savings. Under this section
of the law, schools that choose to serve
all children free lunches ancll or breakfasts
do not have to take applications for three
to five years. However, the program is
cost effective only in schools and districts
with significantlow-income populations.

In 1994, the Personal Responsibility
and Work Act (HR 4) tried to change
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the program by eliminating its traditional
entitlement status and turning it into
block grants to each state. This, too, was
rejected bu t this time for eliminating too
much paperwork-documentation that
guaranteed the nutritional quality of
meals and ensured needy children would
receive their lunch for free or at an
affordable price. The bill \~ould have
also changed the nature of the program
from an entitlement to the child to an
entitlement to the state, and federal
payments would not have kept pace with
changes in food inflation and enrollment.

The basis for determining the effect
of any policy change to the NSLP is the
responsiveness of students and families
to price. Understanding the role of price
and eligibility for price subsidies is the
objective of the current study. As
suggested in the conclusion its results
can provide valuable infor:nation for
analyzing possible budget-neutral
schemes to move towards simplifYing
the school lunch program.

NATIONAL SCHOOL LUNCH
PROGRAM FUNDING STRUC'I1JRE
HISTORY

Congress created the NSLP in 1946 to
improve the health of the nation's school
children and to support US agricultural
commodities. Through the NSLA, the
federal government encouraged schools
to offer lunch to their students at a
reasonable price by giving schools both
cash and federal agricultural com-
modities to help cover meal costs.

Section 4 of the NSLA established a
general assistance cash grant to states
based on the number of children eating
lunch at school. In 1966, however,
Americans grew increasingly concerned
ov~r the plight of the nation's poor
chIldren, and Congress provided
additional subsidies in Section 11 of the
Act. Section 11 provides funds to schools
based on their students' family income
so that children oflow-income families
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are eligible for free or reduced-price
meals.

Over the years, three forces have
influenced changes in the eligibility
guidelines for free and reduced-price
lunches and Sections 4 and 11 funds.
Deficit hawks, concerned over the cost
of the entitlement program to the federal
government, have tried to reduce the
level of general assistance, arguing that it
subsidizes the meals of middle-to-upper
class families.' Anti-hunger groups,
concerned over the level of poverty and
malnutrition among children in the US,
have wanted the program structured to
feed as many poor children as possible.
Many pro-education forces and school
meal professionals have been concerned
that children not receiving a nutritious
lunch will not be prepared to learn, and
that the paperwork associated with a
multi-tier price scheme results in
prohibitive administrative costs; to
resolve these issues, many endorse a
universal-free lunch which would
provide lunch to all students for free.

In 1981 these interests struck a
compromise on the program's structure
that is still in place today." The
structure is best described as a split,
three-tiered system. Students whose
family income is at or below 130
percent of the federal poverty line may
eat for free; those between 131 and
185 percent pay a reduced price not to
exceed $0.40; and those above 185
percent (known as the "paid child")
pay a full price set by the individual
school. Schools in which more than
60 percent of their students qualify for
free or reduced-price meals receive an
additional $0.02 per lunch. Schools
also arc entitled to a small cash subsidy
based on the number of meals served
as well as entitlement commodities,
such as peaches and beef, and
occasional discretionary "bonus"
commodities, such as flour and cheese.

The federal government's per meal
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cost for school year 1996-1997 1S

shown in Table 1.

MEASURING PROGRAM
EFFECTIVENESS

/983 National Evaluation of School
Nutrition Programs

In 1946 Congress declared that the
goal of the NSLP was to provide the
nation's children with proper nutrition.
The program operated for over 30 years
before USDA, the department that
administers the program, conducted a
comprehensive study to determine
whether it was effective in meeting this
goal.The data for the firstcomprehensive
study of program effectiveness, the
National Evaluation of SchoolNutrition
Programs (NESNP), was collected in
1980. Though the main focus of the
study was to quantify the effect of
program participation on students'
health, NESNP also examined research
questions on participation and targeting:
wha t factors influence individual student
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participation; how arebenefits currently
distributed; and how do changes in
student eligibility criteria affect the
distribution of benefits (Wellisch et al.
1983)?

The research done prior to the
NESNP "measured the [student]
participation [dependent] variable as
some type of monthly rate aggregate
across all students in a school" (Wellisch
etal.1983,214).Incontrast, theNESNP
model used the number ofdaysper week
that the individual student participated
asits dependent variable, offering insight
into the dynamic of individual student
participation. From this information,
the researchers examined how large a
role price plays in predicting how often
a student participates in the NSLP.

NESNP found that "[h]olding all
other factors constant, students who pay
higher prices eat the School Lunch less
frequently, older students participate less
frequently than younger students, and
females participate less frequently than
males" (Weliisch et al. 1983,214).

Table 1: NSLP Per Meal Costs to the Federal Government

If < 60% of Students at the School If> 600;&of Students at the School
Eligibility

are Eligible for Free/Reduced are Eligible for Free/Reduced
Category

Price Meals Price Meals
r---

I

I

Section Section Entitlement Section Section Entitlement
4 11 Commodities 4 11 Commodities

!
i

Paid ' S 0.1775 S 0.00 s 0.145 s 0.1975 $ 0.00 s 0.145

Reduced 0.1775 1.26 0.145 0.1975 1.26 0.145

Free 0.1775 1.66 0.145 0.1975 1.66 0.145

Source: USDA's Food and Consumer Service
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Sampling over 5,800 students
participating in the NSLP, NESNPthen
calculated changes in eligibility,
certification and weekly participation
rates under nine models that restricted
eligibility criteria. The comparison year
was 1980when free eligibility was set at
family income levels of 125 percent or
less of the federal poverty line and a
reduced-price lunch between 125 and
195percent. The most restrictive model
t:sted the effect of replacing this three-
tiered system with two-tiers in which
freeeligibilitywould be set at 100percent
~)rless of the poverty level. All other
InComelevelswould pay full price. The
study found that under this model the
demand for school lunches decreased
4.7 percent. NESNP also found that
children eligibleto receivereduced-price
meals had a higher price elasticity than
those with higher incomes.

The authors noted, however, that
their restricted eligibility model might
have underestimated the decrease in
participation for two reasons. First,
sc?ools faced with lower participation
mIght need to raise the full price they
charge for meals which could decrease
pa.rticipation among those paying full
pnce; this effect was not included in the
NESNP analysis.Also, the study treated
two distinct categories of students as
one: those participating in the program
who are eligible for and paying the
reduced price (i.e., certified for reduced-
price meals) and those participating in
the program who are eligible for the
r:duced price but choose to pay fullprice
(i.e., eligiblebut not certifiedforreduced-
price meals). When students in these
two categories lost their eligibility for
reduced-price meals, the study assumed
that the price increase to students who
formerly paid the reduced price
would not affect their participation
rates. It was assumed they would
participate at the same rate as
students who were eligible for
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reduced-price meals but paid the
full price (Wellisch et al. 1983).

However, it is likely that an increase
in price of an average of $0.80 per meal
(1993 dollars) would affect the par-
ticipation rate of a studentwho had been
paying only $0.40 for his lunch. This
calls into question whether the authors
are correct to assume that this caveat
only had a slight effect on the model
outcome.

The study also did not estimate loss
due to schoolsdropping out ofthe NSLP.
The revenue loss to a school resulting
from a decrease in participation could
result in some schools abandoning their
lunch programs altogether.

Another factoromitted by the authors
leaves to question the extent to which
this study can be applied to the general
population. The data for the study were
collected during the 1980-1981 school
year. During that period, Congress
changed the income eligibility criteria
for the program twice (House 1994).
Before July of 1979, states had latitude
in setting their own eligibility criteria.
The participation rates under the newly
formed criteriamayhaveunderestimated
the rates once the public and schools
became informed of the new,more liberal
criteria set in 1981.

Research on Length of Meal Service
In 1992 Erskine Smith, Associate

Director of the Division of Applied
Research at the National Food Service
Management Institute, conducted a
literature review of studies revealing
factors affecting school lunch par-
ticipation. His report confirms many of
the NESNP findings. The most
important addition to the NESNP study
was that the length of time available for
lunch played a part in the student's
participation decision (Harper, Mackin,
Sjogren and Jansen 1980).

The US is expected to continue
having large increases in enrollment
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through the year 2006 (Department of
Education 1994) as the children of the
baby boom generation enter elementary
school. Cash-strapped school districts
are trying to deal with this increase in a
variety of ways, but the effects on the
cafeteria are usually the same: as the
number of children going through the
lunch line increases, the time it takes to
get a meal increases and the amount of
time the students have to eat decreases.

In addition, under a popular educa-
tion reform movement of the 1990s
known as block scheduling, students do
not always have a designated lunch period
or are all scheduled for the same lunch
period. Those expected to eat lunch
during their breaks between classes only
have 10 to 15 minutes to obtain and eat
their lunch. In 1993 the average lunch
period lasted 25 minutes (Brughardt,
Chapman et al. 1993). If the amount of
time available for lunch directly affects
participation, a schedule that limits lunch
time to 10 to 15 minutes-which hardly
gives the student enough time to get to
the cafeteria and through the lunch line,
let alone eat-will have a negative effect
on participation.

1993 School Nutrition Dietary
Assessment Study

The third study of student parti-
cipation occurred from 1991 to 1993
(Brughardt, Chapman et al. 1993). The
School Nutrition Dietary Assessment
Study (SNDA) involved fewer students
than NESNP- 3,300 compared to
5,800. As was done in NESNP, SNDA
researchers developed a participation
model for the NSLP but this time
included more independent variables.

SNDA was the first study to try to
quantify the effect of stigma on
participation. There has been substantial
anecdotal evidence that children assume
students who eat NSLP meals are poor.
School foodservice professionals report
that this fear of being stigmatized as
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poor keeps both low-income and other
students from participating in the N SLP.
The SNDA survey contained a question
on stigma, but the variable was not
included in any of the participation
models tested. The SNDA survey also
asked the length of the lunch period.
The researchers did not include this
variable in their participation models
either. Finally, though the survey asked
for parents' opinions about the con-
venience, cost, taste and nutrition of
school lunches, none of these variables
were included in the researchers'
participation models.

SNDA also estimated the sensitivity
of demand to changes in price for school
lunches. The dependent variable
measured whether a studen t participated
in the NSLP during the week. The study
found that for students who are not
certified for free or reduced-price meals,
a decrease in the mean price from $1.20
to $0.80 "is associated with only an eight
percent increase in participation"
(Brughardt, Chapman ct al. 1993, 136
and 231). SNDA did not examine the
effect of such a change in price on
reduced-price eligible students as distinct
from that of paid students, nor did it
study the effect of alternative eligibility
criteria on participation as NESNP did.

1994 School Lunch Eligihle Non-
Participation Study

The most recent data collection on
participation in the N SLP was conducted
in 1994 (Department of Agriculture
1994). USDA's Office of Analysis and
Evaluation (OA&E) conducted focus
groups at four school sites to determine
why students eligible for meal benefits
did not apply for them. In addition to
confirming many of the participation
variables found in prior research, the
focus groups revealed that some parents
did not apply for benefits and that some
older, certified-eligible children did not
participate in the program because they
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felt stigmatized as poor if they did so
(Department of Agriculture 1994). This
fmding may help explain why SNDA
a?d NESNP found that changes in price
did not affect participation as much as
one might expect.

1997 Participation andAlternative
Benefit Structure Study

The present study built on the findings
of this prior research. Using the SNDA
data set, this study estimated the
sensitivity of participation in the NSLP
to changes in price and determined how
scn.sitivethese estimates are to explanatory
var~ables thought to be important on the
basis of theory and previous qualitative
and quantita tive research .Two variables
examined, length of lunch and stigma,
were not tested in the NESNP or SNDA
regression models. A third variable,
measuringwhetherthe student's mother
:vorked outside the home, which proved
msignificant in SNDA, was controlled
fO.rwhether the student actually lived
WI~ the mother. Parent opinion variables
~)mItted in the SNDA regression were
mc~uded in this analysis as independent
vanables.

The purpose of developing this
participation model was to test whether
the students in each eligibility category
ha:re different sensitivities to changes in
pnce and to determine what those
sensitivities arc. This information was
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used to determine if the reduced-price
eligibility category were eliminated, how
much the income eligibility criteria for
free meals could be raised without costing
the federal government any more money
than the current system does.

DATA DESCRIPTION

This study uses data from USDA's 1993
SNDA study. Specifically, it uses the
data procured through two of the twelve
SNDA surveys: the Student, Family and
Household Characteristics Question-
naire and the School Characteristics
Qpestionnaire.

The SNDA data was collected
between January and May in 1992 from
a nationally representative sample of
students, schools and districts. The total
sample compared to population estimates
are shown in Table 2.

The prime contractor for the project
was Mathematica Policy Research, Inc.
(MPR), with National Opinion Research
Center (NORC) and the Nutrition
Coordinating Center at the University
of Minnesota providing staff support.

The two surveys upon which this
study is based were conducted via mail,
in-person interviews and by telephone.
The response rates are shown in Table 3.

Weaknesses in the data are related to
the subgroup sample size and the age of
the survey. Though a significant number
of students in the population are certified

Table 2: Total Sample Compared to Population Estimates

Sample Population Proportion

Students 3,382 47,000,000 1 in 14,000

Schools 626 93,000 1 in 150

---------- f----------- -_------ ---

School Districts 350 16,000 1 in 46
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Table 3: Response Rates

Survey 'Iota! Completed Percent Responding

- ----_ .._--- f----------- --_-- --

School 237 215 93

Household 2,825 2,478 88

---------- ---------- --------- r--

Student 4,489 3,348 75

as eligible for free meals, very few are
certified as eligible for reduced-price
meals. Only 298 children (10.8 percent)
in the sample were income eligible for
reduced-price meals, with 154 of those
(4.8percent of the total students sampled)
certified as such. The vast majority of
those students participate in the NSLP
five days per week. Ideally, an ordered
logit or probit model measuring the
number of days per week the student
participated would have been used for
the study. Since most students either
participate five days per week or not at
all, the base model was simplified into a
regression model for binary limited
dependentvariables, with the dependent
variable measuring participation (1-5
days per week) or non-participation (0
days per week), in order to simplify the
analysis.

Though the data for SNDA were
collected in 1992, Congress passed two
bills in 1996 and 1997 affecting welfare
benefit eligibility that may change the
composition of the population being
served by NSLP. The 1996 bill, the
Personal Work and Responsibility
Reconciliation Act, modified by the
Balanced Budget Act of 1997 severely
restricts the eligibilityoflegal immigrants
for cash welfare assistance and food

stamps, which might increase their
demand forfreeand reduced-price meals.
It also makes families ineligible for a
broad scope of welfare assistance after
state-determined time limits expire.The
bill also changed the way in which part
of Section 4 payments will be indexed
for food inflation, which could affect
meal prices to students. In 1996 USDA
began the contracting process for an
update to the SNDA study. Data
collection is scheduled for school year
1998-1999. Depending on the timing
of the implementation of the new law,
SNDA II might capture compositional
changes in the population participating
in the NSLP, necessitating an update of
this analysis.

HYPOTHESES

This study tested three hypotheses.
First, length of the lunch period, stigma
and whether or not a student's mother
who liveswith the student works outside
the home significantly affect the
likelihood that a student participates in
the NSLP. These three variables were
not tested in either the NESNP or
SNDA regression model. Second,
students with family incomes between
130 percent and 185 percent of the
federal poverty level (i.e., eligible for
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redu.c~~-price meals) have a higher price
sensitiVity than those with incomes over
185 percent (i.e., paying full price).
T~ir.d, if the reduced-price category were
el~~mated, over half of reduced-price
eligible students could be made eligible
for free meals withou t costing the federal
government additional money.

METHODOLOGY

After combining the responses to the
tw~ SND A data sets used for this analysis,
va:lables were extracted that theory and
pnor research indicate may affect
participation decisions by students.
Because this study sought to estimate the
se?sitivity of participation to changes in
price, students certified eligible for free
meals (i.c., those who were not paying
for lunches) were removed from the data
set. Similarly, those with missing values
for ~h~ number of days per week they
participated in the NSLPwere removed
as well because this variable was used to
construct the dependentvariable. Finally,
students in schools that did not
participate in the NSLPwere eliminated
from the data set because they might not
follow NSLP rules regarding meal size,
nutrition value and price discounting to
lOW-income children. A few of these
schools did not offer a lunch program at
all.

The variable "income" was used to
measure the per-child spending power
of families. This variable was created
in the SNDA study by dividing the
p.overty level for the student's family
Size into the family's income.

N ext, several variables were created.
An interaction term was created to
measure if a student's mother lived at
home and worked outside the house.
The SNDA study measured both
variables but only used the latter in its
regression model. A second interaction
term was created to see if students
eligible for reduced-price meals are
more price sensitive than those eligible
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for full-price meals. This variable was
the product of whether the student
was eligible for reduced-price meals
and the price the student was eligible
to pay. If this variable were significant,
it would indicate that the elasticity of
demand varies depending on whether
the child was certified for reduced-
price meals.

The dependent variable, "part-
icipation," measured whether the
student did not participate in the
NSLP (0 days per week) or did
participate in the program (1-5 days
per week). This dependent variable
was used instead of the number of
days perweek the student participates
for two reasons. First, students who
participate tend to do so five days per
week or not at all (see Table 4 and
Maurer 1983). Second, though an
ordered multinomial probit would
have been the most accurate method
of measuring the dynamics of student
participation, given the distribution
of participation, a binary logistic
regression was used to simplify the
com pu ta tions, analysis and
interpretation.

Finally, the price coefficient from
the regression model was used to
determine new budget-neutral
eligibility criteria under which the
reduced-price category would be
eliminated and those with the lowest
incomes in that category would be
eligible for free meals. The different
participation means for students
eligible for free (4.35 days per week),
reduced (3.61 days per week) and paid
(2.93 days per week) meals was taken
into account in the calculation. The
result gave the number of students
who would have to be moved into the
full price category in order to pay for
those gaining free status. This number
was then translated into new eligibility
criteria for the free and paid categories.
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Table 4: Number of Days Per Week Students Eat a NSLP Lunch

Days Per Week 0 3 I 4 I S I Tota

9

218All Students 383

2

------- ---_._--,._._ - --_. _._----

7

I
!, I I'

102 ! 988 I 2021

---+----r-.-
7 I 6 t 109 \' 142

I I
Students Paying a

Reduced Price

FINDINGS

Hypothesis One
Contrary to the 1992 Smith study,

lunch length did not significantly affect
the likelihood that a student participates
in the NSLP in any of the models tested.
This was true even when the length
variable was grouped into three different
variables measuring short, medium and
long lunch periods (see Appendix B).
These results are surprising given the
prior research and the anecdotal evidence
presented by school foodservice pro-
fessionals that lunch periods of inad-
equate length decrease participation, but
they are not without explanation. The
lunch length variable used was flawed
because it did not control for the serving
capacity and number of students served
during the time period. For example,
imagine two schools each with a capacity
to serve 50 students per minute and
lunch periods 30 minutes in duration.
School A schedules 750 students for
each period allowing students 15 minutes
to get their lunch and an equal period of
time to eat. School B schedules 1,500
students per lunch period, leaving some
students only enough time to get their
meal but not to eat it. A large number of
children in School B probably would
choose to go off-campus for their meal
Dr bring their meal from home. Thirty
minutes can be adequate in one school
but wholly inadequate in the other.

lSI 179

The interaction term measuring
whether a student whose mother lives
with the student and works outside the
home was significant at least at the 90
percent confidence level in all of the
more inclusive models tested. The
coefficient was consistently positive, as
expected, but small. According to the
base participation and participation
frequency models in Appendix B, if a
student's mother lives with the student
and works outside the house, the child's
likelihood of participation in the NSLP
increases by about three percent.

Stigma could not be included as a
variable because only 21 of the observa-
tions indicated stigma was a reason the
student did not participate in the
program. An explanation for the low
response rate lies in the survey itself. The
stigma survey question was asked during
an in-person interviewwith the student.
According to the survey instructions,
the interviewer asked an open-ended
question as to why the student did not
eat a school lunch that day. From the
student's response, the surveyor was to
choose from a list of typical reasons that
fit the response. One of the check-off
items was listed as "stigma associated
with the lunch program." It is doubtful
that a student would use the word
"stigma" in answering the question,
making it incumbent on the interviewer
to interpret correctly the student's
response as stigma. Unfortunately,
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USDA does not intend to conduct
~tudentsurveys in the SNDAII study, so
It will not be able to test whether the
~ffectofstigmaon the student population
ISmore accurately reflected in SNDA or
the 1996 non-participation study.

Hypothesis Two

Students with family incomes
between 130 and 185 percent of the
federal poverty level had the same price
sensitivity as did those with incomes
OVer185 percent. The interaction term
used to determine whether the two
subgroupswere different had averysmall
c~efficient and was statistically insig-
nIficant in every model. This was true
evenwhen an ordered probit model was
used to test the interaction term. The
interaction term in the ordered probit
model had ~ value of 0.0756 and was
significant at only the 0.56 level. Using
the parameter estimates from the base
model in Appendix B, if the price of
lunch were decreased from the mean of
$1.20 to $0.80, a reduced-price eligible
student's probability of participation
would decrease by 4.6 percent.'

This finding is lower than that in the
SNDA analysis conducted by Math-
ematica Policy Research. This could be
?ecause the SNDA regression did not
include the same independent variables
as the present analysis did. The most
notable absencesin the SNDAregression
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are the parent oplOlOn variables,
measuring whether parents strongly
agreed that school lunches were
economical and convenient andwhether
they thought their children liked the
meals (labeled "likeslunch" inAppendix
B). These variables were significant in
all models tested in the present analysis
and had relatively substantive effects on
participation (two of the three had a
larger effect on participation than the
price variable).

Hypothesis Three

Becausethe sensitivityofparticipation
to changes in price is relativelylow, if the
reduced-price eligibility category were
eliminated, well over half of the students
in this category could be made eligible
for freemealswithout costing the federal
government any more than the current
system. The precise break-even point is
171 percent of the federal poverty line.
Thus, the scenarios outlined in Table 5
would be cost neutral for the federal
government.

This estimation was made by taking
the government's cost decrease for
students who would lose their reduced-
price status and equating it to the
government's cost increase for formerly
reduced-price students who would
become eligible for free meals (see
Appendix C). The solution derived gave
the savings, measured in the number of

r--

Table 5: Comparison of Cost-Neutral Income Eligibility Criteria

(as percentage of the federal poverty line)

Current System Alternative System
f----

Free less than or less than or
equal to 130% equal to 171%

Reduced 131 - 185% N/A

Paid greater than 185% greater than 171%
'--
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students who would be moved into the
full price category, in order to offset the
cost, measured in the number of students
who would be moved into the free
category. This was translated into the
corresponding income-poverty ratio.
This method of estimation is more
accurate than that used in NESNP and
SNDA because both the individual
participation rate of the reduced-price
eligible students and the change in that
participation due to the price change
were factored into the equation.
However, limitations in the calculation
and regression require further analysis to
verify this finding.

STUDY LIMITATIONS

There are several limitations to this
model. First, the SNDA study found
that higher fat content in school meals
was associated with higher participation.
However, that variable was not included
in this study due to computation costs.

Schools in which more than 60
percent of the students are certified for
free and reduced-price meals receive an
additional reimbursement of two cents
per meal served (see Table 1). This
payment was not included in the
calculation used to determine the new
eligibility criteria. It is difficult to predict
whether this would change the break-
even point.

The most significant limitation of
the model is that the calculation for
determining the alternative income
eligibility criteria under a two-tiered
system originally assumed that all
participating students eligible for the
reduced price actually pay that price. In
fact, about 60 percent of students who
are income eligible to pay a reduced
price do not become certified for meal
benefits (Almond, Forkosh and Wem-
merus 1996).6 Some of these non-
certified reduced-price eligible students
do purchase school meals, and, in doing
so, must pay the full meal price. The full
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price for school meals is set by the
individual school, with the mean being
$1.20 per lunch.

This has important implications for
determining the costs and benefits of
alternative benefit structures, such as the
two-tiered subsidy structure explored by
this study. According to the SNDAdata
set, more students with incomes in the
130-171 percent range are certified for
meal benefits than in the 172-185 percent
range. Therefore, the cost-measured
in the number of children who will have
to be moved into the paid category to
offset those moving into the free
category-is, most likely, an under-
estimation. If this factor were taken into
account in the calculation, the break-
even point probably will be lower than
171 percent.

There are a number of barriers to
application for benefits that help to
explain why some low-income families
do not apply for meal benefits. The
family must complete and return an
application each year. The parent may
not be literate in the language in which
the form is printed. Medical, emotional
or other problems in the household may
prevent the parent from completing the
form. The child also may be in several
schools within the same year, and the
time lag between arriving, obtaining and
completing the application and being
approved for benefits may prohibit the
child from receiving the benefit before
moving onto the next school. Another
reason why the SNDA data show that
some who are eligible for reduced-price
meals pay full price migh t be the time lag
between when the family completed the
application and the time the survey was
taken. A family could have had an income
too high to qualify for discounted meals
when it initially filled out the application
for the school, but the financial situation
of the household might have changed
between that time and the time the
survey was conducted.
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Moreover, there is evidence that some
f: ifa~1 res actually choose to pay a higher
price than required. This might seem
counter-intuitive, but a family's decision
to. appl~ for meal benefits is complex,
WIth pnce and transaction costs being
only two of a number of factors
influencing the decision. The 1994 School
Lunc~ Eligible Non-Participation study
and lOpu t from school food service
professionals suggest that much of the
re.ason for non-participation is related to
stIgma and pride: some families are
concerned that they will be labeled as
poor when it is known that their income
is low enough to qualify them for means-
~~stedbenefits. Others reported that they
id notwantto take agovernment subsidy

when the~ felt they could afford to pay
the full price.

CONCLUSION

This analysis shows that about one-third
of studenr, currently eligible for reduced-
pnce meals-those with the highest
I~comes in the category-would have to
give u~ that benefit for the remaining
two-thIrds to become eligible for free
meals.

Though this would be cost-neutral
t(~th.e federal government, local school
?Istncts would have to determine the
Impact on their programs independently.
School districts should realize some
a~ministrative savings with the eli-
mInation of the reduced-price category.
Fewer families would fill out yearly
applications, and schools would have to
keep track of fewer price categories at
the. point of service. They also should see
an Increase in participation in the newly
expanded free category. Any change in
the stigma effect resulting from the
change in eligibility criteria would also
affect participation, though the magni-
tude and direction are difficult to predict.

The administrative savings and
revenue increase would have to be
compared to the revenue loss related to
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the par ticipation decrease among
students moving from the reduced-price
category into the paid category. Some
local school boards might find that they
have sufficient savings and revenue to
cover the cost of offering free meals to
the children with family incomes between
171 and 185 percent of the poverty line.

If they do not, the policy question
becomes more complex. For 17 years,
qualifying families have been able to rely
on discounted school lunches for their
children. If this benefit is eliminated,
children may skip meals or their families
will have to choose between spending,
on average, $140 extra each year for
school lunches and sending their child
to school with a bagged lunch made at
home. NESNP and other studies have
shown that bagged lunches have fewer
nutrients than school lunches. Improper
nutrition impairs the physical and
cognitive growth of children. Thus,
making this policy change could
negatively affect the health of some
children (Tufts University 1994).
However, those children in the 130-
171 percent income range, who had
either skipped lunch or brought it from
home because they could not afford the
$0.40 charge for reduced-price meals,
would likely improve their health because
their participation would increase.

To avoid any negative effects, the
federal government could cover the cost
of making those who fall into the 171-
185percent range eligible for free meals,
assuming school districts do not choose
to do so. The cost would probably be
small considering the size of the program
and, if outside revenue sources are not
available, could be recovered within the
NSLP itself. This could remove any
hardship on school districts and families.

Eliminating the reduced-price
category, however, could carry negative
political consequences. Asking the
working poor to pay for their meals
based on their income levels appeals to
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some members of Congress and the
public and could be a contributing factor
to the widespread support the current
program enjoys. The three-tiered pricing
system may give an illusion of fairness
because it asks each group to pay
according to its ability. By contrast, under
a two-tiered system, in which the benefit
to the upper-income tier is relatively
small, the program may appear to some
as an unwelcome extension of the welfare
state.

The maximum reduced-price charge
($0.40), however, was never based on a
mathematical analysis of this eligibility
group's ability to pay. In fact, the 1994
non-participation focus groups showed
that while some eligible families felt the
charge was too high, others felt their
family could afford to pay full price for
the meals. About 60 percent of those
eligible for reduced-price meals are not
certified to receive meal benefits, while
only 22 percent of those eligible for free
meals are not certified for meal benefits
(Almond, Forkosh and Wemmerus
1996).7 This suggests that the reduced-
price category is not as successful as it
could be in serving its constituents. As
the importance of school nutrition
increases in communities, it is a matter
of good public policy to step back and
assess whether the current pricing
structure is meeting the needs of children
and their families.

Finally, as mothers continue to be a
growing part of the US labor force, this
study suggests that families will rely
more than ever on school nutrition
programs.
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DIRECTIVE FOR FURTHER RESEARCH

To improve upon this study, an ordered
multinomial probit model should be used
to ascertain the price elasticity of
participation for students and the result
used to test the accuracy of the break-
even calculation. Also, the certified and
non-certified reduced-price eligible
students should be treated as separate
groups and included in the calculation.
Once this has been accomplished, two
additional alternatives to the current
system should be calculated. First, the
cost of making all reduced-price students
eligible for free meals should be
determined. Given the low price
sensitivity to participation, this cost
should not be as excessive as estimated
by CBO (Isaacs 1993) and could be
offset within the program itself, making
it budget neutral.

In addition, the cost of feeding all
students for free should be calculated. A
universal-free system is one way to
eliminate the stigma effect. I twould also
ensure that the maximum number of
students will receive a nutritionally
balanced school meal, which would
improve their physical and cognitive
growth (Tufts University 1994). Under
a universal-free system, none of the
negative effects associated with moving
to a two-tiered eligibility system with a
171 percent cut-off point would apply.
Finally, all three options should be
estimated for the federal School Breakfast
Program (42 USC 1773) as well.
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ApPENDIX A: CONCEPTUAl, MODEL
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Appendix B: Select Participation Models

Parameter Estimates of Logistic Regression With Dependent Variable Measuring

...._--_.
Participation in NSLP (1-5 days per week)

[Base Model
Parent I L"",h~~Variable Sparse Inclusive
Opinion Length tgt ty

a la carte I I -0.0920
I

Black I 0.4150 I

Breakfast

I
-0.3053 2-t-- -0.2773 1 -0.3734'

!
-0.30662

'-
Convenient, SA 0.8575' , 0.8868' 0.8447' 0.8647 1 0.85803

--
Economical, SA 0.4550 .1 0.4256 2 0.4859 1 0.4437 1 0.4541 3

1-.- ._---
Elementary School 0.3039 2 0.2544 0.30862 -0.30322_.

iEligible RP meals 0.2098 0.3861 0.2450
I._------------ ---- -- "-

Number of entrees -0.0205

Female -0.3283 1 -0.35"37.1 -0.3309 ' -0.3281' -0.3275 1

Income -0.0573 2 -0.05'552 -0.05'13 2 -0.05'81 2 -0.0577 2
_.---

Length -0.0050
. _-- "-1--
Length, < 20 minutes 0.0941

Length, 20-35 min~ i 0.1314

Likes lunch, SA 0.8855.1 I 0.9398' 0.8755' 0.8847' 0.885'6'
c----

I
Mother works 0.2574 I 0.2010 0.1815 0.2679 1 0.2514 I 0.2577 I

-_ .._-----_._---.;
Nutritious, SA I 0.0556 Om08 0.0321

Other race t 0.4510 1

- -.-----------
Open campus -0.7452 .1 -0.9570 J -0.8358 3 -0.8205! -0.7301 .1 -0.7457'
-'
Price -0.7968 1 -1.0376 .1 -0.8876.1 -0.7279.1 -0.7623.1 0.82923

RP eligible'price -0.1771 0.0275 0.1668

Southeast 0.5254.1 0.36072 0.53983 0.5238 .1 0.52271

Snack 0.3655
-- r----

Southwest 0.2204
.- ------ 1------

Urban -0.27032 -0.3318' -0.26872
1----. I '

Vending or store -+ 1882st!1®' .
0.0239

Constant 1.6974.1 1.9564 .1 1.6693.1 0.8274.1
.------- ---- '---'- f-------

Prediction accuracy ! 81.85% 180.95% 80.800Al 81.85% 81.74% ! 81.69%
I

Chi-squared i 251.761 ) 107.34 -, 207.529 .1 251.761 1 207.529 3 i 225.821 1

Goodness of fit 2004.069 \2018.326 2029.826 2004.069 2009.714 2021.344

I .,ignijicallt at the 99 percent confidence Ieue]
2 sigllijicant at the 95 percent confidence level
; sZ~lIijicmlt at the 90 percen: confidence level
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ApPENDIX C: CALCULATION OF ALTERNATIVE INCOME EUGIBIUlY SCALEt

The deer > • al .., d d .ease rn tot cost to government for formerly participatmg re uce -pnce
st~de~ts who will participate even though they pay the full price under the new
gUidelIne + reduced-price students who were participating when their meals were
at a reduced price but will not participate if they have to pay the full price.

T~e increased cost to the federal govern~ent for formerly participating reduced-
pnce students who will now participate for free + newly participating free students
whower '" de not partlclpatmg as reduced-price stu ents.

263
n1
263-n1
$1.26

0.867
0.0735
2.93
$1.585

3.61
$0.40

4.35
$1.985
0.0368
4.35

total number of students income eligible for reduced-price meals
number of students who will be moved into the paid category
number of students who will be moved into the free category
difference in the federal government's cost of a reduced-price meal and a
"paid" meal
participation rate for reduced-price students
participation decrease due to price increase to student
average number of days per week students paying full price participa~e
cash and commodity cost to the federal government of a reduced-price
meal
average number of days per week reduced-price students participate
the difference in the federal government's cost of a free meal and a
reduced-price meal
average number of days per week students receiving free lunches participate
cost to the federal government of free meals
participation increase due to price decrease
average number of days perweekstudents receiving free lunches participate

n l * [[(0.867 - 0.867*0.0735) * (1.26*2.93)J + (0.0735*0.867*1.585*3.61))
n l * [[(0.867 - 0.064)(3.692)] + 0.365}
n l * [(0.803*3.692) + 0.365]
n l * [2.966 + 0.365]
n l * 3.33

(263-n1) * [(0.867*0.40*4.35) + (0.867*0.0368*1.985*4.35)J
(263-n1) * (1.509 + 0.276)
(263-n1) * 1.784
469.212 - (1.784*n1)

n l * 3.33 =: 469.212 - (1.784*n1)
n l * 5.114 =: 469.212
n l =: 91.746

n1 =: 91.746 number of students who will have to be moved into the full price
category

263-92 =: 171.254 number of students who will be able to move to the free category
Based on the distribution of the income variable for the reduced-price students, this
corresponds to a new upper limit for the free eligibility category of 170.56 percent
of the poverty level, which rounds to 171 percent.
t Numbers may not add due to rounding.
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Notes
'Entitlement subsidies are given In

three levels of cash support and two
categories of commodity support. Other
discretionary funding is given for state
administrative expenses, nutrition ed-
ucation and training and other school meal-
related costs.

2This information was reported to the
author by dozens of school foodservice
directors and managers who were members
of the American School Food Service
Association from 1993 to 1997.

"I'hi s argument evinces a mis-
understanding of the purpose of Section 4
funds. These funds are sent to the school
to help pay for the general operation of its
program and are not directly linked to a
discounted lunch price for any student.
Section 11 funds also are sent to the school,
not the student. However, those funds are
directly linked to discounted lunch prices
for qualifying students.

4 After a decade of frequent changes in
income eligibility criteria, PL 97-35
established the criteria still in usc through
the 1996-1997 school year.

5 All regression coefficients were
converted into a change in the probability
of participation by using the formula P(1-
P)Pk where P is the actual participation
rate 'and P

k
is the coefficient for a given

variable. Participation means participation
any number of days per week from one to
five (P=0.867 for reduced-price eligibles
and 0.802 for full-price eligibles).

616.8 percent of students eligible for
reduced-price meals were certified for
free meals; 22 percent were certified for
reduced-price meals.

"See note six. In addition, six percent
of students eligible for free meals are
certified for reduced-price meals.

The Georgetown Public Policy Review, 3: I (Fall 1997)
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Market Access Program Evaluation:
Fruits andVegetables
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Arizona State University

PAULM. PATTERSOl\'

Arizona State University

PAMELAlVlIsCI lEN
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Federally funded agricultural export promotion efforts have come under
~re as being examples of "corporate welfare." Proponents of such programs have
cited the dollar value return to promotion as the justification for government
funding. Neither side, however, has grounded its argument in the economic
theory behind government intervention in markets. This study develops a model
to test whether or not benefits of promotion for a set of fruit and vegetable
commodities are captured solely by the promoters, arguing for private funding of
pron:otion, or whether they "spillover" into other markets, justifYing public
funding, Results are mixed but show high returns to promotion of quintessential
American products such as apples, cherries and french fries.

INTRODUC'TION

Ending "corporate welfare" has become
the hallmark for fiscal responsibility and
budget cutting in recent years. Looking
to cut the deficit, legislators have
identified numerous ways in which
government dollars are subsidizing
American businesses. Agricultural
promotion efforts have fallen into this
category. Proponents of agricultural
promotion argue that although for-profit
organizations benefit from federally
funded promotion, the overall return
per dollar spent justifies the expense.

Furthermore, supporters claim that
promotion programs are used to counter
unfair trading practices of other countries
and that without the funding exporters
could not target certain foreign markets.
Missing from the debate on both sides is
a theoretically and empirically grounded
analysis concerning the appropriateness
of government-funded promotion.

US exports of many fruits and
vegetables have more than doubled over
the past decade. As a group, fruits and
vegetables currently accoun t for approx-
imately 17 percent of total US agricultural

AUTHORS'NOTE: This research was completed under Special Grant from Cooperative
State Research, Extension and Education Service, US Department of Agriculture.
All opinions expressed are those of the authors, as are any errors.

The Georgetown Public Policy Review, 3: 1 (Fall 1997),39-48. Copyright © 1997
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exports. The growing prominence of
these products mirrors global trends
toward increased trade of consumer-
oriented or high value agricultural
products. The extent to which federally
funded programs, such as the Market
Access Program (MAP), have
contributed to strong levels of exports of
high value products has been hotly
debated in political circles. Short and
long-term estimates of the export
earnings attributable to export promotion
expenditures under the MAP, its
predecessors (the Targeted Export
Assistance Program [TEA] and the
Market Promotion Program [MPP))
and the Foreign Market Development
(FMD) program were prepared in this
study for several fruit and vegetable
products, including almonds, apples,
cherries, frozen potatoes, grapes,
grapefruit, raisins, walnuts and wine.
Long-run returns reflect the sales
response following from previous years'
promotion, as consumers respond to
earlier promotion.

The House Budget Committee
Chairman, Representative John Kasich
(R-OH), heads a coalition committed
to eliminating federal programs con-
sidered wasteful and inappropriate uses
of tax dollars. These programs are often
referred to as "corporate welfare." In
order to justify public provision of export
promotion funding, Kasich argues that
the social returns from export promotion
must exceed those earned byan exporting
firm. In the absence of government-
aided export promotion programs, firms
may under-invest in promotion. Thus,
publicly funded promotion can assist in
capturing these additional returns for
society. The origin of these additional
returns are attribu table to several factors,
including the positive externality one
exporter enjoys from the promotional
efforts of other exporters-a "spillover"
or "halo" effect (Dwyer 1994). With
regard to export promotion, some
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exporters may benefit from the
promotional efforts of other product
exporters or export sectors. Additionally,
growth in US exports of fruits and
vegetables may be attributable to many
economic factors, like foreign income
and population growth, a weaker dollar
and lower US prices, as well as
government export promotion policies
like the Market Access Program.
Determining the independent effect of
these variables on exports is important
for making policy decisions.

Much debate also surrounds the issue
of generic versus branded promotion. In
practice, the distinction between generic
and branded promotion may be artificial.
Ultimately, the issue revolves around the
effect of promotion. Due to the
heterogeneity of products and markets
within the fruit and vegetable industry,
it is clear that no one strategy for
promotion works for all commodities,
nor will promotion have the same
spillover effects to other commodi ties or
products from sources other than the
US.

PROBLEM STATEMENT

FewdenythatthefutureofUSagriculture
lies in finding and exploiting new
opportunities for export. Nowhere is
this more true than in the case of
consumer-oriented products, or agri-
cultural products ready for the grocery
store. With US per capita consumption
offresh fruits and vegetables growing at
a rate ofless than one percent per year
(Department of Agriculture 1996a,
1996b), growth must come through
export markets. Despite recent mod-
eration, the previous decade has been
witness to rapid growth in fruit and
vegetable exports. Improvements in
production and marketing efficiency by
US growers, coupled with rising incomes,
changing dietary patterns, currency
fluctuations, liberalization of export
markets, improved distribution facilities
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and export promotion programs all
contributed to frui t and vegetable exports
in fiscal year 1996 of $10 billion
(Department of Agriculture 1997).
Whereas these commodities comprised
: 1 percent of all US agricultural exports
111 1986, their share in 1996 grew to 17
percent. As Figure 1 shows, exports of
many consumer-oriented products, such
as sweet cherries, wine, grapes, frozen
potatocs and apples have in fact doubled
in volume in the last decade,

Given the many factors that may be
responsible for this growth, the specific
role of government-funded export
promotion is of some question. If, in
fact, this success is due to fundamental
economic forces, then there is little need
for public support of private exporters'
market development efforts.

Currently, funds for consumer-
orientcd export promotion are provided
und.er the Markct Access Program,
secnon 244 of the Federal Agricultural
Improvement and Reform Act (FAIR).
The .MAP allows Foreign Agricultural
ServIce (FAS) officials to allocate $90
million of Commodity Credit Cor-
poration (CCC) funds to state or regional
tra~e associates, cooperatives or small
bus1l1essesto help provide trade servicing,
technical assistance and consumer
advertising for exports of consumer-
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oriented agricultural products. Export
promotion, in its current form, was
initially enacted in the 1985 Food
Security Act as the Targeted Export
Assistance Program, which was designed
to allow US exporters to counteract unfair
trading practices by competitors.
Funding under TEA represented an
order-of-magnitude increase from
previous amounts available under the
Foreign Market Development initiative.
Returning to a more general mandate to
"develop, maintain, and expand US
agricultural exports," the 1990 Food,
Agriculture, Conservation and Trade
Act reau thorized the TEA as the Market
Promotion Program (General Account-
ing Office 1993,2). Initially authorized
at $200 million, subsequent appro-
priations were far lower than this amount.
This reduced funding resulted from a
series of gencral concerns Congress had
expressed over the implementation of
these programs.

Specifically, in 1993 General
Accounting Office (GAO) researchers
made numerous criticisms ofMPP: the
FAS could not prove subsidized
promotions were, in fact, additional to
those already planned; the program could
cause firms to become dependent upon
government aid in developing new
markets; foreign firms were drawing

Figure 1: Growth in Consumer-Oriented Product Exports 1985-1995
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benefits from US taxpayers; large firms
received a disproportionate amount of
the funding; and targeting specific firms
and markets was counter to the mandate
of simply "increasing exports" (General
Accounting Office 1993). In general,
the MPP was often cited as a prime
example of "corporate welfare." While
the MAP authorization in the 1996
farm bill places new restrictions on the
program in an attempt to address many
of these concerns, more recent criticism
goes beyond these program details to
question society's need for any form of
export promotion.

It has been suggested that there are
two requirements to justifY public support
of export promotion: private firms must
under-provide export promotion com-
pared to the socially-optimal level, and
there must be a compelling public interest
to increase firm's promotion (Rauch
1992). Private firms will under-promote
in foreign markets if access to foreign
markets and foreign awareness of US
products are either public goods or
contain significant positive exter-
nalities-benefits to the economy that
do not accrue to the promoting firm. If
these extra benefits can indeed be
captured by the economy in general,
then there is a case for a compelling
public interest in helping firms develop
new markets for US agricultural exports.
Recently, legislators have brought this
standard to the MAP debate by arguing
that publicly funded promotion programs
should provide a return to society greater
than the returns to the promoting firm.

There are four positive externalities
associated with publicly funded pro-
motion programs. First, advertising one
commodity can increase the demand for
another that is regarded as a close
substitute for the first or shares many of
the same characteristics, including place
of origin. This is known as a spillover or
halo effect of promotion (Dwyer 1994).
Second, effective promotion provides
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information on product availability, price
and quality-information that can allow
a market to more closely approximate a
perfectly competitive market (Nelson
1974). Third, the annual debate
surrounding the appropriations process
causes firms that participate in gov-
ernment promotion programs to expect
their funding to be terminated every
year. Consequently, firms have little
incentive to develop plans with horizons
beyond one year, while the effects of
their promotion may last for manyyears.
Fourth, many commodity associations
promote their product abroad in order
to alleviate domestic surpluses. In fact,
research has shown that export sales can
lead to significant increases in grower
prices (National Food and Agricultural
Policy Project 1996). However, estimates
of the return to promotion based on
foreign sales do not consider the benefit
provided by more stable and prosperous
domestic markets. Further, the ability of
a promoting nation to retain the benefits
of these externalities depends upon the
market power of the firms through which
it directs promotion efforts. Whereas
existing research on the effectiveness of
export promotion considers only its
direct, short-run impact, this study will
attempt to estimate more of these
indirect, long-term benefits and costs of
market development. In addition, the
study will use a comparison of the
effectiveness of promoting different
commodities to suggest any possible
relationship between market power and
the ability to promote effectively.

OBJECTIVES

The primary objective of this study is to
determine the effectiveness of federal
export promotion expenditure on sales
of US fruits and vegetables in selected
foreign markets. In order to accomplish
this task, this study will estimate the size
of the halo effect of promoting one
commodity on the demand for com-
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modities that are associated with the
promoted commodity; estimate the
impact of promotion spending beyond a
firm's one year market planning horizon;
and characterize those products that arc
able to benefit from branded messages
and those that respond more to generic
strategies.

For the purposes of this study,
promotion spending on trade servicing,
technical assistance and consumer
advertising are aggregated into one value
for each commodity-country obser-
vation. Pooling the expendi tures for each
commodity across all destination
countries for the years 1985 to 1994
provides unique estimates of promotions'
effectiveness for each of several different
commodities: grapes, apples, grapefruit,
sweet cherries, almonds, walnuts, wine,
raisins and frozen potatoes. The
following section describes how
promotion influences demand and uses
this information to construct an empirical
model of promotion effectiveness.

ESTIMATING THE RETURNS TO
PROMOTION

This study assumes that promotion is
one of many different factors that can
cause the demand for exports to change
over time and between countries.
Economic theory suggests that pro-
~otion can change demand in many
dlfferentways. Promotion programs with
a strong generic content, or where the
focus is on an entire class of products
(such as all types of apples from all
sources), can initiate and induce
consumers to purchase that product,
while messages that take advantage of a
strong brand name can reinforce and
persuade consumers to choose a particular
variety or brand within a product category
(Ward, Chang and Thompson 1985;
Chang 1988). Whereas generic content
tends to be more informative, promoting
specific brands tends to be more
persuasive. Informative advertising is
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believed to cause a market to become
"more competitive" (Nelson 1974), while
persuasive advertising may cause the
promoting firm or country to increase its
market power, or ability to seta premium
price (Das et al. 1993). To the extent
that US commodities are perceived as a
particular brand in export markets,
branded promotion can be expected to
increase market share, whereas pro-
motion of products that are difficult to
brand may increase the sales from all
countries together. Although data on
branded and generic promotion expen-
ditures are not available for this study,
certain commodities are identified as
being associated wi th a brand and others
not. Therefore, information can be drawn
from the types of products that do well
under either type of strategy.

Whether developing a brand name
or supplying product information, both
types of promotion are often viewed as
investments by promoting firms in
consumer goodwill or their stock of
product knowledge. To the extent that
both of these arc depleting assets, the
effects of promotion in one year are
expected to persist over time. Branded
and generic promotion also differ in
terms of this persistence (Chang 1988).
Branded promotion can be expected to
have a more immediate effect, producing
market share quickly, but eroding as
rivals respond with their own campaigns.
Generic promotion, on the other hand,
may begin slowly but lasts as long as the
consumers' ability to recall and use
information about a product's char-
acteristics. Therefore, single-period
estimates of the effectiveness of either
type of promotion in increasing demand
tend to significantly understate the total
effect on sales over a number of years.
This suggests that export demand is a
function not only of current promotion,
but previous years' promotion as well.

Similarly, treating the demand for a
product as a function of its promotion,
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but not the promotion of related
products, also tends to understate
promotion's impact. Generic messages
in particular tend to have a halo effect
whereby all other products that are
associated with the promoted product,
whether by region of origin, type of use
or nutritional and taste factors, tend to
benefit indirectly.

Of the various causes of export
expansion over the previous decade,
promotion spending is one of the few
that are directly measurable. Although
improvements in distribution facilities,
lower trade barriers and changing
consumer tastes abroad are likely to
explain some of the growth, these factors
are difficult to quantity in a statistical
model. On the other hand, the major
determinants of trade are easily captured
by readily available data. For example,
improvements in the competitiveness of
US exports are reflected in the relative
price of US import goods. Clearly, lower
US prices relative to the prices of other
products may be responsible for some of
the export growth. Because foreign
importers consider prices in terms of
their own currency, depreciation of the
US dollar in past years may explain not
only the increase in demand during the
1980s but also the more recent slowdown.
Foreign consumers will also buy more
imported consumer-oriented goods as
their incomes increase. Consumer-
oriented products tend to have higher
income elasticities than basic com-
modities such as wheat, soybeans or rice
and therefore benefit disproportionately
from rapidly rising incomes. If neither
incomes nor prices change, per capita
demand may be constant, but exports
will still increase atthe rate ofpopulation
growth. Except for population growth,
each of these effects-promotion, relative
prices and incomes-must be measured
in real terms in order to control for
variations in purchasing power caused
by local inflation.
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With data on each of these variables
for several countries and a number of
years, statistical models isolate the
independent effect on export demand of
US promotion programs. The following
section describes the data used in this
evaluation and provides a brief descrip-
tion of the econometric models used.

METHODS AND DATA

This analysis requires three types of data:
export values, quantities and prices;
measures of foreign income, prices,
populations and exchange rates; and
export promotion expenditures by
commodity, country and year. Trade
data from 1984 to 1995 are reported by
the US Bureau of Census, Department
of Commerce. Because these data include
only trade values and quantities, prices
are calculated as export unit values by
dividing value by export quantity. The
amount demanded is expressed in per
capita terms by dividing by total national
population. Unit values are converted to
real domestic currency units by mul-
tiplying by the exchange rate and dividing
by an index of consumer prices in the
importing country. Although trade
promotion did not begin until the 1986
marketing year, by including two years
of zero expenditure a more accurate
estimation of promotion's incremental
effect on demand is provided. Promotion
expenditure includes the amount
allocated under the TEA program from
1986 to 1991, the MPP from 1991 to
1995 and the Foreign Market Develop-
ment program for all years. FAS records
provide data on promotion allocations
for exports of apples, almonds, grapes,
grapefruit, cherries, frozen potatoes, wine
and walnuts. To estimate the spillover
effect from promoting other com-
modities on the particular good of
interest, a variable that aggregates all
promotion for all commodity-country
pairs and subtracts out the own-
commodity promotion is calculated. Data
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on foreign incomes, exchange rates,
consumer prices and population are taken
from the InternationalFinancial Statistics
(IFS) database published by the
International Monetary Fund.

Separate models are estimated for
each commodity. By pooling the data
for each commodity over all importing
countries for every year in the sample,
the total number of panel observations
varies from 82 for cherries to 455 for
wine. For all commodities, missing data
on foreign economic conditions in the
IFS database necessitate removing 1995
from the sample period. To capture the
dynamic effects of promotion, per capita
demands are modeled in a partial
adjustment framework. Consumers
adjust slowly to a new level of demand
beca~se of habits, delays in acquiring
new Information, search costs, inventory
accumulation or other rigidities. In terms
of the econometric model, current period
demand is a function of demand in the
previous period in addition to the other
factors thought to affect demand.
Including all of these considerations
~he en:pirical model for each commodi~
IS written as shown below for all j
commodities, where Qit is the per capita
exports. to country i in year t, Ai,l_l is
pro.motIOn expenditure, lagged one
penod; ~Aj,t_l is the total expenditure on
promot1Og all other commodities; P is
the real e t' . :,1xpor unit value 10 foreIgn
curr~ncy; Ii,1 is real GDP per capita in
for~lgn currency; Ci,1 is a binary indica tor
va~lable ~or each country in the sample;
T, ISa series of binary indicators for each
year l3i = a (1-A); and c. is a random

I II

e~ro~ term, assumed to' be normally
dlstnbuted. With this specification, the
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long-run effect of promotion is found by
dividing the promotion coefficient by
(1-A). Each commodity model is
estimated with ordinary least squares.

RESULTS AND DISCUSSION

The results from estimating each model
are used to calculate three measures of
the return to promotion: the short-run
return, the long-run return and the halo
effect. Each measure of return is expressed
in terms of the dollar-value increase in
exports for the next dollar of promotion
investment, evaluated at 1994 prices,
exchange rates and population levels.
Weighted by 1995 promotion amounts,
the average return over all commodities
is $4.05 in the short-run and $5.32 in
the long-run. This means that the next
dollar invested in export promotion can
be expected to provide $4.05 in additional
export sales within one year and $5.32
over the effective life of the promotion.

These results indicate several impor-
tant characteristics of agricultural export
promotion. First, the returns are highly
variable between commodities as success
is critically dependent upon idio-
syncracies of the markets, competitors
and institutional aspects of the trade in
each commodity. For example, these
results suggest that attempts to promote
raisins in export markets have been
ineffective, while promotion is highly
effective in selling cherries, apples and
frozen potatoes abroad.

Second, the halo effect, or the spillover
from promoting one commodity on the
demand for another, is positive for some
commodities but negative for others. A
negative halo effect suggests that a rise in
promotion expenditure on all US

EMPIRICAL MODEL
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Table 1: Returns to Consumer-Oriented Export Promotion: 1986-1995

Measures of Returns (ll/Promotion $)

Commodity* Short-Run Long-Run lIalo Effect

Almonds 2.288 3.867 -0.474

Apples 8.944 12.058 6.382

Cherries 9.199 11.492 -0.342

Frozen Potatoes 8.248 11.571 0.696

Grapes 6.791 7.234 -1.845

Grapefruit 3.345 5.250 -0.288

Raisins 0.797 1.11.1 0.007

Walnuts 1.244 1.421 -3566

Wine 1.314 1.669 7.609

*Note: TIle own-promotion parameter estimate for walnuts was not significantly different from zero at a 5%
level of significance. The returns are calculated using the parameter point-estimate.

commodities causes the demand for a
particular commodity to fall. While this
may be interpreted as evidence of
cannibalism between products identified
as being of US origin, a positive halo
effect suggests that a commodity may
indeed benefit from being associated
with other goods of US origin.

Third, several of these commodities
are marketed abroad under brand names
that are widely recognized in the US
market. Although promotion programs
may contain both generic and branded
messages, raisins, wine, almonds and
frozen potatoes are largely marketed
under brand names that are identifiable
in the US. However, this does not mean
that these brands convey similar market
power in foreign markets. Branding US
products in a foreign market may simply
mean creating an identity that is
American, rather than company specific.
Notice the list of products that have had
the most successful promotion pro-
grams-apples, cherries and french fries.
These products are already identified as
quintessentially American, so whereas

the promotion managers mayattempt to
mount a generic product campaign, they
are in fact conveying a branded
message--the "Made in the USA" brand.

CONCLUSION

Due to the heterogeneity of products
and markets within the fruit and
vegetable industry, it is clear that no one
strategy for promotion works for all
commodities, nor will promotion have
the same spillover effects to other
commodities or products from sources
other than the US. Overall, the effects of
promotion through the Market Access
Program for the nine commodities in
the sample have been positive-$4.05 in
export sales for every dollar spent in
promotion in the short run and $5.32 in
the long run. In addition to the direct
benefits to the commodity being
promoted, promotion may result in a
halo effect or unintended benefits to
commodities other than the one being
promoted. This effect is most notable in
wine promotion where $1.00 in
promotion returns $1.67 to wine but
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$7.61 to other commodities-in effect
acting as an effective "Buy USA"
campaign.

The results of this study suggest that
positive externalities do exist for foreign
agricultural promotion, therefore justi-
fying government funding. It also
suggests administrative changes to
promotion programs such that money is
targeted toward those promoters and
commodities which will return the
highest benefit to the economy as a
whole, not just the product being
promoted. Finally, it brings a standard
to not only agricultural promotion
programs but also to other federally
subsidized efforts that government
should intervene only when a missing
market exists and provision of funding
can be shown to be in the public interest.
However, while promotion does yield
benefits beyond those captured by the
promoter, this qualification is met by
numerous government-funded programs
and could likely be met by countless
programs not even in existence.
Therefore, the ultimate question of
whether or not the government should
appropriate funds for the promotion of
agricultural products remains inherently
a political one.
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A Case Study of the Administrative
Process: Creating the Least
Restrictive Environment for
Students with Disabilities

STEPHENc. SHANNON
University rj"Virginia Schoolof'Las»

. This article presents a case studyofcongressional,judicial and bureaucratic
Intc.ractions involved in attempting to define and implement the "least restrictive
enVIronment" clause of the Education for All Handicapped Children Act of 1975
(~AHCA). While EAHCA was arguably the most progressive piece of civil
rights legislation in the 1970s, an examination of the administrative process
reveals the systemic obstacles associated with implementing progressive social
reforms. Following the case study and analysis sections, this article offers policy
re.com~endations designed to facilitate morc inclusive education for students
with disabilities in accordance with the original intent ofEAHCA.

INTRODUCTION

Twenty-two years after the inception of
theEducationfor All Handicapped Children
Actif1975 (EAHCA) (20USC 1400), it
would be difficult to identify more than
a handful of practitioners, legislators,
scholars or parents of students with
disabilities arguing that the legislative
Intent of Congress came to fruition.
EAHCA, reauthorized in 1990 as the
Individualf With Disabilities Education
Act (IDEA), conditions federal grants
to the states on the stipulation that
students with disabilities will receive a
free and appropriate public education in
the least restrictive environment (LRE)
(20 USC 1412). While Congress and

the courts have stated that the optimal
LRE setting for students with disabilities
is the regular classroom, implementation
by state and local education agencies
have produced disparate results. For
example, during the 1993-1994 aca-
demic year, 83 percent of students with
disabilities in Vermont received educa-
tional training in the regular learning
environment, while California educated
less than five percent of students with
disabilities in such a setting (Morra
1994).

This article presents a case study of
congressional, judicial and bureaucratic
interactions by focusing on the formu-
lation and implementation stages of

AUTHOR'SNOTE: I am grateful to Robert A. Katzrnann, Gail Lieberman and Anne
Shannon for sharing with me their expertise in the procedural, substantive and
historical aspects of disabili ty policy and for reviewing a previous draft of this paper.
I also benefited from critiques made by Patrick Brogan, Vincent Spera and the
editorial board of The Georgetown Public Policy Review. The views expressed in this
paper are solely my own, as are any errors.
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EAHCA. First, it evaluates the legislative
intent underlying EAHCA, the judicial
role in developing and interpreting
EAHCA and the Department of
Education's treatment of the LRE
mandate. Next, the article assesses the
local response to EAHCA and details
the method in which LRE opponents
were able to capitalize on weaknesses in
the legislation. Finally, the article
analyzes EAHCA in the broader context
of the administrative process and follows
with policy recommendations designed
to promote the inclusion of students
with disabilities in the regular learning
environment.

LEGISLATIVE HISTORY ANDJUDICW,
PRECEDENT FAVORING LRE

EAHCA and Congressional Intent
Between 1973 and 1975, Congress

spent a considerable amount of time
assessing America's system of special
education. The congressional enactment
of EAHCA came after the debates that
elucidated two points. First, prior to
EAHCA, federal programs supporting
special education had not adequately
addressed the needs of the disability
community. Second, an inordinate
number of individuals with disabilities
had become unnecessarily dependent on
the state for assisted living due to either
their complete exclusion from the public
school system or to segregated
instruction.

During the 1975 House and Senate
hearings regarding the proposed
EAHCA, statistics provided by the
Bureau of Education for the Handi-
capped showed that of the 8.7 million
children diagnosed with disabilities, only
3.9 million received an appropriate
education during the 1974-1975
academic year. Of the remaining
children, 1.75 million did not receive
any educational services, and 2.5 million
received an inadequate education (Cong.
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Rec. 1975, 19486-87). A study
conducted by the Council for Exceptional
Children supplemented this finding bv
providing a state-by-state breakdown;f
this discrimination (Cong. Rec. 1975,
19487-92). Another congressional
study, conducted by the National Center
for Educational Statistics, noted that in
one state': "A majority of the 77 counties
did not have school systems offering
special education classes for all types of
handicaps. None of the counties had
school systems offering a continuum of
special education classes for all types of
handicaps. Only seven counties offered
some type of special education in each of
their several school districts and this was
sometimes limited to one class for one
type of handicap. Four counties provided
no special education class for handi-
capped children"(1975, 14).

Besides recognizing that the special
education system was unduly discri-
minatory, most legislators also realized
that special education had been a poor
financial investment for the country.
The Senate Committee on Labor and
Public W clfare reported that the "long
range implications of [the afore-
mentioned] statistics are that public
agencies and taxpayers will spend billions
of dollars over the lifetimes [of persons
with disabilities] to maintain such persons
as dependents and in a minimally
acceptable lifestyle. With proper
education services, many would be able
to become productive citizens, con-
tribu ting to society instead ofbeing forced
to remain burdens" (Senate 1975, 9).

This recognition prompted bipartisan
efforts to enact EAHCA. In doing so,
the Act represented a philosophical
change among legislators towards
placing students with disabilities in more
inclusive educational environments.
EAHCA thus guaranteed to people with
disabilities a "free appropriate public
education" (20 USC 1412[2][B]) and
stated that "to the maximum extent
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appropriate, handicapped children
'" [must be] educated with children who
are not handicapped, and that ... removal
of handicapped children from the regular
educational environment [should] occur
only when the nature of the severity of
the handicap is such that education in
regular classes with the use of sup-
plementary aids and services cannot be
achieved satisfactorily" (20 USC
1412[5]).

Legislators also included in EAHCA
a requirement that each student have an
individual education program (IEP)
team consisting of administrators,
teachers, a student's parents and the
studentwhen appropriate. The lEP team
would be the primary vehicle for
ev:u~ating a student's progress, deter-
mInIng the appropriate supplementary
supports for ensuring LRE and designing
a student's curricula (20 USC 1401).
1_'he Act further sought to protect the
ngh~s. of students with disabilities by
r:qulf1~g that an educational agency
gIVewntten notice to a student's parents
or guardian whenever it proposed a
change to a student's LRE placement
(e.g., regular classroom instruction to
resource room instruction). Further-
more, students protected by EAHCA
w~re entitled to a due process hearing
pnor to such placement changes. Finally,
the Act allowed a student's parents or
guardian to initiate civil proceedings in
the event that theywere dissatisfied with
the due process hearing (20 USC 1415).

Judicial Precedent Favoring LRE

Legislators found great support for
EAHCA by relying on judicial decisions
that contextualized inclusive education
as a right of students with disabilities.
Two pre-EAHCA federal cases merit
particular attention: PARCv. Common-
wealth ~fPennsylvania and Mills v. Board
ofEducation of the District of Columbia.

PARC ·v. Commonwe;lth of Penn-
syluani: (343 F.Supp. 281-282 [1972])
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was a class action suit initiated by a non-
profit organization and the parents of13
children with cognitive disabilities. The
class consisted of all persons wi th mental
retardation between the ages of six and
21 who were excluded from a public
education in the Commonwealth. At
issue was the constitutionality of a state
statute that, inter alia, relieved the State
Board of Education from any obligation
to educate a child whom a school
psychologist certified as uneducable and
untrainablc and allowed the State Board
of Education to indefinitely postpone
the admission to public school of any
child who did not have the mental
capacity of a five-year-old. Concluding
that the settlement agreement reached
by the parties was fair and reasonable,
the court enjoined the Commonwealth
from denying, postponing or terminating
any student's right to a free public
education due to a disability (302). The
court also mandated that the Common-
wealth provide a student's parents or
guardian with notice and a due process
hearing prior to changes in the child's
educational status (303).

Mills ·v. Board of Education of the
District of Columbia (348 F.Supp. 868
[1972]) was a class action suit focusing
on the right of the District of Columbia
to exclude a child from receiving a public
education. Students had been expelled
from, or denied access to, the school
system for reasons related to their
particular disabilities (869-870). In
finding that the plaintiffs were entitled
to relief, the court made several
noteworthy rulings. First, each child in
the District of Columbia was entitled to
a free and appropriate public education
regardless of the degree of his or her
disability. Second, each child was entitled
to a due process hearing, a periodic
review of his or her educational progress
and adequate alternative services in the
event that the child was removed from
the regular educational setting (878).
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Third, the District of Columbia could
not abdicate its obligation to provide the
aforementioned reliefby claiming a lack
of financial resources (876).

After the passage of EAHCA, the
courts continued to affirm the rights of
students with disabilities. In Roncker v.
Walter (700 F.2d 1058, 1063 [1982]),
the Sixth Circuit Court ofAppeals recog-
nized an affirmative obligation to enforce
"a very strong congressional preference"
for mainstrcarning-' students with
disabilities into regular classrooms. It
further acknowledged that a segregated
educational setting could not be
considered superior to the regular
learning environment if those services
which made the placement superior could
be incorporated into integrated class-
rooms. In Oberti v. Board ifEducation if
Clementon, NJ (995 F.2d 1204, 1216-
1217 [1993]), the Third Circuit moved
beyond the traditional due process and
equal protection rationales forjustif)ring
LRE and noted that the education of
students with disabilities in hetero-
geneous learning environments is
affiliated with the constitutional rightof
association (as guaranteed by the First
Amendment). The Fifth Circuit, in
Daniel R. R. v. EI PasoIndependent School
District (847 F.2d 1036, 1048 [1989])
devised a two-prong model for evaluating
compliance with the LRE mandate: a
school must educate a child in the regular
classroom if supplemental aids and
supports could produce a satisfactory
learning environment for the student;
and if a segregated learning environment
is necessary, a school is obliged to
mainstream the student to the maximum
extent appropriate.

The legislative embodiment of the
PARC and Mills decisions were the
EAHCA provisions giving each student
with a disability access to a free and
appropriate education (20 USC 1412);
an IEP team which holds periodic
reviews (20 USC 1401); and due process
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hearings (20 USC 1415). By relying on
these two cases, legislative advocates were
able to steer the national debate towards
viewing LRE as a civil right rather than
as a policy option for educators. The
Roncker, Oberti and Daniel R. R. decisions
gave further support for contextualizing
LRE as a constitutional right. The
primary and unresolved issue now became
one of implementing the LRE mandate
in the face of a history of discrimination
nationwide.

TIlE FEDERAL ROLE IN IMPLEMENTING

EAHCA

In the case of Hendrick Hudson District
Board if Education v. Rowley (458 U.S.
176 [1982]), the Supreme Court defined
the role of the judiciary in enforcing
LRE. Speaking for a majority of the
Court, Justice Rehnquist asserted that
courts should not impose their view of
preferable educational methods upon
states (207-208). Rather, the judiciary's
role was to assure that the procedural
safeguards for complying with LRE-
an IEP team and due process hearings-
are adequately met by state and local
education agencies. By ensuring that
procedural safeguards are met, the Court
believed that the substantive component
of EAHCA-LRE placement would
naturally occur (204-207). The Court
thus created a two-part standard of
judicial review of state compliance with
EAHCA: courts must first determine
whether a state complied with the
procedural safeguards of the Act and
then determine whether the IEP was
reasonably calculated to provide some
educational benefit to the child with a
disability. All that courts could require
was state compliance with these criterion.

The Court's decision in Rowley to
devolve substantive discretion to state
and local education agencies-the
sources of the discrimination-consti-
tuted a significant setback for legislative
advocates of EAHCA. Yet this decision
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(Yentzer 1992). The high level of
criticism that the Department received
for making a non-binding policy
recommendation to local levels of
government gave federal agencies an
empirical incentive tomaintain a"hands-
off' approach in the area of special
education.

LOCAL IMPLEMENTATION OF EAHCA

As local administrators attempted to
implement the LRE mandate, problems
quickly arose that led to diminished
support for the policy.First,manygeneral
education teachers had little or no
experience instructing students wi.th
disabilities. Furthermore, few special
educators had experience teaching
students with disabilities in a regular
educational environment (Stanfield
1995). Ittherefore became essential that
state and local education agencies
facilitate substantive interaction between
these two groups of professionals.
Without making a human capital
investment through cooperative teaching
workshops, a loophole in EAHCA could
quickly arise: regular classrooms might
not have the appropriate" supplementary
aids and services"(20 USC 1412[5][B])
in terms of teacher training to make
them conducive learning environments
for students with disabilities.

Yet state and localeducation agencies
made little effort to retrain teachers, in
part becausemany administrators viewed
EAHCA as an unfunded congressional
mandate (Aleman 1995).While the Act
does not meet the formal criteria to be
classified as an unfunded mandate,
Congress has never paid more than 12.5
percent of the excess cost of educating
students with disabilities in the LRE-
despite a legislativeprovision that allows
the federal government to provide up to
40percent of excesscost (Stanfield 1995;
see IDEA, sec. 1411). The impact of
this federally-imposed fiscal burden
created an incentive for states to preserve
segregated education.
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A second obstacle to the imple-
mentation of LRE was EAHCA's
reliance upon parental participation in
IEP meetings and due process hearings
as the primary vehiclesfor implementing
the LRE mandate. In practice, parents
were often hesitant to challenge the
placement recommendations made by
school officials because of the nature of
their relationship. Since future decisions
of the school officials could negatively
affect the quality, placement and daily
educational experienceof achild, paren ts
had a disincentive to take legal action
that could generate hostility in the
decisionmaking process (Neal and Kirp
1985; see generally Galanter 1974).

Also, the dynamics of IEP con-
ferences often discouraged parental
participation. As noted by Clune and
VanPelt, "Parents are almost always
outnumbered [by teachers, admin-
istrators, principals, counselors, school
superintendents] at IEP conferences[and
the] dynamics of small groups usually
prevent minority viewpoints from
exerting any real influence" (1985, 34).
Furthermore, the researchers found that
school officials tend to speak in highly
formal, non-interactive educational
jargon during the meetings, thus
alienatingparents (particularlythosewith
less formalized training) from the
decisionmaking process.

In sum, the resistance to LRE by
state and local education agencies, the
"hands-oft" approach to implementing
EAHCA by the Department of Ed-
ucation and the courts and the deterrent
for parents to participate on IEP teams
or initiate due process proceedings
created a formidable obstacle to the
establishment of a national LRE policy.
The effect is apparentwhen noting that
the range of students with disabilities
educated in the regular learning
environment during the 1993-1994
academic year spanned from fivepercen t
(in the least inclusive state) to 83percent
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(in the most inclusive state) (Morra
1994).

THE ADMINISTRATIVE PROCESS

After reviewing the history ofLRE, it is
reasonable to ask if devolving authority
to local levels of government can ever
create uniform outcomes among school
districts in accordance with legislative
intent. While the administrative failure
in implementing the LRE provision of
EAHCA reveals the limitations of
devolution, policymakers would be
remiss to draw a conclusion based on
this case study alone. Nonetheless, one
must consider the enormous complexity
of implementing innovative policies
when the channels of government
include some 16,000 local school districts
(Neal and Kirp 1985), over 50 state
governments (US provinces, territories
and Washington, DC included) and
hundreds of intermediate state and local
educational agencies. Such a fragmented
system inevitably will result in varying
degrees of compliance with federal
statutes, particularlywhen the legislative
mandates are drafted with ambiguity
and contain compliance loopholes.

One hypothesis explaining why, with
EAHCA, Congress failed to provide
more guidance for policy implementers,
the courts and the Department of
Education is that legislative proponents
of inclusion believed that LRE was too
novel and abstract an idea to incorporate
into a single piece oflegislation with any
degree of specificity. In order to facilitate
bipartisan support and to ward off
political resistance from local govern-
ments and lobbying groups, legislators
may have drafted the LRE provision of
EAHCA ambiguously, expecting it to
be further defined later. With textual
support from the courts, the Department
of Education could then monitor and
enforce state compliance with rigor while
avoiding a political backlash from lower
levels (If government.

55

In the absence of other factors, this
policymaking approach would have
several benefits. Congress would avoid
operating time-consuming pilot pro-
grams to assess the effects ofLRE at the
student level. Legislative supporters of
the LRE principle would avoid the
negative political effects brought on by
inevitable anecdotes related to the
problems of educating students with
disabilities in general education class-
rooms. Legislators would also be utilizing
a known ally-the judiciary-as in-
dica ted by the PAR Cand Mills decisions.
Finally, allowing the Department of
Education to develop its own guidelines
for evaluating state compliance would
reduce the congressional workload,
eliminate the need for amending statutory
guidelines as conditions changed,
establish a relatively permanent group of
decisionmakers addressing LRE prob-
lems and allow specialists to handle
matters on which Congress is not
knowledgeable (Aranson, Gel1horn and
Robinson 1982).

However, the Rowley decision gave
support to the proposition that the LRE
mandate is a matter best handled by the
states, and the federal role should be
limited to monitoring compliance with
EAHCA procedures (i.e., ensuring due
process hearings and IEPs for each child,
rather than focusing on actual levels of
inclusion within school districts). The
Department of Education acquiesced in
this position by deferring LRE decision-
making to the state and local education
agencies except in matters pertaining to
procedural violations or flagrant abuses
by school districts. Judicial and
bureaucratic passivity produced a system
wherein the parents' role on IEP teams
and their right to due process hearings
became the central vehicles for enforcing
LRE. As noted in this article, local
officials-with financial and philo-
sophical reservations about LRE-were
able to frustrate the LRE movement by
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minimizing parental involvement in both
areas.

POLICY IMPLICATIONS

Any set of policy recommendations
designed to promote the inclusion of
students with disabilities in the regular
educational setting must be tempered by
practical constraints. Recent events
suggest that meaningful LRE reforms
must occur within the statutory
constraints already defined by IDEA:
the Clinton Administration's initiative
to downsize federal government; .
Congress' hostility towards the De-
partmentofEducation in the post-104th
session era; the federal government's
penchant towards giving states greater
autonomy over social programs; and the
Court's textually demonstrable belief tha t
education is a matter best handled by
local government. Coupled with a 22-
year history of the states overtly
implementing the LRE mandate with
non-uniformity, it is unlikely that
Congress will resolve the problem of
educational segregation by expanding
the rights afforded to persons with
disabilities through IDEA amend-
men ts. Nor is it likely that Congress will
give greater statutory discretion to the
Department of Education for enforcing
state compliance with the LRE provision
ofID EA. Looking beyond this grimac-
ingforecast, however, there are possible
areas where LRE advocates can focus
reform efforts to create a more inclusive
environment for students with dis-
abilities: bolster the already established
parental procedural safeguards; create a
uniform monitoring system of state and
school district compliance with the LRE
provision; and disseminate such informa-
tion to Congress, state and local
education agencies, public interest groups
in the field of disability policy and
throughout the court system.

The Supreme Court in Rowley took
the position that the IEP and due process
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components of EAHCA serve as the
bulwark for making the LRE paradigm
a reality for students with disabilities.
However, this study indicates that in
many cases, parents have under-utilized
their right to participate in IEP
conferences and to initiate due process
hearings prior to a change in their child's
LRE placement. Thus, an effective way
to promote inclusive education is by
encouraging greater parent participation
in the decisionmaking process.

The Department of Education
currently allocates "systems change
grants" to the states in an effort to facilitate
changes towards a more inclusive
education system. While grants have
increased the number of parental
education programs nationwide, the level
of activity varies considerably among
states. In part, inactivity occurs because
sponsoring parental education programs
is only one of several options for spending
the grant money. Furthermore, less than
half of the states to date have received
systems change grants from the Depart-
ment of Education.

Thus, advocates of LRE could
facilitate the inclusion process through
organizing parent workshops that
supplement those already in existence.
Rather than devising a format for these
workshops from scratch, LRE advocates
could utilize the resources available
through OSEP. In addition to fielding
student-specific questions from parents,
a good workshop should cover the
following points: the purpose of an IEP;
the parents' role in designing student
curricula through the IEP; the procedure
for appealing IEP conference decisions
through due process hearings; and further
methods of appeal beyond the due process
hearings (e.g., civil proceedings).

I n order to facili tate grea ter comi ty in
the IEP process, school administrators,
particularly those who serve on IEP
teams, should be invited and encouraged
to participate in the workshops. This
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would facilitate discussions among
parents and school officials outside the
IEP conference setting, thus creating a
secondary benefit of lessening the
potential for animosity in the IEP
decisionmaking process.

Based on the courts' and the
Department of Education's historical
deference to state decisions in the field
of special education, it should not be
surprising that there is non-uniformity
among states with regard to the annual
data submitted to the Department of
Education.3 One of the negative effects
of having non-uniform data is that
policymakers lack the information
necessary to make valid interstate and
inter-school district comparisons. In
turn, the courts and the Department of
Education have difficulty determining if
a ~articular school district is conducting
wIdespread discrimination in a manner
extreme to other school districts with
similar demographics. Imperfect infor-
mation also affects the quality of
congressional decisionmaking and the
focus of congressional debates during
the annual reauthorization periods of
IDEA.

.The aggregation of nationally
ulllform data is a task best suited for
LRE advocates in the Department of
Education. Least restrictive environment
advocates in the private or non-profit
sector lack the ability to force states to
change their annual reporting systems.
Mo~eover, the current congressional
sentiment presumably would not allow
~or statutory changes in IDEA that
Imposed a greater burden on the states.
Opponents of a nationally uniform
reporting system (presumably those states
m~st opposed to inclusion) will likely
object, contending that the Department
of Education would be infringing on
states' rights in the field of special
education. However, LRE advocates
should take the position that a uniform
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reporting system is necessary for tracking
state compliance with the procedural
safeguards of IDEA (i.e., tracking the
quality of! EPs and due process hearings).
Presumably, the aggregate student
placement decisions of a school district
indicate the effectiveness of its IEPs and
the fairness of its due process hearings,
particularly if a school district educates a
disproportionate number of students with
disabilities in segregated learning
environments. Both the courts and the
Department of Education have main-
tained aview thatthe federal government
has a role in enforcing the procedural
safeguards ofID EA. As such, a national-
ly uniform reporting system would be
within the jurisdiction of the Department
of Education, as it would assist in
enforcing the procedural, rather than
the substantive, aspect ofIDEA.

A FINAL WORD

Twenty-two years after the creation of
EAHCA, now known as IDEA, the
country has yet to reconcile which
educational setting is most appropriate
for students with disabilities. This article
examines the administrative process in
order to elucidate some of the systemic
difficulties associated with trying to
enforce a national LRE policy. The
recommendations presented here focus
on incremental changes that LRE
advocates can realistically initiate with a
probable degree of success. The current
political climate would not welcome
more radical change, particularly when
it delegates more discretion to the federal
government. Yet systemic change in
special education is certainly necessary.
If the country continues allowing local
governments to implement the LRE
mandate at their own discretion, one of
the last obstacles to the civil rights
movement-segregated education-
will continue to thrive.
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Notes
'The name of the state referred to in

the cited report was not provided.
2 As the Third Circuit noted in Oberti

v. Board of Education of Clementon, NJ
(995 F.2d 1204, n. 1 [1993]), the term
"mainstreaming" is disfavored by some
educators as it connotes the shuttling of a
child with a disability into a regular learning
environment without making alterations
for the child. In today's vernacular, the
term "inclusion" is frequently used due to
its emphasis on providing supports in the
regular learning environment that facilitate
the inclusion of students with disabilities.
Since this article seeks to provide, in part,
a historical analysis, it uses those terms
that were common parlance in the
respective era. In the policy implications
section, infra, I refer solely to the term
"inclusion."

3 For a detailed discussion of differing
state practices when monitoring the
achievements of students in special
education, see Ysscldyke, James E. 1993.
Testing Accommodations for Students with
Disabilities. Synthesis Report No.4.
Minneapolis, MN: University of
Minnesota; Ysseldyke, James E. 1994.
State Special Education Outcomes.
Minneapolis, MN: National Center on
Education Outcomes; Ysseldyke, James
E. and Martha L. Thurlow. 1993. Views
on Inclusion and Testing Accommodations
for Students with Disabilities. Synthesis
Report No.7. Minneapolis, MN :National
Center on Education Outcomes.
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Community-Wide Child Care Policies:
A Computational Experiment

GlflLLERMO MONTES

University ofRochester

A utility-maximization model is used to analyze the impact of three child
care policies on children's outcomes, parental employment and consumption
patterns. The policies are a general subsidy in the price of day care, an increase
In non-labor income and an exogenous increase in parental preferences for
positive outcomes of children in both adjustment and formation of cultural and
reli~ious identity. Emphasis is placed on determining which families benefit and
which families are hurt by each policy. While all family types react to policy
changes, the higher the quality of the home environment, the swifter the reaction
to the policy change. Therefore, it may be unwise to design general community
policies based on research regarding at-risk families alone. It is argued that non-
labo: i.ncome increases and preference changes are better policy options than
subsidies for governments looking for community-wide policies designed to
Improve children's outcomes. The experiment is calibrated for the average
parent; consequently, results are not applicable to low-income or welfare
populations.

IN'fRODUCTION

Designing day care policy for a
community is a complex endeavor, in
part because a community contains
par~nts who provide different quality
envIronments for their children. Such
policies can result in avariety of outcomes,
each supported bystrongc~nstituencies.
Any policy aimed at influencing the day
care decisions of parents can affect their
l~bor force participation; the amount of
time parents arc involved in caring for
their children; the amoun t of time parents
have available to participate in activities
other than child care, such as volunteer
work and leisure activities; and parents'
consumption patterns. In addition, such
a policy can affect children's develop-
mental outcomes and the transmission
of values across generations, especially

cultural and religious values. Ideally,
policymakers would like to impact one
of these areas without influencing the
others, bu t the effects of a given day care
policy often expand well beyond its
intended purpose. Consequently,
responsible policymakers need to
understand how policies can produce
unanticipated results.

This experiment examines three types
of public policies related to child care:
decreasing the price of day care,
increasing non-labor income and
influencing parents to care more about
children's outcomes. It will show that
price subsidies bcnefi t the standardization
of religious and cultural identity and
benefit the development of children
whose home environments arc low in
quality. I t will also show tha t increases in

~ln'1l01~S NOTE: I would like to thank Pam Montes, Deb Johnson, the GPPR
cadcrnic Committee and anonymous reviewers for helpful comments.
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non-labor income and changes in
parental preferences result in more diverse
cultural and religious formations and
benefit the development of children
whose homes are high quality environ-
ments.

Making policy for a whole
community is quite different than
making policy for a narrowly targeted
group. In particular, one must be careful
not to violate the presumption that
parents are performing their ordinary
civic duties well. Therefore, this study
argues against price subsidies as
community-wide policies on the
grounds that it treats all parents as
providers of low quality homes and
ignores the possibility that price subsidies
may harm children from higher quality
environments. Increases in non-labor
income and preference changes are
proposed as policies suitable for
community-wide implementation.

ASSUMPTIONS

Since the issue of day care is complex, it
is particularly important to state the
assumptions which underlie this
theoretical model. The basis for this
model is as follows:

Assumption One

The vast majority of families
Cincludingworking parents) provide care
for their children. The debate about day
care, which emerged in the 1970s, was
shaped by the prevalent framework
regarding female labor force
participation at that time. Stetson (1991)
classified female labor participation as a
dialectical triad. The first phase was
dominated by the protection of
motherhood and resulted in restrictive
labor legislation for women in the 1920s;
the second phase concentrated on
women as workers and culminated in
the 1978 Pregnancy Discrimination Act
which legally defined pregnancy as a
temporary disability; and the third phase,
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which started in the 1980s, focused on
integrating family with work.

The day care debate was shaped in
the second of Stetson's stages, and its
main concern was the equality of women
as workers. Stetson states: "For women
to have equality, the idea of their separa te
domestic sphere had to be destroyed and
women's issues separated from those of
children and family ...This framework
excluded the concerns of motherhood,
children, family and health" (1991, 410).
Consequently, the emerging day care
debate in the 1970s was influenced by a
false dichotomy between workers who
happened to be mothers and mothers
who happened not to be working for
pay.

Often, it is mistakenly assumed that
only mothers who work outside the home
use paid child care services. However, as
Hofferth reports: "Some mothers who
are not employed use paid child care for
their children. Particularly common
today are nursery school programs for 3
to 5-year olds. Baby sitters are common,
as are other forms of care such as lessons,
sports, and other activities, particularly
for school-age children. Thus having a
mother who is not employed does not
necessarily imply exclusive paren tal care"
(1991, 120).

The key variable then is the number
of hours of parental care and not the
employment status of the mother.'

Assumption Two

Direct care provided by parents is an
informal program. Conceptually, an
informal program may be defined as any
non-center based child care arrangement,
including parental care, relative care and
non-relative care.

Assumption Three

Families have a broader concept of
child development than child dcvel-
opmentexperts do. Differences between
the popular and expert view of child
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development may be classified in three
groups: differences in priorities,
omissions experts make and parents do
not make and integration of the day care
decision in the family context.

Differences in Priorities

Child development experts have
compiled a series of standards including
the well-known National Association
for the Education of Young Children
(NAEYC) standards, Head Start
performance standards, Child Welfare
League of America standards, Federal
Interagency Day Care Regulation
standards and the National Academy of
Sciences Panel on Child Care Policy
Standards (Hayes etaL 1990). Each set
of standards assumes certain basic critcria
will be met. For example, they tacitly
assume that children will not be abused
by caregivers and that the child care
arrangement will not generate undue
stress in the family.

Paradoxically, parents are often most
concerned with those very conditions
that experts assume are satisfactory.
Sonnenstein (1991) offers evidence that
parents judge quality based on a safe and
healthy environment (particularly the
issue of potential caregiver abuse),
whether the environment promotes
learning and its convenience. Kisker and
Maynard report that "parents select the
child care arrangements on the basis of
quality, location, and cost considerations,
in that order" (1991, 136).

Convenience, including location, is
sometimes treated as an idiosyncratic
preference on the part of parents who are
not as concerned over the quality of the
children's setting. It seems more
reasonable to view convenience as a
necessary requirement to reduce stress in
the family. Both families and experts
agree that stress in the family does affect
child development.
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Omissions Experts Make But Parents
Do Not Make

Child rearing includes the duties of
moral training, character development
and the formation of a cultural and
religious identity. However, one cannot
find a single guideline in the NAEYC's
long list which addresses these areas of
child development directly. These
omissions are surprising because there is
a long history of extensive psychological
research on moral development (see, for
example, Piaget 1932, Kohlberg 1978
and Kegan 1982).

The formation of cultural and
religious identity cannot be ignored given
the history of civil and legal clashes
between public schools and parents
belonging to religious minorities (see,
for example, the Supreme Court record
on the subject in Mever u. Nebraska [262
US 390 (1923)], Pierce v. Society of the
Sisters ofthe HolyNames ofJesus and Mary
[268 US 510 (1925)] and Wisconsin v.
Yoder [406 US 205 (1972)]).

Integrating the Day Care Decision in
the Family Context

Child development experts have a
narrow scope-the outcomes of an
individual child. Quality in day care is
strictly defined as that which benefits
the individual child, without regard for
the family as a whole.

While families care about their
children and their developmental
outcomes, their job is to integrate those
outcomes with the fulfillment of the
material, social and spiritual needs of
each family member (including other
children) and the provision of whatever
is necessary to form a strong family. For
families, child development must always
be considered within the family context.

One of the contributions of eco-
nomics to the day care debate has been
the modeling of the integration of
children's outcomes in the context of
family decisionmaking (see Blau 1991



64

for a comparison of the economist's and
educator's models of preschooI).

Assumption Four

Most parents prefer to personally
help their children develop. While
most child care studies analyze the
impact of center-based care on
children's developmental outcomes
(sec, for example, McCartney, Scarr,
Phillips and Grajek 1985 and Belsky
1986 on the impact of infant day care
on mother-child attachment), parents
may prefer to care for their own
children even if alternative care
arrangements arc marginally superior.

Many parents believe that being
personally involved in the development
of their children has great rewards."
Of course, such preferences must be
integrated with the demands of work,
the preference for doing other activities
and the resources available. As a result,
parents with this preference do not
necessarily provide care for children
directly. This assumption posits a
preference, not an outcome.

METHODOLOGY

Kydland and Prescott (1996) iden-
tified five major steps to running a
successful computational experiment:
pose a question, use a well-tested
theory, construct a model economy,
calibrate the model and run the
experiment. These five steps arc taken
to analyze the impact of three different
types of public policies on the labor
participation of parents, their choice
regarding parental care and the
ou tcomes of children. As previously
noted, the three policies are subsidizing
the price of day care, increasing parents'
non-labor income and influencing
parents to care abou t children's ou tcomes.

The theory used is the standard tool
of much of policy analysis today--a utility
maximization model. A model is
constructed on the basis of this tool,
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calibrated with national data reported in
Casper (1995) and three experiments arc
run.

MODEL

This model is based on the one used by
Edwards, Fuller and Liang (1996) and
is modified and expanded in a few areas.
In particular, the model incorporates the
quality of the day care arrangement as
Hofferth (1991) suggested.

Consistent with Assumption One,
the main problem of the household
decisionmaker is the allocation of the
parent's time among direct provision of
care (C), paid-employment (E) and
doing other activities (GA).3

Consistent with Assumption Three,
child development is divided into cultural
and religious identity formation (1) and
adjustment (A). Adjustment, in this
context, refers to the narrower expert
notion of child development (i.e., general
social, emotional, cognitive, language
and motor development). Cultural and
religious identity formation (f) measures
the strength of identity formation, not
its content. Therefore, children with the
same level of Iwill have an equally strong
sense of identity, although the content
of such identity will vary reflecting the
plurality of religious and ethnic
traditions. Parents are assumed to care
about both identity and adjustment.

Consistent with Assumption Four,
the time dedicated to parental care is
treated as an argument of the utility
function. As a result, the eftectofparcntal
preferences to be primary providers of
child care is captured in the model.

Therefore, the decision of parents to
enroll a child in day care is a function of
five factors:

U=U(I,A, G,GA, C)

where I and A are the components of the
broader concept of child development,
Gis a composite consumption good, GA



Community-Wide Child Care Pol icies

is ~a:~ntal time spent in other unpaid
a~tlVlt1es and C is time spent providing
dIrect care to the child.

The household decisionmaker faces
five constraints:

I =SI +CI (1)s ,-

A =SQ/CQ,. (2)

T =OA+E+C (3)

~ =C+S (4)

y" +wE= G+PS (5)

. The first two constraints specify the
Identity and adjustment formative
processes (production functions). This
approach was taken by Edwards, Fuller
a~d Liang (1996), although consistent
W1~heconomic nomenclature, they called
child development "human capital."

The level of identity of a child is a
function of the time spent in day care (S)
and at home with the paren t (C)weigh ted
by the respective quality parameters (1,
and I). These quali ty parameters indicate
the amount of effective identity
co~munication given per hour in each
settmg. Note that the I parameter is the
contribution of the day care program to
the formation of a specific identity (the
o~e chosen by parents) and obviously
will vary depending on the agreement
between the family's identity goals and
the religious and cultural approach of
the. day care program. For example,
mamstream secular day care will have a
low ~ as viewed from the perspective of
an Old Order Amish family and a high
~ for a family who espouses the tenets of
secular humanism.

~he second constraint is the pro-
ductIOn function of adjustment which
depends on the time spent in each setting
(d~y care [S] or with parents [CD
:veIgh ted by the effective instruction as it
ISrelated to child's adjustment per hour.
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These parameters (Q( and Q) are quality
indexes of both programs-the home
program and the day care program.

Consistent with Assumption Two,
parental care is treated as an informal
program with associated adjustment and
identity outcomes. Both production
functions are modeled as linear functions
for simplicity; one may assume that they
are linear approximations.

Constraints 3 and 4 are the parental
and child's time constraints. Constraint
3 simply says that the waking time of the
parent (7) must be spent directly caring
for the child (C), working (E) or in other
non-paid activities (OA). Constraint 4
says that the time in which the child is
directly cared for (T) must be spent in
either the home program (C) or in the
day care program (S).

Finally, Constraint 5 represents the
family's budget constraint. Exogenous
income (Y*) and labor income (the wage
rate [w] times hours of employment [ED
must be spent in paying the day care
(hours in day care [S] times its price [P])
and purchasing the composite good (G).

The household maximizes the
aforementioned problem and solves for
E,OA,C,S and G. This maximization
problem can be simplified by noting that
the substitution of the constraints in the
utility function yields a two variable
unconstrained maximization problem as
shown on the following page.

The initial first order condition (foc
1) regulates the choice of the number of
hours dedicated to parental child care.
The identity term indicates the relative
gain or loss in utility associated with the
gain or loss in cultural and religious
identity formation resulting from keeping
the child in the parents' care, as opposed
to placing him or her in day care. The
adjustment term has a similar meaning
but refers to the relative gain or loss in
the adjustment level of the child. The
work revenue term indicates the lost
revenue in goods which could have been
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Two VARIABLE UNCONSTRAINED MAxIMIZATION PROBLEM

Max S(C, OA)
C,OA

Where S(c,OA) is equal to:

U[(Tc - C) !\' + S!,,(Te - C)Qs+SQ,), - P(Te - C+ y.+ w(T- OA - C),OA,C]

There are two first order conditions: foel and foc2

foci: Se = U/I e - Is) + U2 (Q c - Qs) - UJ ( w - P) + Us = 0
Identity +Adjustment - Work Revenue + Satisfaction with Direct Care = 0

purchased if the hour spent with the
child had been used in paid employment.
Note that (w-P) is the effective wage
rate net of day care costs. The last term
measures the marginal preference for
spending time with the child.

In summary, the first order condition
simply states that parents will choose the
number of hours dedicated to parental
care that balance all the advantages and
disadvantages mentioned.

The second first order condition (foe
2) regulates the choice of the number of
hours dedicated to pursuing other
activities. It is well recognized in most
labor economics models that the time
dedicated to other non-paid activities
will balance the preference for doing
these activities with the lost revenue.
That revenue is measured in terms of
goods which could have been purchased
had that time been used in paid
employmen t. 4

Four Types of Families
The strength of this model is its

potential to analyze children's outcomes.
Those outcomes, as the first order
conditions show, depend partially on
whether the home program is better
than the alternative day care program in
terms of adjustment and identity. Since
millions of home programs exist, the
relative performance of the day care
program will vary. Therefore, a simple
typology of families was constructed to
better analyze the results of the model.

The model was used to generate
simulated responses of four family types
to different policies of in terest (see Table
1).

Type I families are those who are
better at providing adjustment and
identity formation than the day care
center. Type II families are worse
providers of both identity formation and
adjustment than the day care center.

Table I: Family Types

Qe> Qs Qe < Qs

Ie > Is Type I Type III

Ie < Is Type IV Type II
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Type III families provide a better
program in terms of identity formation
but not in terms of adjustment. Finally,
!ype IV families provide a better program
In adjustment but not in identity. Any
communi ty is likely to contain these four
types of families to varying degrees.

CALIBRATION OFTHE MODEL

The standard Cobb-Douglass utility
function was used. The calibration
process proceeds by adjusting the
preference function to obtain realistic
~utputs (e.g., time spent working and
time spent in day care) using a vector of
realistic input parameters (e.g., wage
and hourly price of day care). The
standard neoclassical assumption of
constant preferences was used through-
out the calibration process.

First, the week was limited to a five
day work week. The number of hours a
week available to the parents was set at
85 which is five days minus seven hours
~f sleep daily. Similarly, the child's total
time was set at 70 hours per week to
reflect that children sleep abou t 10 hours
a day.

Casper's 1995 report on the cost of
minding preschoolers was used to obtain
wage and price estimates. Casper used
the Survey of Income and Program
Participation (SIPP) 1993 data.' Using
Casper's data and assuming that mothers
had their children in day care about 40
hours (the average work week for these
mO.thers was 36.52 hours per week),
their non-labor income was sctat $603.75
per week, the wage rate was $12.58 and
the hourly price of day care was $1.85.

Assume that identity and adjustment
arc measured using a standardized t-
Score measure centered at 0.5 with
stan?ard deviations of 0.1. The average
quahty of home environments in both
identity and adjustment was set at the
mean value. Since day care providers
us~ally have specific training regarding
child development, we assume that the
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average quality of day care was set one
standard deviation above the average
quality of home environments in
adjustment(Q,=0.6). On the other hand,
since parents are better able to provide
children with a sense of identity and
most day care centers are not typically
geared toward giving children a sense of
identity, the quality of day care centers is
one standard deviation below the mean
(J =0.4).6

s All that remains is to adjust the
preference parameters. The preference
parameter for consumption heavily
influences the selection of paid-working
hours (E). Therefore, the consumption
preference parameter (a) was adjusted
first, while keeping the remaining four
parameters set equal to each other. By
setting the consumption preference
parameter to a3=0.47, E=36.63 was
obtained (compare with Casper 1995
E==36.52). This result was close enough
and the model was deemed to be
calibrated.'

To create the four family types, a
high quality home program was defined
as one that was two standard deviations
above the mean value of 0.5. Similarly,
the low quality home programs were set
at two standard deviations below the
mean.

POLlCY ONE: PROVIDE A PRICE

SUBSIDY FOR DAY CARE CUSTOMERS

Price subsidies are popular policies in
day care. Common price subsidies
include voucher programs, subsidized
slots in particular programs and sliding
paying scales. Edwards, Fuller and Liang
(1996) report that federal expenditures
in this type of policy exceed $7 billion
annually.

Relatively speaking, government is a
new participant with respect to this type
of policy; relatives and friends have been
subsidizing child care for centuries. Even
today, as Casper (1995) reports, 83
percent ofworking mothers using relative
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care do not pay child care at all. To study
this policy, the effect of a price subsidy
from a level of zero to a full subsidy of
$1.85 per hour was simulated.

Results of the Experiment

All six variables respond to a change
of policy. Figure 1 displays the impact of
a price subsidyon the provision of parental
care and the adjustment and identity
formation of children for each type of
family.

Time Spent With Child (C)

All families respond to the subsidy by
reducing the time they spend with their
child. Type I families are most sensitive
to the policy (i.e., reduce the time spent
with the child at a faster rate) while Type
II families are the least sensitive.

Time Spent in Other Activities (OA)

All families respond to the subsidy by
increasing the time they spend in other
activities.

Time Spent Working (E)

Responses vary by family type. Type
I families (those with high quality
adjustment and identity formation
qualities) increase the number of hours
they spend at work, while all other family
types decrease it.

Time Spent By Child in Day Care (S)

All families enroll their children for
more hours in the day care program as a
result of the policy. Type I families do so
at the fastest rate, while Type II families
have the slowest rate.

Non-Day Care Expenditures (G)

Consumption increases as a result of
the policy for all types of families.

Identity Formation Level (1)
In terms of identity, some children

benefit and others are hurt. The children
who benefit are those whose home
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program is relatively low quality in
relation to the day care center. In
summary, the policy favors the homo-
genization of identity fostered by the day
care program. This harms the children
of families who have non-mainstream
identity preferences.

Child's Level of Adjustment (A)

In terms of adjustment, some children
benefit and others are hurt by the policy.
The children who benefit arc those whose
home programs are low in adjustment
quality as compared to the day care
program. Children who are hurt are
those whose home programs offer better
quality than the day care program.

POLIcvTwo: INCREASE NON-LABOR
INCOME

A popular alternative to price subsidies is
to increase the non-labor income of the
family. This can be done in different
ways most of which tend to restrict the
population receiving the benefit. The
dependent tax exemption increases the
non-labor income of all families who
owe income tax to the government (that
is, all but the very poor). Paid parental
leave (not available in the US but common
in Europe) provides non-labor income
to working families only.

Results of the Experiment

Figure 2 shows the effects ofincreases
in non-labor income on the provision of
parental care and the adjustment and
identity formation of the children by
family type. Increases in non-labor
income were made in $200 intervals
from Y*=$400 to $1,200.

Time Spent With Child (C)

All families respond to this policy by
spending more time with their children.
Type I families are the most sensitive to
the policy (i.e., increase the time spent
wi th the child at a faster rate) while Type
II families are the least sensitive.
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Time Spent in Other Activities (OA)

. All families respond to the increase
1~ non-labor income by increasing the
tirne they spend in other activities.

Time Spent Working (E)

. All families respond to the increase
In non-labor income by reducing the
hours they work. Again, Type I families
are the most sensi tive and Type II families
are the least sensitive."

Time Spent By Child in Day Care (S)

All families decide to reduce the
number of hours their children spend in
the day care setting.

Non-Day Care Expenditures (G)

Consumption increases as a result of
the policy for all family types.

Identity Formation Level (1)
In terms of identity, some children

benefit and others are hurt. The children
who benefit are those whose home
program is of relatively high quality in
Identity formation with respect to the
day care center. In summary, the policy
favors the identity fostered by individual
families, thereby promoting a diversity
of cultural and religious identities in the
community.

Child's Level of Adjustment (A)

In terms of adjustment, some children
benefit and others are hurt by the policy.
The children who benefit are those whose
home programs are high in adjustment
quality as compared to the day care
program. Children who are hurt are
those whose home programs offer worse
quality than the day care program.
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POLICY THREE: ENCOURAGE

PARENTS To CARE MORE ABouT

CHILDREN'S OUTCOMES

Currently, many politicians claim that
the solution to social problems lies not so
much in changing the environmental or
systemic conditions in society but in a
shift of values. Byvalues, it is meant the
relative importance parents give to certain
outcomes (say children's adjustment)
relative to other outcomes (for example,
the desire to own material things).

Economists typically hold preferences
constant for two reasons. First, method-
ologically, it is assumed that policymakers
can change environmental conditions
relatively easily while preferences are
difficult to change. This assumption is
adequate when one is searching for short-
term policies, but it is not as useful if one
is considering long-term solutions to
long-standing social problems. The
second reason to keep preferences
constant involves the criteria used to
determine whether or not people are
better off. W c1fare economists usually
define being better off as having a higher
level in the utility function. Given this
definition, one cannot compare two
situations where the preferences have
changed simply because it would be
comparing two values from two distinct
utility functions.

One can circumvent the difficulty of
comparing two subjective utility
evaluations by defining the concept of
"being better-off' in terms of measurable
ou teomes, like higher levels of adjustment
and identity formation. By doing so, one
loses a global measure of subjective
welfare-the value of the utility
function-but one gains a great deal of

COBB-DOUGLASS UTILI1Y FuNCfION

U=Ia'A a, c': OAa'C,a,
at + a2 + a3 + a4 +as = 1
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objectivity related to the outcomes that
social policy is designed to affect. This
approach is taken to study the effect of a
change in preferences on children's
development, the hours in day care and
the labor force participation of the parent.

Recall that the computational
experiment uses the Cobb-Douglass
utili ty function as shown on the previous
page.

For this experimental run, the
preference parameters for time spent in
other activities and time spent with the
child were held constant at their
calibration levels (a 4=as=0.1325); the
initial parameters for adjustment and
identity were set to zero (parents do not
care about child development at all); and
the parameter for the composite good
(G) was adjusted to keep the sum of all
preference parameters equal to one.

The preference parameters for
adjustment and identity were increased
as a block in 0.05 intervals, which in turn
made the consumption preference
parameter decrease. In this way, the
experiment demonstrates the different
choices made by families who value child
development differently. Essentially,
what is modeled by using this process is
a society that becomes more child-
oriented and less materialistic.

Results of the Experiment
Figure 3 shows the effects of this

preference change on the provision of
parental care and the adjustment and
identity formation of children by type of
family.

Time Spent With Child (C)
All families respond to a change in

preferences toward child orientation and
away from materialism by spending more
time with their children. Once again,
Type I families are the most sensitive to
the policy (i.e., increase time with the
child at a faster rate) while Type II
families are the least sensitive. When
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child devclopmen t preference parameters
are zero, all family types make the same
allocation of time for parental care. When
parents are not concerned with the
developmental outcomes of their
children, the quality of the home program
has no direct effect on the allocation of
parental time.

Time Spent in Other Activities (OA)

All families respond to the preference
change away from materialism by
increasing the time they spend in other
activities.

Time Spent Working (E)

All families respond to the decrease
in materialistic preferences by reducing
the hours they work. Again, Type I
families react swiftly while Type II
families are less sensitive to the preference
change.

Time Spent By Child in Day Care (S)

All families decide to reduce the
number of hours their children spend in
the day care setting.

Non-Day Care Expenditures (G)

Consumption decreases as a result of
the policy for all family types.

Identity Formation Level (1)

In terms of identity, some children
benefit and others are hurt. The children
who benefit are those whose home
program is of relatively high quality in
identity with respect to the day care
center. In summary, the policy favors the
identity fostered by individual families,
thereby promoting a diversity of cultural
and religious identities in the community.

Child's Level of Adjustment (AJ

In terms of adjustment, some children
benefit and others are hurt by the policy.
The children who benefit are those whose
home programs are high in adjustment
quality as compared to the day care
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program. Children who are hurt are
those whose home programs offer worse
quality than the day care program.

DISCUSSION

This paper analyzes the effects of three
public policies on the entire community
of parents. It has assumed that these
policies would be implemented widely,
and the results obtained should not be
applied to specific sub-populations, such
~s .welfare recipients. Despite its
!lmltations, the study provides insights
into the characteristics of the community
We might live in, if one of the studied
policies becomes widely implemented.

At the most basic level, what the
exp:~iment has shown is that all types of
famIlIes react to new incentives created
by a policy change. However, in all three
experiments families who provide high
quality home programs change the
allocation of parental time at a faster rate
than other families because their children
gain or lose comparatively more by
sWItching between parental care and day
care. In other words, higher functioning
fam~ies react to policy changes dra-
matically while lower functioning
families modifY their behavior little as a
result of policy changes.

Most of the research on day care and
preschool benefits has concentrated on
low-income families or families who are
at-risk for a variety of reasons (Berreuta-
Clement et al. 1984, Clarke-Stewart
.1991). What this experiment has shown
IS that families who are not at-risk (the
highest quality families) will react to
policy changes in a swift manner;
therefore it is unwise to design
community-wide policy based on
research regarding at-risk families alone.

If policies in the form of tax credits,
voucher programs or even the assimila-
tion _of the preschool industry into the
public schools are being considered, it
must be recognized that these policies
arc community-wide policies (affecting
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all families). Families who are not at-
risk will react to the new incentives
creating unintended and unforeseen
consequences. Some children will benefit
and others will be harmed by the policy.
In the end, the societal gains of the
policy may disappear when one accounts
for the reaction of both at-risk and well-
functioning families.

At a more detailed level, this is what
the experiment has shown for three
particular kinds of policies.

Policy One
General subsidies in the price of day

care are likely to be advocated by those
who want to improve the developmental
outcomes of low quality families;
advocate a homogeneous American
identity; wish parents to increase their
labor force participation; are confident
that society can provide high quality day
care; and prefer to see children spend
less time with their parents and more
time in day care. Those who wish
consumption to increase would also find
this policy agreeable.

Although the children favored under
this policy are those from low quality
backgrounds, it must be noted that the
subsidy policy alters the time-allocation
decisions significantly for parents and
children of other families.

In terms of the effects of a price
subsidy, the community has years of
experience with the fully subsidized
public school system. Since its inception,
the public school system was conceived
as away to assimilate immigrant children
to American cultural norms (Tyack
1974). Public education has also been
instrumental in allowing mothers of
children aged six and over to join the
labor force in greater numbers. There-
fore, if preschool were to become part of
the public school system, it is likely that
younger children would experience an
overall decline in individual religious
and cultural identity and that women
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with preschool aged children would
increase their labor force participation.

Policy Two

N on-labor income increases are likely
to be advocated by those who favor the
identity formation fostered by parents;
wish parents to spend more time with
their children and less time at work; do
not want to harm the children from high
quality families; are distrustful that society
can provide high quality day care; and
wish to see children spend less time in
day care and more time with their parents.
Those who wish consumption to increase
would also find this policy agreeable.

Policy Three
Finally, a change in values so that

Americans would become less materi-
alistic and more child-oriented is likely
to be advocated by those who favor the
identity fostered byparcnts; wish parents
to spend more time with their children
and less time at work; do not want to
harm children from high quality families;
are skeptical that society can provide
high quality day care; and prefer to see
children spend less time in day care and
more time with their parents. However,
those who favor increases in consumption
would not agree with this shift away
from materialistic values.

POLICY RECOMMENDATIONS

Most policy on day care is currently
implemented at the state and federal
levels. This paper does not take a position
on whether increased local control is
desirable. Rather, what is argued is that
irrespective of who makes the policy,
policies that affect whole communities
as opposed to narrowly targeted groups
must be judged by how they impact both
at-risk and well-functioning families.

There are at least two fundamental
public policy questions involved in the
choice of day care policy for a community.
First, should the government make
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policies which affect the general
community on the assumption that
parents offer low quality environments
for their children? The answer to this
question may lie beyond the explanatory
power of mathematical models or
statistical methods. What is perhaps
required is an understanding of the
mutual obligations between citizens and
the state in a democracy. It is an erroneous
assumption that all families in a
community provide low quality care,
even when there is evidence that some
families do offer poor environments for
their children. An accepted tenet among
democratic governments is that unless
proven otherwise, each citizen is
presumed to be fulfilling his or her civic
and social duties. There is little reason to
make an exception for parents. Moreover,
proof of violating this presumption is
required on an individual basis. Even
when many individuals within a group
are found to be neglecting their duties,
the government must still assume that
the remaining individuals in the group
are fulfilling their obligations. To do
otherwise would be to institutionalize
prejudice.

This experiment has shown that
general price subsidies lead to improved
child development outcomes for a
community only on the assumption that
parents provide low quality environ-
ments for their children. Since making
such an assumption violates fundamental
rights, the government should not
subsidize day care for a whole com-
munity.

The second issue is as fundamental as
the first: should increasing the labor
force participation of mothers who do
not receive public assistance be a goal of
the government? The debate over this
question inevitably involves normative
arguments about the obligations citizens
have to society and the right of every
individual to choose his or her occu-
pation. One line of argument is that the
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state should not decide for women
Whether or not they should be employed
f?r pay. This is not to question awomen's
nght to access gainful employment in
the labor market but rather to question
the assumption implicit in much of the
labor force participation debate-that
women who stay at home to take care of
their children are not productive
members of society. The national
measure of productivity, the CDP, for
exa~ple, assumes that parents who are
~otIn the marketplace are notproductive.
he CDP docs not take into account

thatwomen who stay at home are indeed
productive members of society.

Women have the righ t to work in the
occupation of their choice independent
of their official labor force status.
Co~~equently, it can be argued that
polICIes that offer day care subsidies
should not be implemented with the
goal of increasing female labor force
parti~ipation. Again, parents receiving
pubhc assistance may represent a
population where this policy goal is
appropriate, if one accepts the idea that
these beneficiaries have an obligation to
work in the labor force in exchange for
the . ~overnment benefits they are
reCeIVIng.
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If one accepts the preceding argu-
ments-that community-wide policy
should not assume that most or allparents
are incapable of providing high quality
environments for their children and tha t
the government should not take a position
on whether women should work in or
out of the home-then two policies
discussed in this paper may be deemed
appropriate possibilities for community-
wide implementation: increases in non-
labor income and changes in preferences
so that they emphasize children's well-
being.

A final consideration is whether the
government should implement these
policies directly or by supporting the
work of lower level community organ-
izations. The principle of subsidiary is
operative (O'Boyle 1994).91n the case of
non-labor income increases given
through an alteration of the tax structure,
the policy belongs to the government in
its three levels, federal, state and local.
The policy to change preferences can be
implemented through government
support oflower level organizations such
as community, business and non-profit
organizations. Therefore, additional
government intervention should be used
only as required.
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Figure 1: Effects of a Price Subsidy
Time Spent With Child
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Figure 2: Effects of an Increase in Non-Labor Income
Time Spent With Child

By Type of Family
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Figure 3: Effects of a Preference Change
Time Spent With Child

By Type of Family
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Notes

j To say that the number of hours
spent at work determines the number of
hours available for the mother to spend
with the child is to tacitly assume that the
hours the mother spends in other activities
remain fIxed. Such an assumption is
unlikely to be verified in practice.

2 Alternatively, one can model an
aversion to non-parental care because of
its potential effects on the diminishing
influence of the parent in the child's life.
As Weisberg and Buckler state in their
guide for working mothers, "child care
[does] affect your role as a parent to your
child. You will have to share your child
with others; you will have to accept that he
may at times feel more comfortable sharing
certain things with his care-giver than
with you" (1994, 100).

3 "Other activities" is used instead of
the typical term "leisure" to reflect the fact
that stay at home and working parents
employ their time in a variety of ways
which cannot be properly called leisure
(think of volunteering in non-profit
activities or household organization).

4 Of course, corner solutions are
possible. Parents will decide to stay home
with the child if the advantages expressed
by foel exceed its disadvantages evaluated
at the total waking time of the child.

The second order conditions for the
constrained maximization problem are also
met:

soc:
Sec < 0 S"L < 0 D=SecSLL-S2LC > 0

where the S(C,OA) function has been
differentiated twice with respect to both
of its arguments.

5 SIPP has a strong limitation in that it
docs not investigate the day care
arrangements of women who choose not
to be in the labor force.

6 What underlies the assumption that
parental care would have higher identity
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quality than day care centers on average?
The answer is related to the high level of
diversity in cultural and religious traditions
present in the United States. Recall that
identity quality is measured from the
parental perspective. It answers the
question of how good the day care is at
providing a child with the sense of religious
and cultural identity that a parent wants
him or her to have. In a country like the
US, which has great diversity in cultural
and religious matters, day care centers
either do not attempt to provide any sense
of cultural or religious identity (tacitly
ignoring this aspect of the development of
the child) or specialize in one tradition (as
inJewish, Protestant, Islamic or Catholic
centers). In either case, center care
homogenizes the identity formation of
children simply because the range of
choices is always less than the myriad
preferences of parents. Therefore, it seems
reasonable to assume that in a diverse
community, on average, parents would be
more capable of providing religious and
cultural identity than formal day care
centers.

7 The model was calibrated at the
following values: aj=a2=a4=a5=0.1325,
a,=0.47, 1,=0.4, 1c=0.5, Q,=0.6, Qc=O.5,
T=85, 1'..=70, Y·=603.75, w==12.588 and
P=1.8537.

s The links among non-labor income
increases and decreases in working hours
and/or reduction in labor force par-
ticipation predicted by the model were
empirically documented by Hofferth and
Wissoker (1990).

9 "The principle of subsidiary states
that a larger and more powerful unit of
society, such as the state, should not
undertake to perform functions that can
be handled as well by smaller and less
powerful units, such as individuals and
their families, but rather should offer help
where necessary to smaller units to function
at full capacity" (O'Boyle 1994, 77).
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License to Steal: Why Fraud Plagues
America's Health Care System. By
Malcolm Sparrow. Westview Press,
1996, 240 p.

There is a widespread perception that
fraud and abuse have reached epi-
demic levels in America's health care
system. Throughout the public and
private sectors, stories about multimil-
lion dollar scams involving hospitals,
physicians and home health care agen-
cies abound. In public sector programs
such as Medicare and Medicaid, the
clamor for action has risen to an almost
deafening roar as the public grows in-
creasingly frustrated with the emerging
portrayal of a system so out of control
that it cannot prevent even the most
basic fraud. In this environment, the
public's demand for quick action leaves
insufficient time for articulate policy
analysis.

Enter Malcolm Sparrow's License to
Steal: Why Fraud Plagues America's
Health Care System. This ground-
breaking work attempts to bring together
all that is currently known about fraud
in the health care system (which,
Sparrow points out, is remarkably little)
and turn it into a useful guide for policy-
makers and fraud control practitioners
alike. Sparrow, a lecturer in public policy
at Harvard University's John F.
Kennedy School of Government, is able
to illustrate why fraud control is so
difficult and complex and at the same
time develop a "Model Fraud-Control
Strategy" that addresses the problem.

Why is fraud so common, especially
in public health programs, even though
the existence of fraud in health care has
been known for some time? Sparrow

lists many answers to this question-
including a lack of accurate measure-
ment, inadequate fraud control budgets,
the dynamic nature of fraud schemes
and a surprising lack of incentive for
managers to know more about the
problem. He asserts that until the
complexity and extent of the problem
are revealed, controlling fraud in health
care will be impossible.

Sparrow advocates a holistic ap-
proach to fraud control by encouraging
the creation of comprehensive fraud
control units charged with preventing
fraud before it occurs. He argues that
less time and resources should be spent
on fraud investigation (a reactive stance)
and more should be spent on fraud
control (a preventive stance). Under
this new approach, fraud control units
should "shake the bushes" in order to
identify problem areas, much as
investigators do now. Rather than
spending time and money on pro-
secuting these few cases, however,
Sparrow asserts that it may be prudent
to let fraudulent providers go and instead
focus resources on erecting safeguards
to prevent the same types of fraud from
recurring. While this approach may not
serve our sense of justice, Sparrow
argues that it will be more successful in
reducing fraud in the long term.

Although everyone agrees that fraud
should be stopped, there is little
consensus surrounding the tools or
techniques that actually work. According
to the author, a troublesome lack of
systematic measurement causes those
in charge of stopping fraud to choose
their tools before they have an accurate
sense of the size and scope of the
problem. Sparrow's model fraud control
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strategy includes systematic measure-
ment of the problem, a clear designation
of responsibility for fraud control, the
adoption of a preventive rather than
reactive approach and a focus on
prepayment controls and early detection
of new types of fraud. Under this model,
every health care claim submitted for
payment must face a reasonable risk of
being reviewed by a member of the
fraud control team, and successful
health care fraud units must be able to
quickly identify emerging patterns of
fraud and immediately apply the
appropriate tools to prevent any further
losses.

Even given this holistic approach,
Sparrow readily admits that his focus is
only on fraud, leaving waste and abuse
out of the equation. He does so because
"fraud controls play to a distinctively
different audience" (11), one that is
concerned with stopping the deter-
mined thief from stealing thousands or
even millions of dollars. The recom-
mendations in License to Steal, while
providing some protection against waste
and abuse, are purposefully aimed at
fraudulent behavior in the belief that
this is the area most in need of
improvement.

This assumption, however, is not
necessarily accurate. A recent audit of
Medicare claims by the Inspector
General for the Department of Health
and Human Services found that almost
14 percent of Medicare payments each
year were improper, based on a number
of criteria. Of this sample, almost half
are ruled improper because the provider
failed to produce adequate backup
documentation. While it is tempting to
view this as a clear sign that the provider
was trying to defraud the system, it is
also possible that the provider in
question supplied a medically necessary
service to an eligible beneficiary and
simply forgot to properly fill out the
patient's chart. Or, the provider may

The Georgetown Public Policy Review, 3: I (Fall 1997)

have felt that the time spent researching
the patient's history was not worth the
trouble. Neither of these problems,
which require more provider education
and greater incentives for compliance,
fall under the fraud control umbrella.

Sparrow acknowledges that his fraud
control strategy faces numerous ob-
stacles, not least ofwhich is the reluctance
of Congress to increase Medicare and
Medicaid administrative budgets to the
point where they can successfully
implement fraud controls. Even so, there
have been some encouraging move-
ments since this book was written
indicating that serious efforts are
underway to reduce fraud, at least in
public health care programs: federal
funding for anti-fraud and abuse efforts
has risen dramatically in the last two
years and is projected under current law
to continue along an upward path;
Congress appears to be moving away
from a fraud recovery mentality and
towards greater fraud prevention
through enactment of stricter pre-
payment controls and provider cert-
ification criteria; and the Federal Bureau
of Investigation, the Department of
Justice and the HHS Inspector General
are now working together to attack the
problem of health care fraud head on.

Sparrow's Model Fraud Control
Strategy provides a useful checklist for
policy analysts to use when gauging the
adequacy of curren t reforms and making
future recommendations. Even though
it does not specifically address the issues
of waste and abuse, Sparrow's book
provides a clear and thorough depiction
of the fraud problem and articulates a
coherent strategy to bring it under
control-a good first step towards
getting a handle on health care fraud.

ANDREW J. SCOTT

Executive Office of the President
Office of Management and Budget

This review expresses the opinions of the reviewer only and does not necessarily reflect the views of tbe
Ojjice q{ Management and Budget.
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Educating One and AIL' Students with
Disabilities and Standards-Based
Reform. National Research Council,
1997. 292 p.

Education reform advocates have been
pushing for standards-based reform in
our nation's classrooms for over a decade
now. Yet it seems that no one has
considered what this will mean for the
10 percent of students who are classified
as having a disability. Responding to a
congressional request, the National
Research Council (NRC) has just
tackled this subject in its newly-released
study, Educating One and AIL·Students
with Disabilities and Standards-Based
Reform. The study is both rewarding
and frustrating: rewarding for its
thorough analysis of the issue, frustrating
because the recommendations it offers
lack bite. Most likely, though, the
pallidness of the recommendations
portends something disturbing for
which the report itself can bare no
blame.

First, it is necessary to understand
the political and public support the
standards-based movement has at the
present time. Standards-based reform
is the claim that achieving higher
educational outcomes across the board
requires clearly defined benchmarks for
students and incentives for teachers
and administrators. Clearly, the deplor-
able state of many schools in this country,
combined with the revulsion of many at
the conditions of the inner cities, have
convinced people that the current
educational system is inadequate.
Standards-based reform seems a
hopeful route out of this predicament.

Hopeful, perhaps, but unsub-
stantiated. As the study points out,
there is no hard, clear data to bolster the
contention that these reforms will lead
to improved student performance.
Rather, they are a set "of value appeals,
inferences derived from research, and
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lessons learned from the implementation
of prior reform initiatives" (29). How-
ever, this hasn't done much to dampen
enthusiasm. Recent converts include
President Clinton and the District of
Columbia. Given the nationwide
momentum, Congress anticipated
difficulty incorporating students with
disabilities into standards-based reform
and turned to the NRC for some
impartial analysis of the problems and
options.

The major difficulty is that students
with disabilities do not form a cohesive
group. Disabilities range widely, from
cognitive to emotional to physical, from
very mild to severe. Yet the laws which
protect students with disabilities (there
are three at the federal level) all require
that each individual student's needs are
recognized and attended to through an
individualized education program
(IEP), which tailors that child's
experience to his or her specific situation.
Despite these problems, the NRC study
panel, comprised of eminent scholars,
concluded that incorporating students
with disabilities into a reform model is
both possible and desirable. While this
message should inspire a certain amount
of optimism, the report's broad re-
commendations are cause for concern.

The lack of specificity in the recom-
mendations may indicate one of two
things: either the evolution of policy in
this area is so young that even the most
general statements are acceptable, or
the internal workings of the NRC
committee structure created a situation
where firmer, more pointed recom-
mendations were not possible. Though
committees are notoriously ponderous
and tend to regress to the mean, in this
case the cause for lack of specificity
probably lies elsewhere. The recom-
mendations likely exist in the form they
do because so little is actually known on
the subject. This means that a gen-
eration (or more) of students with
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disabilities will be moved into standards-
based models without any under-
standing of the effect on them or on the
system.

SAMUEL SEIDEL

Georgetown University

George Ball: Behind the Scenes in US
Foreign Policy. By James A. Bill. Yale
University Press, 1997. 274 p.

Should good women and men leave
government to protest and oppose evil
policies publicly? Or should they stay
and use their power to fight from within?
These are old questions and perhaps
less relevant in the United States than
in Europe. After all, American officials
very rarely resign over principle, and it
seems to make very little difference
when they do: consider the resignation
of Cyrus Vance in 1979 over the Iran
hostage rescue attempt and of Peter
Edelman in protest against the welfare
reform bill President Clinton signed in
1996.

Nonetheless, current reexam-
inations ofuS policymakingin Vietnam
in the 1960s and 1970s have made this
classic dilemma new and painful again.
A third genera tion of novels, short stories
and even maudlin confessionals by
aging principal players (like Robert
MacNamara's In Retrospect) have
continued to raise the question of how
US resignations could have affected
American policy in Vietnam. The
distance is now great enough to give
perspective but not so long as to obscure
the continuing degrading effects on
American society and culture. US
leaders greatly failed the American
people over Vietnam at a cost we will
continue to pay into the next century.
Resignations and public denunciation
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by the right officials could well have cut
this failure short as early as the Johnson
Administration.

In his book, James Bill skillfully uses
political biography, a vehicle now
unfashionable with scholars, to present
a case study of a senior participant in
making and implementing American
policy on Vietnam. Professor Bill uses
the study to argue the concept of
phronesis: maintaining "means, ends,
and the conduct of policy in balanced
tension" between the moral, political,
economic and operational demands of
effective action. The subject of the study
is George Ball, US Undersecretary of
State from 1961 to 1966 and a frequent
policy adviser to Presidents Nixon and
Carter and their secretaries of state and
defense. Ball's understanding of the
practical and moral problems of US
policy in Vietnam makes his story
particularly effective in demonstrating
phronesis.

Professor of Government and
Director of the Reves Center for
International Studies at the College of
William and Mary, Bill is an expert on
Iran. A long and prescient memo-
randum from George Ball on the future
of the Shah's regime attracted Bill's
attention in 1978. The book uses this
episode and Ball's important partici-
pation in an astonishing variety of major
international events to round out a vivid
portrayal of his personality and his
insistence on the central place of morality
in planning and conducting foreign
relations.

Framed in this way, the central
theme of the book stands out starkly:
Ball's failure to change the course of
American foreign policy in Vietnam.
The description of this failure is detailed,
dramatic and convincing. For many who
lived through this era it will also be very
painful.

The model of phronesis is well
constructed to persuade us that the
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distinction between the moral and the
practical too often drawn in international
affairs is unrealistic and dangerous. The
difficulty is that implementing this
model may require greater personal
qualities and abilities than can be
expected of the majority of senior officials
who make and carry out foreign policy.
George Ball had very unusual attributes:
high and agile intelligence, serenity and
security in dissenting, courage, un-
questioned membership in the foreign
policy establishment, the right friend-
ships and remarkably accurate foresight.
With all of these and in a position just
under the topmost tier, he could not
derail the most important and tragic
mistake America had made in its
international affairs since the beginning
of World War II. We have also seen
recently that similarly gifted men and
women could not overcome the failure
of nerve in others that brought us Bosnia.

However, this may be a better time
for the model and prescriptions James
Bill has so skillfully created. The
obsessions and abstractions of the Cold
War are gone. As the balance and
restraint of American policy toward
North Korea may indicate, it is now
easier to understand even a very closed
society and act accordingly. This book
may thus have the chance it deserves to
be an influential guide to analyzing and
acting on the international realities that
understanding will force our leaders to
recognize at the millennium.

JOHN L. WASHBURN

Former US Foreign Service and
United Nations officio!
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Insurance Redlining: Disinvestment,
Reinvestment, and the Evolving Role of
Financial Institutions. Edited by
Gregory Squires. Urban Institute Press,
1997. 280 p.

The insurance salesman may be in the
same league as the lawyer and the
government bureaucrat in belonging to
much caricatured professions. But in
Insurance Redlining we are reminded
why insurance, though comical or
distasteful to some, is essential. Simply
put, housing insurance is required to
qualify for a mortgage loan, which, for
most people, is essential for home
ownership. Therefore, take away the
availability of housing insurance and
you largely take away the ability to own
a home.

In many urban areas, particularly
ones with a large minority population,
this is precisely what has happened.
What has caused this to occur? The
answer, and the subject of this collection,
is the balance of race versus risk.

Insurance companies have tradi-
tionally argued that certain geographic
areas are avoided because of the risk
involved. Others, including the National
Association for the Advancement of
Colored People (NAACP), American
Civil Liberties Union (ACLU) and, at
times, the US Department of Justice,
have argued that these areas arc
uninsured because of the race involved.
While most of the authors come down
on the side of the NAACP, their analysis
is nonetheless measured and even-
handed.

Like other policy areas, the number
of variables in housing data creates
difficulties for analysts. As the book
explains, minority populations are highly
associated with other socioeconomic
variables such as unemployment and
female-headed households. Thus any
effect attributed to minority con-
centration may, in fact, be partly or
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wholly caused by these other variables
or vice versa. The result is that there is
no right answer to the question of race
or risk. It may be either; it may be both.
Sweeping generalizations and inflam-
matory rhetoric do not appear in these
pages, and rightly so.

What makes this such a valuable
collection is that it provides a com-
prehensive treatment of its topic for
many levels of interest. The 10 chapters
introduce the first-time reader to the
complexity of the housing insurance
business, and the even greater com-
plexity of housing insurance litigation.
For example, in NAACP v. American
Family, the plaintiffs alleged violations
of many laws and regulations: the 1866
and 1870 Federal Civil Rights Acts,
the Federal Fair Housing Act, the
Wisconsin Fair Housing Act and
provisions of the Wisconsin Insurance
Code and Regulations. While steering
the newcomer through such tangled
thickets, the contributors are careful not
to sacrifice technical detail for the sake
of simplicity. Chapters Three and Four
have enough hard data, tables and
analysis for the most avid policy
enthusiast. In "Availability and
Affordability: Problems in Urban
Homeowners Insurance Markets" the
author explains, "The principal loss-
cost measures used were the rating
territory-level average loss costs per
insured home for limited-coverage and
broad-coverage policies, respectively"
(62). No dumbing down there.

The term redlining, originally
referred to the drawing of a red line on
a map to indicate which parts of town
one would not insure, is now used to
encompass any discriminatory practice
in the housing market. Insurance
Redlining demonstrates convincingly
the importance of confronting such
discrimination. The authors use varied
sources from NAACPv.AmericanFamily,
data collected by the Missouri De-
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partment ofInsurance and results from
paired testing, where two people who
match in all relevant categories except
race attempt to buy insurance. Whether
or not one agrees with the authors'
conclusions, the evidence is inescapably
compelling.

BILL TRIMBLE

Georgetown University

The New GoldenRule: Community and
Morality in a Democratic Society. By
Amitai Etzioni. Basic Books, Harper
Collins Publishers, 1996. 305 p.

There is a fundamental disagreement
between those on the Left and those on
the Right about the role of morality in
public policy and the role of the state in
society. Both groups make contrasting
claims on autonomy and order, the
individual and the community. Amitai
E tzioni, sociologist and author of several
books on social policy and ethics, as well
as founder of the communi tarian political
movement, addresses these questions
in his recent book, The New Golden
Rule: Community and Morality in a
DemocraticSociety.Etzioni has devoted
much of his study to the question of
what makes a good society. In this book
he examines how a communitarian
society should operate in practice.

At the beginning, Etzioni suggests
why his book should interest students
of public policy. He feels this book is
important because of what he considers
to bc excessive liberty in contemporary
American society. Etzioni prefaces the
book with the famous example of
Antioch College and the very explicit
and restrictive sexual guidelines at the
school. He uses this as a prime example
of an awkward and inadequate attempt
to deal with a part of human interaction
that is currently subject to a great deal
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of moral confusion. He also uses this
example to illustrate how liberty can be
compromised when it becomes ex-
cessive. Etzioni observes that "above
all, people abhor an ethicalvacuum"(xv),
and much of his argument follows from
this observation.

The book unfolds on two levels,
sociological and historical. Etzioni asks
what constitutes a good society and
then asks where societies find them-
selves currently. He explores which
direction societies must take to maintain
or regain their "inner balance" between
order and autonomy. Etzioni asserts
that the problem facing society today is
that many of us are wary of morality and
order while others are suspicious of
liberty, which in their mind is equated
with permissiveness or even anarchy.
Etzioni recognizes that excessive
morality and excessive liberty are both
a threat to a healthy society and that
society can find a balance between order
and autonomy, which are not necessarily
incompatible. There need not be a
tradeoff between morality and freedom
when order is largely based on moral
commitments rather than on the law.
This is in essence the "new golden
rule"-a commitment to moral order
that is basically voluntary, and to a social
order that is well balanced with socially
secured autonomy.

While the discussion in this book
draws on political theory and social
philosophy, these are not the main
foundations of the argument. The
paradigm developed here to explore the
good society is more sociological, and
thus empirical. Etzioni uses numerous
examples to place his argument in its
historical context. His style is informal,
even somewhat journalistic, and much
of what he argues is a call to moderation
and "common sense." In developing his
argument, he critiques both liberals and
conservatives and tries to find a good
balance between the two. He searches
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for a new golden rule and contrasts
claims between order and liberty, the
individual and the group, tradition and
innovation, cultural diversity and
universal rights.

He takes the communitarian per-
spective of the individual rooted in
society and contrasts this with the
libertarian perspective which depicts
individuals as free agents that exist
outside of their social context. In
exploring what constitutes the good
society, Etzioni also relies on the notion
of "societal needs." All societies must
maintain some modicum of social order
or they risk extinction. Etzioni argues
that contemporary American society,
plagued by excessive liberalism, requires
a thick social order that is fully respectful
of autonomy as individuals ultimately
make their own moral choices. This
social order is to be determined by
constant moral questioning and
judgement as we evaluate and re-
evaluate the core values that we do hold
in common. Etzioni asserts that there
needs to be continuous dialogue, or
"megalogue," between communities on
both a small and large (national and
global) scale.

In this work, Etzioni maps out a
strategy for "remoralizing" contem-
porary society without abandoning its
basic liberal framework and makes
numerous suggestions for "practice and
policy." He addresses timely practical
questions, as well as several philo-
sophical dilemmas. Ultimately, he is
inviting us to examine how a com-
munitarian society, respectful of order
and autonomy, should operate in
practice and what values we must bring
to our social interactions if we are to
achieve stronger and more enduring
community ties.

DANNA BASSON
Georgetown University
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Making Aid Work: Lessons From
SuccessfulTechnical Cooperation in the
Former Soviet Bloc. By Raymond J.
Struyk, Urban Institute Press, 1997.
208 p.

In an age when foreign aid has become
both the tool of foreign policy im-
plementation and the target of budget
cuts in Congress, Raymond Struyk
presents a case study of an innovative
and effective foreign aid project. His
conclusions and recommendations,
based on years of directing technical
cooperation projects in the former Soviet
Bloc, are reminiscent of the policy
recommendations in David Osborne
and Ted Gaebler's Reinventing
Government. For example, Making Aid
Work suggests that contractors and
government agencies must use private
sector management strategies to achieve
success and develop sustainable policy.
However, Struyk points out that many
project directors overlook this necessity.

Struyk is not the only one to ask
questions about the implementation of
foreign development projects. The
United States Agency for International
Development (USAID) has received
strong criticism over the past few years
for being largely ineffective and thus
ripe for either assimilation into the US
State Department or severe funding
reductions. A recent Government Ac-
counting Office (GAO) report cited the
failure of foreign aid projects to achieve
even their primary goals. To prevent
extinction, itis imperative for the agency
to dramatically improve the quality of its
projects.

The case study Struyk examines is
the Housing Sector Reform Program
(HSRP) in Eastern Russia sponsored
by The Urban Institute. The program
has been hailed by USAID as one of the
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most successful aid projects undertaken
in the former Soviet Union. According
to Struyk, the successful implementation
of this program offers a powerful lesson
for development professionals. Struyk
attributes the success to several key
practices which he believes can be
replicated in other settings.

First, Struyk emphasizes the impor-
tance of setting definable goals and
creating a realistic time-table. Second,
he believes program directors should
employ the fewest and most technically
capable advisers and consultants while
training local talent. This approach helps
local authorities to become self sufficient
while also promoting success. Third,
Struyk argues that professionals should
gradually phase themselves out of
projects while providing steps to facilitate
a smooth transition. Lastly, Struyk
highlights the importance of using
demonstrated success to implement
systemic reform. For example, advisers
may choose to replicate successful
projects and provide training programs
which could eventually be turned over
to local authorities. Building upon the
groundswell of grass roots projects,
policy could be codified into law, thus
creating effective public policy from the
ground up.

The message of Making Aid Workis
that demonstrated success in a
coherently defined project presents the
best opportunity to develop effective
public policy. Furthermore, in an age
when foreign aid budgets are harshly
scrutinized, his example of the HSRP
in Russia serves as a clear example that
indeed more can be done with less.

THOMAS E. HEINEMANN
Georgetown University
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