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The effort to construct what might be
called a New Federal Order, which
began in earnest more than 25 years

ago, is still very much a work in progress.
President Clinton and most members of
Congress have clearly embraced aspects
of this federal arrangement from its New
Deal–Great Society predecessor, such as
diminishing federal intergovernmental
aid, block grants, and formal devolution
of federal responsibilities. But the scope
and details of implementation of this lat-
est iteration of the federal arrangement
are not yet fully worked out. The bare
walls of the edifice have been erected, but
there is little interior decoration.

As members of the tripartite federal
partnership that came to its fullest expres-
sion in the Great Society and the years
immediately following, local governments
have a deep interest in the process and
outcomes of federal realignment. As the
outlines of the New Federal Order of the
1990s have taken shape, the implications
for urban government clearly are mani-
fold. Nevertheless, even though many of
the problems and issues reshaping federal-
ism are concentrated in urban areas, much
is uncertain about the role of cities in the
emerging federal arrangement. Curiously,
city representatives and city interests have
been, in political scientist Margaret Weir’s
words, “conspicuously absent from the
congressional debate about devolution.”

Certain developments in national poli-
tics make this an appropriate moment to
take stock and to speculate about the
future of cities in the New Federal Order.
In summer 1996 Congress passed and the
president signed the new welfare law,
converting cash support for poor people
from an open-ended federal entitlement
to fixed block grants to the states. Devo-
lution through block grants is the focus
of debate in other areas of public policy,
from law enforcement to job training to
housing, all policy domains in which the
local government role is clearer and more
formalized than in the welfare realm. Not
only is there now broad interest in block
grants, but deficit-averse Democrats no
longer resist the intergovernmental aid
reductions put in place in Republican
Washington in the 1980s. This article,
then, explores what is known about cities
in the New Federal Order, what their role
might be, and the effects on cities of the
changes in the federal arrangement.

I suggest that to the extent that cities
are increasingly cut off from intergovern-
mental fiscal aid and federal program ini-
tiatives, mayors must focus more and
more on making the most of the
resources they control. Thus the arts of
public management are becoming the
primary tasks of local political leader-
ship. This represents an important
change in the moral climate of local poli-

Cities in the New Federal
Order: Effects of Devolution
by Peter Eisinger

This article examines the possible effects on cities of the ongoing effort to shift responsibility for
domestic programs from the federal government to state and local governments. Political Science
and Public Affairs Professor Peter Eisinger, who presented this paper at the Baker Institute Annual
Conference, argues that local leaders must shift their roles from being leaders on social issues to
emphasizing public management of resources.



tics, for city hall is far less likely to be
used these days as the bully pulpit from
which mayors once sought to exercise
leadership on major social and economic
issues.

The New Federal Order

The move to the New Federal Order
began with President Nixon’s efforts to
devolve authority from Washington to
subnational governments through block
grants and general revenue sharing and
continues today as Congress, President
Clinton, and governors combine to con-
tract the role of the federal government
in domestic policy. Although the initial
efforts in the 1970s to transform the fed-
eral system were seen as partisan
attempts to diminish Washington’s influ-
ence, both parties seem to agree today
not only that “the era of big government
is over” but that the proper locus of poli-
cy invention and administration is at the
state and local levels. The Clinton
administration, for example, had
approved 78 state welfare demonstration
projects prior to the passage of the 1996
reform bill. More generally, the presi-
dent’s urban policy, according to Michael
Stegman, assistant secretary of the U.S.
Department of Housing and Urban
Development, “recognizes that the most
pressing problems facing older cities can
no longer be addressed through counter-
cyclical grant-in-aid programs.”

Several aspects of the process of
creating the New Federal Order must be
distinguished. One aspect is simply the
contraction of federal intergovernmental aid.
This trend represents the devolution by
default of fiscal responsibility to states
and localities. A second aspect is the
formal devolution of power from Washington
to subnational government, a rearrange-
ment of responsibilities that for the most
part has not yet greatly affected the
powers and responsibilities of city
governments. A third feature concerns
the indirect consequences of devolution to
the states. These spin-off fiscal and
political effects are manifold, and they
do affect the cities in important ways. 

Fiscal Contraction

Federal fiscal assistance to cities is much
diminished since the late 1970s. The con-
traction of aid has been so dramatic that
Washington’s loss of interest in urban
affairs is one of the signal stories of the
great transformation to the New Federal
Order. Yet a focus on the big picture
alone may be somewhat misleading:
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Director’s
Perspective

On the board opposite my desk
at the La Follette Institute is a
list of 24 projects now under

way—from leadership training for state
legislators to an effort to help Indian
nations build new governance systems.
La Follette scholars find their research
in demand across the country and
around the world. The long list of pro-
jects grows continually, thanks to 
La Follette’s increasing visibility and
reputation.

Immediately after the November
1996 election, Governor Thompson
asked me to chair the Blue-Ribbon
Commission on Campaign Finance
Reform. The commission, staffed at 
La Follette and focused on a thorough,
fundamental review of the state’s cam-
paign finance system, is working to
craft reforms that will help solve the
problems afflicting the state’s electoral
process. The commission will report its
findings to the governor by May 1.

This Policy Report touches on impor-
tant issues the faculty have explored
recently. One theme is devolution. As
the federal budget moves toward bal-
ance, state and local governments are
affected in huge and sometimes unpre-
dictable ways. Professors Eisinger and
Reschovsky contribute in these pages
some of their most up-to-date scholar-
ship. In the lead piece, Eisinger defines
and discusses the implications of what
is likely to become a fairly large-scale
rearrangement of responsibilities and
authority among governments. He calls
the phenomenon the “New Federal
Order.” Reschovsky’s piece is a distilla-
tion of a longer work on the potential
effects on states of balancing the federal
budget, with a brief discussion of the
effect of Wisconsin.

Maria Cancian and Daniel R.
Meyer’s article on life after welfare

reports their research predicting the
effects on women and children of
recent welfare reform initiatives. They
examine how often individuals return
to welfare once they leave it. If welfare
is no longer an option, women and
children may face poverty just the
same, the authors conclude.

Don Nichols’s study of the Wiscon-
sin economy and its significant unem-
ployment figures ties in with Cancian
and Meyer’s study. Nichols suggests
that Wisconsin’s welfare reform pro-
gram can work here as well as any-
where because of the state’s low unem-
ployment. Wisconsin’s businesses and
industries are hungry for workers, and
an important issue for public policy-
makers is how to attract them, in what
numbers, and at what rates.

My article on ISO 14000 also relates
to devolution. The paper comes from a
Madison roundtable conducted with
the University of Pennsylvania’s Whar-
ton School and the states of Pennsylva-
nia and Wisconsin. The effort, examin-
ing new strategies for environmental
management, will continue with round-
tables in April and in the fall.

The Institute launched its first fund-
raising drive this year, reaching out first
to alumni, with plans to seek wider sup-
port. A lecture series, an expanded stu-
dent internship program, and training
programs for policymakers will be
made possible by such gifts. We will
continue to work hard at integrating the
Institute’s research with society’s prob-
lems in service to the “Wisconsin Idea”:
the proposition that the university’s
resources can be brought to bear on the
issues that most concern citizens.

Donald F. Kettl
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cities have not been entirely cut adrift to
live or die by their own wits.

In 1977, the year before federal aid
contraction began, municipal govern-
ments looked to Washington for 15 per-
cent of their total revenues. By 1992 fed-
eral assistance had fallen to only 3.1 per-
cent of local revenues. Total federal
grants-in-aid to state and local govern-
ments regained their high-water mark of
1978 (in constant dollar terms) in 1991,
but the functional distribution of inter-
governmental fiscal assistance had
changed in ways particularly disadvanta-
geous to the cities. Whereas grants for
education, job training, and social ser-
vices, much of which go to local govern-
ments, accounted for 23.9 percent of fed-
eral intergovernmental aid in 1980, the
figure had fallen to 15.8 percent by 1994.
Community development assistance fell
in this period from 7.1 to 2.9 percent of
federal aid, while grants for sewer and
water construction and environmental
cleanup went from 5.9 to 2.0 percent. In
the meantime health-related grants,
mainly Medicaid, which is channeled
through the states to individuals, rose
from 17.2 percent of all federal intergov-
ernmental assistance to 42.1 percent,
according to the Advisory Commission
on Intergovernmental Relations. In short,
a much smaller proportion of federal aid
is devoted to urban programs than was
true just 15 years ago.

An analysis by the U.S. Conference of
Mayors of funding of key urban pro-
grams shows how severe the cuts have
been from the perspective of the cities.
Between 1981 and 1993 funding of Com-
munity Development Block Grants,
Urban Development Action Grants, gen-
eral revenue sharing, mass transit aid,
employment and training programs,
clean water construction, assisted hous-
ing, and the various programs of the Eco-
nomic Development Administration fell
by a total of 66.3 percent in real dollar
terms. Table 1 shows the decline for indi-
vidual categories of programs.

States did little for their municipalities
to make up for the evaporation of federal
funds. Reeling from the losses of federal
aid they themselves were experiencing,
especially with the end of the state por-
tion of general revenue sharing in 1980,
states initially reduced the rate of growth
of aid to their local governments in the
early 1980s. Whereas in 1981 states in-
creased their assistance to local govern-
ments by slightly more than 10 percent,
the annual rate of increase fell by 1983 to

only 2.6 percent. Altogether, state aid to
local governments as a proportion of
local revenues remained steady at rough-
ly 30 percent from 1978 to 1992.

Although urban-oriented federal aid
had dropped substantially by the mid-
1990s, Washington did not abandon the
cities altogether. As President Clinton’s
first term came to a close, federal aid to
urban governments had achieved a certain
equilibrium. The era of the drastic cuts
appeared to have ended. A budget analysis
prepared by the U.S. Conference of May-
ors compares the final federal funding for
“municipal” programs for fiscal years 1995
and 1996. Of the 84 programs analyzed,
funding increased for 26 and stayed the
same for an additional 15. Funding
declined, sometimes marginally, some-
times significantly, for the remaining 43.

An examination of Table 2 suggests
that programs that suffered often serve
politically unpopular functions and politi-
cally weak clienteles. The National
Endowment for the Arts and the National
Endowment for the Humanities, which
serve urban theater, arts, and music activi-
ties, have been embroiled in the so-called
“culture wars” and have experienced
sharp funding decreases. Congress also
cut funds for immigrants (bilingual educa-
tion), homeless people (Homeless Assis-
tance Act), general social services to needy
people (social services block grant), and
drug users (substance abuse treatment).
On the other hand, municipal govern-

ments saw increases in funding between
1995 and 1996, occasionally substantial
ones, for a variety of law enforcement pro-
grams, youth job training, and assisted
housing. Moreover, despite the end of the
“era of big government,” the Clinton
administration was seeking increases for
the 1997 fiscal year from the prior year for
60 of the 84 municipal programs.

Formal Devolution

The devolution of specific responsibilities
and authority from Washington to states
and localities lay at the heart of President
Reagan’s New Federalism, one element
of which involved a failed proposal to
carry out a “great swap”: Washington
would assume full responsibility for
Medicaid in return for complete state
takeover of Aid to Families with Depen-
dent Children (AFDC) and Food Stamps.

A second aspect of President Reagan’s
devolutionary rearrangement was imple-
mented: the consolidation of 77 categorical
grants-in-aid into 10 broad block grants to
states. The consequence was to strip Con-
gress of the authority to designate specific
uses of federal assistance for a variety of
mainly health and education programs.
States can now establish their own priori-
ties within the broad boundaries of these
new block grants. In both instances the
focus of the devolutionary reforms was
mainly on the states; 47 of the categorical
programs had previously delivered funds
directly to local governments.

Federal Funds for Cities, 1981-1993
(in billions of constant 1993 dollars)

Fiscal Year Fiscal Year Percentage
Program 1981 1993 Real Cut

Community Development $6.3 $4.0 -36.5%
Block Grant

Urban Development 0.6 0 -100.0
Action Grant

General Revenue Sharing 8.0 0 -100.0

Mass Transit 6.9 3.5 -49.3

Employment and Training 14.3 4.2 -70.6

Economic Development 0.6 0.2 -66.7
Administration

Assisted Housing 26.8 8.9 -66.8

Clean Water Construction 6.0 2.6 -56.7

Source: U.S. Conference of Mayors, The Federal Budget and the Cities (Washington, D.C.:
USCM, February 1994).

TABLE 1
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National Endowment for the Arts $162 $99
National Endowment 172 110

for the Humanities
Museum Grants 28 21
Community Policing 1,300 1,400
Local Law Enforcement Block Grant 0 459
Anti-Drug Enforcement 450 500
Juvenile Justice 155 149
Violence Against Women 28 175
Local Partnership Act 0 0
Community Schools Youth Service 0 0
Safe and Drug Free Schools 441 441
HUD Drug Elimination 290 290
Drug Courts 12 18
Substance Abuse Treatment 1,442 1,324
Substance Abuse Prevention 238 90
Title I Education for the Disadvantaged 7,228 7,228
Impact Aid 728 693
Bilingual and Immigrant 207 178

Education
Vocational and Adult Education 1,380 1,340
Student Financial Assistance 7,586 6,259
Goals 2000 372 350
Clean Water Loans 1,885 1,848
Superfund 1,354 1,300
Food Stamps 25,576 26,353
Child Nutrition Programs 7,477 7,966
Women, Infants, and Children (WIC) 3,450 3,694
Commodity Assistance 190 166
Ryan White CARE 633 738
Centers for Disease Control Prevention 590 590
Medicaid 96,391 95,977
Medicare 189,097 197,588
Community Health Centers 757 760
Family Planning 193 193
Healthy Start 104 93
Maternal and Child Health 684 679

Block Grant
Preventive Health Block Grant 158 145
Sexually Transmitted Diseases 225 228
Immunizations 464 470
Lead Poisoning Prevention 36 36
Homeless Assistance 1120 823
Emergency Food and Shelter 130 100
Education for Homeless Children 29 23
PATH Formula Grants 29 20
Community Development Block Grant 4,600 4,600
HOME Investment Partnership 1,400 1,400

Public Housing Operating Subsidies 2,900 2,800
Public Housing Modernization 2,885 2,500
Severely Distressed Public Housing 500 480
Housing Opportunities 171 171

for People with AIDS
Section 202 Elderly 1,176 1,013
Section 108 Loan Guarantees 2,054 1,500
Section 8 Renewals 2,159 4,008
Youthbuild 40 20
Preservation 175 624
Lead-Based Paint Demonstration 15 65
Economic Development 383 329

Administration
Community Development 50 45

Financial Institution
Aid to Families with Dependent 16,025 16,946

Children
Headstart 3,534 3,570
Social Services Block Grant 2,800 2,381
Low-Income Home Energy 1,000 900

Assistance
Child Care Block Grant 935 935
Community Service Block Grant 458 435
Administration on Aging 876 829
Refugee and Entrant Assistance 400 402
AmeriCorps Grants 470 403
Adult Job Training 997 850
Youth Training 127 127
Summer Youth 867 625
One-Stop Career Centers 100 110
Dislocated Workers Assistance 1,229 1,100
Job Corps 1,089 1,094
School-To-Work Program 123 170
Community Service Employment 396 373

(Aged)
Opportunity Areas for Youth 0 0
Airport Improvement 1,450 1,450
Airport Facilities and Equipment 1,960 1,875
Airport Operations 4,573 4,643
Federal Aid Highways 17,192 17,714
Transit–Operation 710 400
Transit–Capital 1,574 1,491
Transit–Discretionary 1,725 1,665
AMTRAK 794 635

Fiscal Fiscal
Year Year

Program 1995 1996

Fiscal Fiscal
Year Year

Program 1995 1996

Source: “Funding Levels for Key Municipal Programs,” U.S. Mayor, May 12, 1996, p. 8.

Federal Funding for Municipal Programs, 1995 and 1996
(in millions)

TABLE 2



The Reagan federalism reforms failed
to stem the growth of categorical grants,
whose number had achieved an all-time
high of 618 by 1995. Despite this, interest
in devolution has remained high, in Wash-
ington and the statehouses, fueled by the
increasingly bipartisan conviction that, in
most matters of domestic policy, govern-
ment closest to the people governs best.

For proponents of devolution, the
1990s began in a promising way with the
passage of the Intermodal Surface Trans-
portation Efficiency Act, which greatly
expands the ability of state and local gov-
ernments alike to reallocate transportation
funds among specific modes. For exam-
ple, in 1995 subnational governments
shifted more than $800 million from one
purpose to another, such as the New York
City Transit Authority’s transfer of money
initially designated for highways to mass
transit projects, including station
upgrades and signal modernization,
according to 1996 testimony by then-Sec-
retary of Transportation Federico Peña.

Another significant success at devolu-
tion during the Clinton years promises to
be the 1996 welfare reform legislation,
which created the Temporary Assistance
for Needy Families (TANF) Block Grant.
Henceforth, states will receive a fixed
amount of funding from which to pro-
vide income support and work pro-
grams. States are now responsible for
establishing eligibility requirements and
time limits. The shift of welfare responsi-
bility to the states creates no formal local
role, however, although clearly there are
indirect implications for cities.

Two other developments of the mid-
1990s are important to this analysis—the
Unfunded Mandates Reform Act of 1995
and the Empowerment Zone and Enter-
prise Cities Act of 1993. Neither devolves
new specific powers to subnational gov-
ernments, but both promise to expand the
scope of local self-determination. Among
other provisions, the Unfunded Mandates
Reform Act prohibits Congress from
imposing mandates that will cost more
than $50 million to carry out unless federal
funding is provided. This will presumably
discourage the imposition of major regula-
tions, relieving states and localities from
carrying out (and funding) activities they
might not otherwise choose to do. The
cumulative effect for cities of the unfunded
mandate law will be to carve out a larger
domain of action at the local level that is
free of federal regulation and oversight.

The Empowerment Zone and Enter-
prise Cities program offers each selected

community a $100 million grant under
the Title XX Human Services Block Grant
program for social services and economic
development. For these cities, the pro-
gram represents a devolution of capacity
rather than a devolution of programmatic
authority or responsibility in economic
and community development, which
already rest primarily at the subnational
level. By stimulating a competitive plan-
ning process in quest of empowerment
zone status and by passing back a signifi-
cant block grant with few strings
attached, Washington has enhanced the

capacity of a select number of municipal
governments to carry out functions they
have chosen and designed.

Although little formal devolution from
Washington to the cities has yet occurred,
various proposals on the political agenda
could expand the urban role in the New
Federal Order. Former Secretary of Hous-
ing and Urban Development Henry Cis-
neros recommended consolidating exist-
ing programs to create a block grant for
local governments to serve homeless peo-
ple. According to Governing, Cisneros was
said to believe that “homelessness is a
local problem that is best solved . . . at the
local level. . . . The most Washington can
do is show the way.” There has also been
talk in Washington of consolidating 60
current HUD programs into three block
grants for housing assistance, housing
production, and community development.

More recently, congressional Republi-
cans sought to eliminate the Community
Oriented Policing Services program and
substitute a $10 billion block grant to
localities for law enforcement, but Presi-
dent Clinton vetoed the appropriations
bill that threatened to transform this sig-
nature program.

As these examples make clear, devolu-
tion is increasingly a shared goal of both
political parties. Unlike the devolution of
the Reagan years, the expansion of state
authority is not the sole focus of federal
reform. Although little formal authority
has yet been transferred to local govern-
ments, some of the groundwork has been

laid by expanding the scope of autonomy
through mandate reform and by forcing
cities to rely more heavily on their own
resources. Cities may anticipate playing
an even more central role in the federal
rearrangement.

Indirect Consequences of Devolution

As federal devolution proceeds, cities are
increasingly subjected to a variety of
indirect effects. Some of these are a func-
tion of the increased burdens on state
governments, while others stem from the
cities’ growing fiscal self-reliance. There
are at least three categories of indirect
consequences: potential fiscal effects of
welfare devolution; burden-shifting in a
variety of functional areas, as federal aid
reductions force cities to provide services
now supported by shared funding; and
consequences for the nature of local poli-
tics and political leadership. In particular,
political reputation and success increas-
ingly rest on public management skills
rather than the ability to exercise moral
suasion on matters of social policy. These
latter effects, already strongly in evi-
dence, are signs of a deep change in the
texture of urban politics.

Fiscal effects

Political scientist Margaret Weir predicts
states will adjust to reductions in federal
funding by poaching on local revenue
sources, although how widespread this
might become and the particular forms it
might take are not yet apparent. One
modest fiscal challenge to local govern-
ment revenues derives from the new wel-
fare law, which could result in a slight
diminution of local economic activity in
the consumer sector. With a few notable
exceptions, most cities do not currently
share the direct costs of AFDC. The shift
to capped block grants to the states will,
therefore, have no immediate direct
effects on local revenue allocations. But
the time limit on cash assistance under
TANF may ultimately have an indirect
impact on local revenues by reducing
municipal tax collections and creating
demands for local public service jobs and
education.

After a maximum of two years on
TANF, recipients must leave the welfare
rolls and engage in some sort of “work.”
Some will succeed, finding unsubsidized
jobs in the private sector. Others, howev-
er, will not. Indeed, this outcome is the
more likely in many cities, for there are
simply not enough entry-level jobs to
absorb the number of adults who will
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come off the welfare rolls. If all the unem-
ployed adults not on public assistance
and all welfare recipients in Chicago
were to look for work, there would be six
workers for every available entry-level
job, according to Weir. In New York City
approximately 470,000 able-bodied adults
are on welfare. They will join about
271,000 unemployed people not on wel-
fare in the job search. These roughly
three-quarters of a million people will be
competing for employment in a local
economy that is producing about 20,000
new jobs per year, many of which require
substantial skills and education.

Of those who do not find work in the
private sector, some will migrate from the
state and others will fall back on relatives
or friends. In either case, they will no
longer have the steady, even if modest,
spending power provided by cash wel-
fare assistance. Miami University of Ohio
researchers argue that one result of this
loss of cash assistance by people other-
wise not gainfully employed will be to
lower a city’s property and sales and
local excise tax base by reducing both
rental housing demand and consumer
spending.

Others who cannot find work in the
private sector and who do not vanish
from administrative view by moving in
with relatives or leaving the state have
several options, according to the law.
They may seek subsidized employment
in the public sector or community service
programs; they may seek job skills train-
ing directly related to employment; or, for
high school dropouts, they may return to
high school. Although block grants to the
states may fund some of these options,
local government resources are likely to
be sought to create public service jobs or
classroom training and education because
the new law does not provide enough
funding to finance subsidized work and
training. The Congressional Budget
Office estimates the shortfall in support
of the work requirement at $12 billion
during the next six years. States may pick
up some costs but they are likely to push
others onto cities. The 1996 welfare
reform, then, will not be cost-free for
cities.

Service burden-shifting

Some welfare recipients who reach their
time limits will find neither shelter with
relatives or friends nor work. Some will
no doubt find themselves literally on the
streets. Locally funded homeless pro-
grams will certainly feel the impact.

Other unsuccessful job seekers will resort
to crime, increasing the burden on the
local criminal justice system.

Although anyone eligible for welfare
on July 16, 1996, will remain eligible for
Medicaid even after the new welfare
reform goes into effect, there is no guar-
antee that Congress will not change the
entire Medicaid program. The House and
the Senate nearly agreed late in 1995 to
create a Medicaid block grant to states
that would have reduced funding over
the next seven years. If such a proposal is
successfully revived, one effect on cities

surely will be an increase in demand on
public hospital emergency services,
according to a 1996 report by the Center
on Budget and Policy Priorities.

Public management as urban politics

The most important impact on the cities
of the shifting balance in the federal
arrangement has been to change what
could be called the moral tenor of urban
politics. In short, good public administra-
tion has displaced the urban social agen-
da that had dominated local politics since
the 1960s. By increasingly forcing local
leaders to make do with less intergovern-
mental aid and by making them husband
local resources, the New Federal Order
has placed a premium on local public
management skills and discouraged
grand visions of social and racial reform.
As a U.S. Conference of Mayors
spokesperson told the National Journal in
August 1996, “In the last few years, our
attention has shifted from trying to
increase aid to cities in any form to trying
to streamline it and make it more effec-
tive. Let’s talk about how we can make
better use of what we’re getting.”

Some see this simply as part of a
broad national trend toward conser-
vatism, one that reaches down “even into
the generally safe Democratic and minor-
ity reaches of urban leadership,” political
scientists Raphael Sonenshein, Eric
Schockman, and Richard DeLeon wrote.
Others see a more complex phenomenon
taking place: Terry Clark, for example, in
his book, Urban Innovation, argues that a

new political culture has emerged in the
cities, one that features lifestyle and con-
sumption concerns (especially lower
taxes) rather than redistribution and
material issues like housing and commu-
nity development for disadvantaged peo-
ple. Clark traces the crystallization of this
middle-class urban politics to the decline
of federal and state grants, many of
which were targeted to people in poverty.
Thus the contraction of federal aid has
meant not only less money for cities, but
also less policy guidance.

In a political climate where fear of tax-
payer revolts is always present and where
continuing flight of the middle class is a
constant threat to urban health, leaders
must demonstrate skills in managing
scarce resources. Social issues may or may
not be present on current mayoral agen-
das, but if they are a concern, the new
mayors make clear that they can best be
addressed by better management. This set
of management tasks contrasts signifi-
cantly with the mayoral challenge of the
1960s and 1970s, whose dimensions were
laid out most clearly by the Kerner Com-
mission report of 1968. “Now, as never
before,” the commission wrote, “the
American city has need for the personal
qualities of strong democratic leadership”
to address racial polarization, slum clear-
ance, housing, police misconduct, poverty,
and unemployment. In the welfare of the
cities lay the welfare of the nation itself,
Leonard Ruchelman wrote in the intro-
duction to Big City Mayors.

The prototype mayors of this earlier
period were people like John Lindsay of
New York, Jerome Cavanagh of Detroit,
Kevin White of Boston, and Richard Lee
of New Haven. They excelled in grants-
manship, and they understood how to
use city hall as a bully pulpit in their
efforts to bridge racial and class divi-
sions. Sonenshein, Schockman and
DeLeon wrote of these leaders, “Sympa-
thetic to the urban poor, supported by
private philanthropy and federal aid,
seeking redevelopment, these liberal
mayors redefined the mayoral role.”

In the new political culture, however,
mayors seek guidance to accomplish their
leadership tasks not first by reference to
the moral compass of liberal reform but
rather from the more neutral market. As
Indianapolis Mayor Steven Goldsmith
argued in Governing, market forces and
competition ultimately serve the citizens
of his city better than the government
monopoly. Mastery of the market
requires the ingenuity of the entrepreneur
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and the management skills of a chief
executive officer.

Where and who are the new mayors
who exemplify these qualities and what
do they believe? To begin with, the new
mayors seem at ease with their fiscal self-
reliance. Nashville Mayor Phil Bredesen
professed in the Wall Street Journal, for
example, that “it’s not all bad [that]
Washington is busy extricating itself from
. . . responsibility for well-being [in the
cities].” Cities now have more freedom to
experiment. Milwaukee Mayor John
Norquist made a similar point about the
freeing effects of federal divestment:
federal grants, he said in Governing, “are
only costing us more money, because
they force us to . . . do things we
wouldn’t otherwise do.”

The new mayors speak the language
of modern public management and run
their administrations accordingly: they
believe in reinvention, innovation, priva-
tization, competition, strategic planning,
and productivity improvements. They
favor economic development and low
taxes, partnership with the business sec-
tor and good housekeeping. As Mayor
Norquist said in the Wall Street Journal,
his success is a function of performance,
not ideology.

The issue of privatization illustrates
how the commitment to the new public
management crosses partisan and racial
boundaries. Although Mayor Goldsmith,
a Republican who once declared that he
wanted to become the “CEO of Indi-
anapolis,” is noted for his leadership in
privatizing public services, the same poli-
cies have been pursued with equal fervor
by Democratic Mayor Richard Daley Jr. of
Chicago and by successive black mayoral
administrations in Detroit. Daley has
been particularly vigorous in contracting
formerly public responsibilities to private
firms, including the parking garage at
O’Hare airport, sewer cleaning, office jan-
itorial services, the management of public
golf courses, water customer billing,
abandoned automobile collection, park-
ing ticket enforcement, and tree stump
removal, among others.

The change in the moral tenor of
urban politics is perhaps nowhere more
evident than in the cities governed by
black mayors. The agenda of Mayor Den-
nis Archer of Detroit is to fashion a “rein-
vented” city government “that pays its
bills on time,” improves its low bond rat-
ing, and “picks up garbage on time and
keeps the streetlights on all night.”
Mayor Archer, who has established close

ties to the white business establishment
in pursuit of economic development
objectives, is contrasted in Governing with
his predecessor, Coleman Young, for
“rejecting the politics of class and race.” 

Similarly, Bill Campbell, mayor of
Atlanta, is compared to the “civil rights
giants” (Maynard Jackson and Andrew
Young) who preceded him in city hall.
Although Mayor Campbell is a strong
supporter of affirmative action, according
to the New York Times, he is said to see

himself as “the vanguard of a new gener-
ation of black leaders who embrace a less
conspicuous brand of racial politics. . . .
His agenda is less about the fight for
black empowerment than about paving
potholes, encouraging job growth, mak-
ing neighborhoods safer and building
downtown housing.”

Whereas the social agendas of mayors
of two decades ago once captured the
attention of the news media and urban
observers, the public spotlight is on the
new public managers today. “America’s
boldest mayors,” according to William
Eggers in Policy Review, are Philadelphia’s
Edward Rendell, Milwaukee’s John
Norquist, and Indianapolis’ Steven Gold-
smith. What is bold about these urban
leaders is their management initiatives:
Mayor Rendell’s Private Sector Task
Force on Management and Productivity,
which saved the city more than $150 mil-
lion; Mayor Norquist’s strategic budget
process; and Mayor Goldsmith’s intro-
duction of competitive bidding between
city service providers and private firms.

Urban electorates apparently want
these leadership skills in this age of local
fiscal self-reliance. In fact America’s
“boldest mayors” hardly stand out from
their colleagues in other cities. According
to Sonenshein, Schockman and DeLeon,
Mayor Edward Riordan of Los Angeles, a
businessman turned politician, runs his

city in the style of a CEO—nonideologi-
cal, managerial, eschewing the “arts of
political leadership and public appeals.”
Even Rudolph Giuliani of New York, an
aggressive and brash former public pros-
ecutor, came to office promising to rein-
vent city government by cutting and
streamlining its massive size.

Conclusion

In the New Federal Order the fiscal links
between Washington and the cities have
become severely attenuated. More than at
any time since the early Great Society
years, cities can spend only what they can
raise. Cities are responding in several
ways, one of which is to raise taxes to
maintain the array of service responsibili-
ties that people have come to expect.
Beginning in 1982 and continuing through
the decade, cities increased per capita tax
revenues to offset rising expenditure bur-
dens. Another response is to engage vig-
orously in economic development activi-
ties, seeking to raise additional revenues
by growing the indigenous tax base.

Another response, ever-sensitive to cit-
izen resistance to higher taxes, is to hus-
band the resources that cities control
through more careful management strate-
gies characterized by contracting out,
strategic planning, downsizing, and reor-
ganizing.

The resultant emergence of a public
management agenda in place of a social
reform platform might be seen as a nar-
rowing of political vision. In a different
light, better and more innovative man-
agement of the scarce resources under
local control may be seen as simply a
realistic response to a fiscal world very
different from that of a quarter of a centu-
ry ago. In a sense, the absence of a grow-
ing stream of federal dollars has meant
that city political leaders cannot afford,
fiscally or politically, to push an agenda
of social and racial reform financed by
local taxpayers alone. Nor can municipal
leaders find much encouragement for
defying these realities. Left to confront
the great urban racial and economic
polarities, few elected officials would be
so foolhardy as to risk inevitable failure
by initiating solutions based solely on the
modest and limited resources that they
themselves can raise. It is far easier and
the outcome more certain to lower taxes,
reduce government employment, and fill
potholes. City limits have never been
more in evidence.
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At the top of the fiscal agenda of the
Republican majority in the new
Congress is the approval of a bal-

anced budget amendment to the U.S. Con-
stitution. President Clinton opposes the
amendment, but nevertheless has commit-
ted himself to bring the federal budget
into balance. Although the president and
Congress have not agreed on details of
achieving a balanced budget, their deci-
sions to date will result in a substantial
devolution of federal responsibilities to the
states and fundamental changes in the
nature of federal–state relationships.

President Clinton and the Republican
leadership in Congress have agreed that
the budget will be balanced by the year
2002, and that balance will be achieved
without any cuts in Social Security bene-
fits or defense spending. Instead of rais-
ing taxes to help balance the budget, the
budget-balancing plans proposed by both
the Congress and the president included
substantial tax cuts.

The congressional budgetary resolu-
tion generated substantial savings by
reducing spending on Medicare. Presi-
dent Clinton used these proposed cuts in
Medicare as a potent political weapon
against the Republicans during the presi-
dential campaign. As a result, both par-
ties’ plans will likely attempt to balance
the budget without making substantial
cuts in Medicare.

The consequence of these bipartisan
agreements is that the entire cost of bal-
ancing the federal budget must come
from spending cuts alone. Because spend-
ing on Social Security, Medicare, defense,
and interest payments account for two-
thirds of total federal government spend-
ing in fiscal year 1996, all the spending
cuts must come from the one-third of the
budget that remains “on the table” (see
Figure 1).

Of the one-third of government spend-
ing subject to cuts, more than 40 percent
is made up of grants to state and local
governments. The remaining 60 percent

includes spending on the FBI, the Secret
Service, federal prisons, veterans hospi-
tals, and the IRS. As it is highly unlikely
that financing for these government func-
tions will be reduced, it appears almost
inevitable that balancing the federal bud-
get will be possible only with large cuts
in federal payments to state and local
governments. The implication of this
budget-balancing strategy is that by 2002
grants to state and local governments will
need to be about 25 percent less than
what they would be under current law.

Almost independent of these legisla-
tive efforts to balance the federal budget
is a strong movement to enact a balanced
budget amendment. In 1995 a balanced
budget amendment was approved by the
House of Representatives by a large mar-
gin, but failed by one vote to attain the
required two-thirds majority in the Sen-
ate. A second Senate vote in June 1996
failed by only two votes. Support for the
amendment remains strong, and there is
a reasonable chance for a successful Sen-
ate vote in the 105th Congress. 

In this article, I explore the fiscal
implication for state governments of
achieving and maintaining a balanced
federal budget. I try to determine how
well states are positioned to deal with the
cuts in federal funds that will accompany
efforts to balance the budget. To answer
this question for any particular state re-
quires posing several further questions.
How large a role do federal funds play in
the state’s economy and in the financing
of government services? What is the eco-
nomic condition of the state? Is the econ-
omy robust and able to withstand
increases in state taxes? What role do fac-
tors outside the control of state and local
government officials play in strengthen-
ing or weakening the fiscal prospects of
the state? In what way do existing state
policy priorities constrain the ability of a
state to respond to cuts in federal grants? 

The Impact of Cuts in Federal Grants
to State and Local Governments

In fiscal year 1996, the federal govern-
ment distributed $250 billion in grants to
state and local governments. Of this total,
$99 billion (40 percent) was distributed
through the Medicaid program, $38 bil-
lion (15 percent) through other entitle-
ment programs such as AFDC, child
nutrition, foster care and adoption assis-
tance, and child support enforcement
programs, and the remaining $113 billion
(45 percent) through a large number of
non-defense discretionary grant pro-

Source: Office of Management and Budget, Budget of the United States, Fiscal Year 1996.

FIGURE 1

Proportion of Federal Fiscal Year 1996 Spending
Subject to Cuts under Balanced Budget Agreement
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grams. In general, discretionary programs
are concentrated in two areas. They pro-
vide assistance to individuals and fami-
lies with low incomes by distributing
grants for a range of services including
housing, education, and job training.
They also contribute funding for the
building and maintenance of states’ phys-
ical infrastructure, with the single largest
grants financing highway maintenance
and construction.

Estimates by Iris Lav and Richard May
of the Center on Budget and Policy Prior-
ities suggest that if the budget plan
approved by the Congress in November
1995 had been implemented, by 2002
total federal grants to state and local gov-
ernments would be $95 billion lower than
under current law. More than one-half of
this amount ($50 billion) would be in the
form of lower federal Medicaid
reimbursements. The congressional plan
also stipulated that cuts in non-defense
discretionary spending would become
progressively deeper in each year
between now and 2002. By 2002, total
spending would be 30 percent lower than
the levels currently planned. Although
actual spending would be determined
each year through the appropriation
process, Congress would presumably
enact annual spending caps that would
enforce the budget cuts specified in the
final legislation.

In 1995, the latest year for which such
data are available, the Office of Manage-
ment and Budget calculated that federal
grants equaled 23 percent of state and
local government expenditures. In a
number of states, federal grants play an
even more important role in the financing
of state governments. If we assume that
by 2002 federal grants will be reduced by
about 25 percent relative to current law,
and that federal grants account for about
a quarter of the total revenues of state
governments, then in the average state,
available revenues will drop by approxi-
mately 6.25 percent (one quarter of 25
percent).

Averages tend to obscure the fact that
the federal government plays almost no
role in financing many state government
activities at the same time that it plays a
dominant role in other state activities. For
example, the Medicaid program is fund-
ed jointly by the federal government and
state governments. In Wisconsin, the fed-
eral government is contributing 62 per-
cent of Medicaid costs during the current
(1995-97) biennium. The federal govern-
ment also plays a major role in the

financing of state expenditures on trans-
portation, primarily highway mainte-
nance and construction. In Ohio, for
example, 45 percent of the budget of the
state’s Department of Transportation
came from the federal government in fis-
cal year 1995. In contrast, the federal gov-
ernment plays only a minor role in state
government spending on corrections and
a relatively small role in financing
elementary and secondary education. The
direct consequence of the very unequal
distribution of federal funds among state

spending categories is that unless state
funds are substantially reallocated, cuts
in federal grants and transfer payments
will have large impacts on state govern-
ment functions that currently depend
heavily on federal aid.

In addition, reductions in federal gov-
ernment purchases and in federal pay-
rolls could lead to a reduction in state
personal incomes. This drop in income
then will be reflected in a reduction in
state tax revenues. In the long run, small-
er federal budget deficits should result in
lower interest rates and faster economic
growth. Estimating the impact of both of
these effects, however, is quite difficult.
One study on the economic impact of
House and Senate budget resolutions
passed in 1995 found that both budget
balancing plans would reduce employ-
ment relative to baseline projections in
most states at least through the year 2005.
The negative employment impact of bal-
ancing the budget will be particularly
severe in states where federal govern-
ment employment and purchases of
goods and services are high. 

How Will Wisconsin Cope
with Federal Budget Cuts?

To get a complete picture of how states
are likely to cope with federal budget
cuts, one needs to look separately at each
state. Not only will the magnitude of fed-
eral cuts differ across states, but econom-
ic conditions and the fiscal environment
vary from state to state. Knowledge of
these state-specific characteristics are cen-

tral to any analysis of a state’s capacity to
respond to large reduction in federal aid.

Wisconsin is blessed with a very
strong economy. In November 1996 the
unemployment rate was 2.7 percent. In
only two states was the rate lower. At
first glance, Wisconsin appears to be in as
good a position as any state to deal with
federal budget cuts. The strong economy
generated a healthy flow of revenue and
reduced service demands, perhaps most
notably by contributing to a 26-percent
reduction in welfare caseloads since fiscal
year 1992. Despite the strong economy,
however, the fiscal situation in Wisconsin
is overshadowed by two recent policy
decisions—a major effort by state govern-
ment to provide property tax relief and to
“get tough on crime” by increasing the
length of prison sentences. 

Wisconsin is a high-property-tax state.
In fiscal year 1992 (the latest year for
which these data are available), the ratio
of property taxes collected to personal
income was 24 percent above the national
average. By 1993 the public outcry for
property tax relief reached a fever pitch,
undoubtedly spurred by well-publicized
efforts in neighboring Michigan to take
the financing of public education
completely off the property tax. The legis-
lature responded with a two-pronged
approach to property tax relief. First, it
agreed the state would pay two-thirds of
the cost of primary and secondary educa-
tion beginning in the 1996-97 school year.
Second, to guarantee that the new aid
would not be used to finance increases in
school district spending, the legislature
enacted permanent revenue caps to limit
the annual amount by which most school
districts can increase revenues, and hence
expenditures. This “two-thirds initiative”
not only required the state to come up
with $1.2 billion in additional state school
aid by fiscal year 1997 (general purpose
state revenues currently amount to about
$8.5 billion), but mandated that in the
future K-12 education would get first call
on state revenues.

The state’s “get tough on crime” poli-
cies will also have a big impact on Wis-
consin’s future fiscal health. Since the late
1980s, the Wisconsin legislature, at the
urging of Governor Tommy Thompson,
has stiffened penalties, instituted longer
sentences, and restricted the use of parole.
The collective effect of these policy
changes has been a rapid increase in the
state’s prison population. In 1987, 5,968

continued on page 18

Congress would enact
annual spending caps
that would enforce the
budget cuts.



The goal of many previous welfare re-
form proposals has been to move
women and children off welfare

rolls. The 1996 Personal Responsibility and
Work Opportunity Reconciliation Act
signed into law by President Clinton goes
much further, eliminating individual enti-
tlement and imposing strict time limits and
work requirements. Implicit in much of the
welfare reform debate is an assumption
that leaving welfare moves a family to self-
sufficiency. Yet recent research shows that
many women who leave welfare return,
some of them quickly, suggesting that life
after welfare is a time of economic insecu-
rity for many women and their children.

Although women who have left AFDC
in the past are likely to be systematically
different from those who would be forced
to leave under the new policy proposals,
their experiences provide some of the
best information available on the condi-
tions of life after welfare. To date, there is
a surprising lack of information on the
post-welfare period and little analysis of
the extent to which families are able, or
not able, to move out of poverty and into
lives of self-sufficiency. Our research
begins to fill this gap.

Most research on life after welfare has
focused on the chances that a woman will
return to AFDC. Although estimates of
the percentage who return differ across
studies due to the procedures, time peri-
ods, and data sources used, a general
finding has been that a substantial pro-
portion of those who exit welfare do
return. Estimates from various national
survey data show that about one-third of
women who exit return within a year and
about 40 to 50 percent return within two
years. Women are most at risk of return-
ing to AFDC immediately after they exit;
the likelihood of returning decreases for
women who stay off for some time. Find-
ings on the types of women more likely
to return are generally consistent with
each other and with microeconomic theo-
ry. For example, Kathleen Mullan Harris

at the University of North Carolina at
Chapel Hill finds that those most likely to
return are young women, have more chil-
dren, have less than a college degree, or
live in urban areas.

Only a few quantitative studies have
looked at broader indicators of the econom-
ic well-being of women who exited AFDC.
For example, Harris, who examined only
those who leave and stay off welfare, found
that of those who left through marriage or
cohabitation, 28 percent were poor one year
after exit, compared to 46 percent of those
leaving through work and 75 percent of
those leaving for another reason. Some
research suggests that economic status
improves over time while other research
finds stagnant wages.

Our research is based on data from the
National Longitudinal Survey of Youth, a

nationally representative survey that
includes more than 5,000 civilian women
who were 14 to 21 years old in 1979 and
for whom annual data are available
through 1992. These data allow us to track
subsequent welfare use, poverty status,
and primary sources of income in the five
years after these women left welfare.

We provide descriptive information on
the lives of these women after they have
left welfare. We provide information on the
patterns of use of AFDC and other means-
tested transfers following an exit. Our
focus, however, is on the extent to which
women and their children achieve a mod-
erate level of economic well-being after
leaving welfare. In particular, we consider
patterns of poverty and near-poverty fol-
lowing an exit. We use the detailed income
data available for most of our sample to
explore the contribution of women’s own
earnings, spouses’ and partners’ earnings,
child support, transfers, and other sources
of income after AFDC exits. Finally, we dis-
cuss the possible effects of recent welfare
reform initiatives on poor families receiv-
ing government assistance.

Use of AFDC and Other Means-Tested
Benefits after Exit

One straightforward approach to examin-
ing returns to welfare is to calculate the
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Economic Well-Being of Women
and Children after AFDC
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This article reports on the economic well-being of women who exit AFDC. National survey data
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Source: Authors’ calculations using National Longitudinal Survey of Youth data.
Sample: Women who exited AFDC for whom five years of post-exit AFDC data are
available. (Unweighted n=878.)
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percentage who return within a given
interval. We find that 15 percent of
women who exit return within six
months, 37 percent within a year, and 50
percent within two years. Our results are
generally consistent with other research.
This type of analysis ignores the fact that
some who return exit again and may
return again. A second way to look at
later use of AFDC is to count the months
women received AFDC in the first five
years after they exited the program. Fig-
ure 1 shows the number of months of
AFDC receipt during the first five years
post-exit. About 40 percent of all those
who exit do not receive AFDC again
within the next five years. Sixty percent
do return, with 17 percent returning for
less than one year and 10 percent for
more than four of the next five years.
Figure 1 also shows AFDC information
separately for white and black women.
Patterns of use are quite similar, with 39
percent of white women and 40 percent
of black women not receiving AFDC
again. Compared to black women, white
women are somewhat more likely to
receive AFDC again for less than 12
months and somewhat less likely to
receive it for more than four years.

The extent to which women are able
to stay off AFDC is an important—but
quite limited—measure of economic
well-being. One limitation is that some
women who stop using AFDC may con-
tinue to receive benefits from other pro-
grams for the poor. We examine the
number of months in which a woman
received any means-tested benefit,
including AFDC, Food Stamps, public
assistance, and Supplemental Security
Income (SSI). Many women who leave
AFDC continue to receive other welfare
benefits, primarily Food Stamps. Figure 1
shows that 40 percent of those who leave
AFDC do not receive AFDC benefits
again within the first five years; in con-
trast, 20 percent go the entire five years
without using any means-tested transfer.
About one-fifth of the women who exit-
ed AFDC continued to use means-tested
transfers in more than 48 of the next 60
months. Black women are particularly
more likely to continue to use means-
tested transfers after they leave AFDC.
About 30 percent of black women (as
opposed to 16 percent of white women)
use means-tested transfers during at
least 49 months in the five years after
they first leave AFDC. This is largely a
result of the lower incomes of black
women. As we document below, even
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Source: Authors’ calculations using National Longitudinal Survey of Youth data.
Sample: Women who exited AFDC for whom five years of post-exit family income data are
available. (Unweighted n=637.)
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Source: Authors’ calculations using National Longitudinal Survey of Youth data.
Sample: Women who exited AFDC for whom five years of post-exit family income data are
available. (Unweighted n=637, 296 white women and 299 black women.)
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when black women leave AFDC, they are
less likely to have incomes high enough
to leave the Food Stamp program.

Poverty Status after Exit

We now turn to an assessment of the
poverty status of women who leave wel-
fare. The poverty line for a family of

three persons is $11,186 in 1992 dollars.
Figure 2 shows that a substantial propor-
tion of women are poor during each of
the next five years, and a large propor-
tion of the remainder are near-poor (that
is, having income between the poverty
line and twice the poverty line). There is
a trend toward improved economic sta-

tus over time, with the percentage of
poor women dropping from 55 percent in
the first year to about 40 percent in the
fifth year, and the proportion of women
with incomes more than two times the
poverty line increasing from 15 percent to
22 percent. The trends are similar for
blacks and whites, but the levels are dif-
ferent: white women are substantially
less likely to be poor than black women.
For example, the percentage of poor
white women falls from 47 percent in
Year 1 to 33 percent in Year 5 for whites,
whereas 69 percent of blacks are poor in
their first year after leaving AFDC, com-
pared to 55 percent being poor in Year 5.
For whites and blacks we find that
women’s economic prospects may
improve in the years following an exit.
Nonetheless, a substantial portion, partic-
ularly of black women, remain poor or
near-poor five years after leaving welfare.

Figure 2 is based on a cross-sectional
snapshot; Figure 3 explores poverty sta-
tus from a longitudinal perspective.
About one-fifth (22 percent) of all women
are never poor in the first five years, and
about one-fifth (18 percent) are poor all
five of the first five years. The remaining
60 percent are almost evenly distributed,
with close to 15 percent living in poverty
in one, two, three, or four of the five
years after leaving AFDC. The second
and third bars in Figure 3 show that
white women are substantially more like-
ly than black women to be poor in three
or fewer years out of five, about 80 per-
cent to 50 percent. 

We also examined the extent to which
women have incomes above two times
the poverty line. We found that fewer
than 5 percent of the sample have
incomes above two times the poverty line
in all five of the five years following an
exit, with very little difference between
white and black women. More than half
(55 percent) of all women never reach that
income level in the first five years. Black
women are particularly unlikely to have
incomes above twice the poverty line: 67
percent never reach this level in any of
the first five years following an exit, com-
pared to 48 percent of white women.

Table 1 shows descriptive information
on the women included in the sample.
Figure 3 shows that about one-fifth of
women are always poor and about one-
fifth are never poor following exit.
Descriptive information on these two
groups is provided in the last two
columns of Table 1. Women who are
never poor are more likely to be white, to
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Characteristics of Those Exiting AFDC
(in percentages)

All Always Never
Exiters Poor Poor

Background Characteristics
Race

Black 38.0 63.4 26.9
White 57.8 31.2 67.2
Other 4.2 5.4 5.8
Missing 0.7 0.0 3.2

Family Structure at Age 14
Two-parent 54.3 47.3 59.4
Parent and stepparent 13.2 9.9 13.5
Mother only 23.3 26.7 19.6
Other 9.2 16.1 7.5
Missing 0.1 0.0 0.0

RespondentÕs MotherÕs Education
Less than high school 57.0 70.2 49.4
High school 34.4 29.8 36.9
Greater than high school 8.6 0.0 13.7
Missing 6.8 17.0 3.0

Characteristics at Exit
Number of Children at Exit

None 3.8 4.2 0.8
One 52.0 41.8 44.3
Two 31.9 33.7 42.5
More than two 12.3 20.3 12.4

Age of Youngest Child at Exit
0-1 37.0 40.9 32.8
2-3 41.0 34.8 44.4
4 or older 22.0 24.3 22.8
Missing 3.8 4.2 0.8

Education at Exit
Less than high school 43.0 59.5 30.6
High school 43.4 36.3 50.5
Greater than high school 13.6 4.2 18.9
Missing 1.6 1.6 1.7

Marital Status at Exit
Married 37.0 12.3 58.9
Separated, divorced, or widowed 24.4 27.9 18.2
Never married 38.6 59.8 22.9

Source: Authors’ calculations using National Longitudinal Survey of Youth data.
Sample: Women who exited AFDC for whom five years of post-exit family income data are
available. (Unweighted n=637, 144 women who were always poor and 126 women who
were never poor.)

TABLE 1
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have lived with both parents at age 14,
and to have mothers with higher educa-
tion. Those who are always poor are
more likely to have had more than two
children when they exited. Women who
are never poor are much more likely to
have graduated from high school or to
have some college and are much more
likely to have been married at exit.

To understand the economic prospects
of women who exit AFDC, we now
review the level and distribution of alter-
native sources of income. Table 2 exam-
ines all who exit and shows that median
incomes increase over the first five years
following exit, from about $10,500 in the
first year to about $15,000 in Year 5 (1992
constant dollars). In each year, about
three-fifths of these women have positive
earnings, making their own earnings the
most prevalent income source. In each
year, about 40 percent of the women have
income from a spouse or partner; when
this source is present, the income is sub-
stantial. AFDC and Food Stamps are the
only other sources of income received by
more than 20 percent of the women. Thir-
ty to 40 percent of women receive AFDC
with the median amounts ranging from
$2,000 to $4,000. Forty to 50 percent of

women receive Food Stamps with the
median amounts ranging from $1,500 to
$2,200. Relatively few women (17 to 19
percent) receive child support or alimony;
among those who did, median amounts
are less than $1,500.

Three income sources increase by
more than $1,000 during the five-year
period. Median own earnings among
those who have earnings increases dra-
matically during the period, from $5,500
in Year 1 to $9,000 in Year 5. Similarly,
income from a spouse or partner increas-
es from $14,100 in Year 1 to $19,000 in
Year 5. AFDC income also increases, from
$2,200 in Year 1 to $4,000 in Year 5.

We also examined income sources for
women who are always poor (18 percent
of the women exiting) and for women
who are never poor (22 percent of the

sample). Women who are consistently
poor are less likely to have their own
salaries as income sources (27 to 38 per-
cent) than are women who are never poor
(77 to 86 percent), highlighting the impor-
tance of earnings as a way to move out of
poverty. When the always-poor women do
have earnings, amounts are substantially
lower, $1,600 to $4,000 compared to $8,600
to $12,400 for the never-poor women.
Women who are always poor are also less
likely to have income from a spouse or
partner (5 to 11 percent), compared to 73
to 78 percent for those who are never poor.

As would be expected, consistently
poor women are more likely to have
income from AFDC, Food Stamps, and
SSI or other public assistance than
women who are never poor. In contrast,
women who are always poor are less
likely to receive social insurance pay-
ments (unemployment compensation,
veterans benefits, workers compensation,
or disability insurance). There is little dif-
ference between the women who are
always poor and those who are never
poor in the likelihood of receiving child
support and alimony, but amounts are
lower for those always poor.

Income Sources for Women Exiting AFDC

Year 1 Year 2 Year 3 Year 4 Year 5

Median Family Income $10,533 $12,096 $12,789 $13,751 $14,908

Median Median Median Median Median
% > 0 $ > 0 % > 0 $ > 0 % > 0 $ > 0 % > 0 $ > 0 % > 0 $ > 0

Respondent’s Earnings 59.7 5,509 64.3 5,558 59.3 7,292 60.1 7,925 63.9 8,961
Respondent’s 

Unemployment 6.7 768 6.4 930 6.2 1,828 5.2 1,252 5.7 984
Partner/Spouse’s Income 42.3 14,086 43.3 14,929 42.1 17,290 43.6 18,905 40.2 18,975
VA/Workers Comp/ 

Disability 3.8 1,087 2.5 409 4.3 1,163 5.0 2,135 6.2 2,399
Child Support/Alimony 17.7 1,454 17.0 1,163 18.0 1,350 16.6 1,131 18.9 1,482
AFDC 28.7 2,186 38.0 3,614 35.9 3,843 34.1 3,864 33.2 4,030
Food Stamps 49.3 1,519 48.6 1,630 43.9 2,000 40.4 1,859 40.2 2,161
SSI/Public Assistance 16.9 3,367 8.8 4,298 8.8 3,970 6.5 1,944 5.1 3,736
Other Sources 10.0 77 11.8 128 11.7 130 12.1 160 12.1 203

Percentage with 
Partner or Spouse 45.3 47.7 46.1 46.8 47.8

Percentage with Total 
Income > 0 97.4 99.2 98.9 99.2 98.6

Source: Authors’ calculations using National Longitudinal Survey of Youth data.
Sample: Women who exited AFDC for whom five years of post-exit family income data are available. (Unweighted n=637.)
Note: All dollar amounts are in 1992 constant dollars.

TABLE 2

A substantial portion
remain poor or near-poor
five years after leaving
welfare.
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The American public sector, at all
levels, is boldly experimenting
with reform of government regula-

tion. A near-universal consensus has
emerged that, in the words of best-selling
author Philip Howard, government regu-
lation represents “the death of common
sense.” Critics argue the rules intrude too
deeply into the lives of citizens, that they
disrupt the efficient operation of busi-
ness, and that they impose excessive
costs on the regulated and the regulator.
The federal Occupational Safety and
Health Administration (OSHA) has yet to
live down its silly fliers warning farmers
about the need for care near barnyard
manure. The drug industry complains
that the Food and Drug Administration’s
rule-making process denies needed drugs
to the sick and unfairly drives up
research costs. Even though it has a
thankless job, the Internal Revenue Ser-
vice has few friends anywhere.

The widespread disdain of government
rule-making has fueled a wholesale assault
on government regulation. As part of the
“Contract with America,” the Republican
Congress in 1995 tried to roll back environ-
mental regulations. The offensive not only
failed to achieve its goals, it also opened a
path for a vigorous counterattack by the
Clinton administration, whose officials
accused the Republicans of trying to
stymie 20 years of progress in cleaning up
the nation’s air and water and of subject-
ing the nation’s children to the risks of eat-
ing tainted meat.

In wrestling with these regulatory
issues, Americans show a disquieting
contradiction. They hate regulations and
disdain the administrators who manage
the rules. When threats to health and
safety arise, however, anxious questions
quickly surface. After the tragic crash of a

ValuJet DC-9 in the Florida Everglades in
May 1996, critics wondered why the Fed-
eral Aviation Administration had not
more closely supervised the rapidly
growing airline. Why had the Food and
Drug Administration not overseen the
safety of the nation’s food chain more
carefully, critics asked after a child died
in 1993 from eating a tainted hamburger
served at a Jack-in-the-Box restaurant in
the Pacific Northwest.

The political controversies surround-
ing these events revealed two tough
issues lurking just below the surface of
regulatory politics. First, if the regulatory
regime had few friends, it was impossible
to kill. Periodic crises underline the need
for government to solve problems that
the public was not sure it wanted govern-
ment to attack in the first place. Critics
complain about the cost of the Environ-
mental Protection Agency’s clean water
rules, but when impurities crept into the
City of Milwaukee’s water supply, killing
100 people and injuring thousands of oth-
ers, the public demanded an instanta-
neous fix. Worried citizens elsewhere,
including those in the nation’s capital,
wondered if their water might be next.

Government regulation might be
unpopular in general, but the demands
for strong and effective rules are
inescapable in the particular, especially in
the wake of highly publicized disasters
that provoke a “why-didn’t-government-
prevent-this-from-happening?” response.
Everyone favors cutting back unneces-
sary regulations, but getting a consensus
on which regulations are truly unneces-
sary is impossible. The irony is that
someone thought that each regulation
was necessary on the day it was issued.

Second, the often-fierce debate over
government regulation hides a subtle dis-

Regulatory Reform and Public
Management: ISO 14000 and
Collaborative Governance
by Donald F. Kettl

Public Affairs and Political Science Professor Donald Kettl offered the following comments at a
round-table discussion with government officials, business and industry representatives, univer-
sity policy experts, and spokespersons for environmental groups. It introduced their discussion of
an experimental design for how companies' environmental standards can be certified. Since 1991,
the Geneva-based International Organization for Standardization (ISO) has been developing a
system by which companies can choose to establish environmental standards based on outcomes.
Regulators can then examine results rather than the ways companies achieve them.

Conclusions

The new federal legislation requires most
welfare recipients to begin working after
two years of receiving assistance and lim-
its the total amount of time receiving ben-
efits to a maximum of five years. The
experiences of women who left welfare
voluntarily can give us only limited infor-
mation on the prospects of families that
will be forced to leave in the future.
Microeconomic theory suggests that those
women who leave welfare for work are
likely to be those with the best economic
potential. Similarly, we might expect those
who leave voluntarily to include those
with the best marriage prospects. Thus
the levels of economic success document-
ed here probably serve as an upper-
bound estimate of the likely economic sta-
tus of families who will leave welfare
under current reforms. On the other hand,
because of the magnitude of change,
women who move from welfare to work
under current reforms may follow very
different patterns. Proponents of the
reform have argued that eliminating enti-
tlements, restricting cash assistance, and
requiring work will fundamentally alter
the employment and family formation
patterns of welfare recipients.

While the results reported here may
serve as a point of reference, the scope 
of welfare reform legislation makes it 
difficult to predict the economic
prospects of families who will be affect-
ed. States now have substantial discretion
in designing and implementing policies
to move women from welfare to work.
Some states may provide support ser-
vices, and even jobs, enhancing opportu-
nities for women. Wisconsin’s current
plan, for example, calls for the creation of
community service jobs and state-subsi-
dized, private-sector jobs, as well as sub-
stantial long-term child-care subsidies
and health insurance. Because of these
benefits and a strong state economy,
some current welfare recipients will be
better able to leave welfare and move out
of poverty. But even under the Wisconsin
plan, women who are unable or unwill-
ing to hold consistent full-time employ-
ment will receive substantially reduced
benefits. Most other states have higher
unemployment rates and less money for
job creation and support services. For
many current participants, welfare reform
likely will mean greater poverty in the
short term and possible longer-term eco-
nomic vulnerability.



tinction between the rules that govern-
ment ought to adopt and how the gov-
ernment ought to enforce them. While
most of the political attack on regulation
surrounded the former, the real issues
focused on the latter. Even regulation’s
toughest critics do not argue for dirty air
or tainted water. They quarrel, instead,
with what they view as government’s
heavy-handed strategies for enforcing the
regulations. No one thinks that tax cheats
ought to be free to steal from the govern-
ment, but critics do object to the way that
the IRS audits taxpayers. There are
exceptions, of course. Some reformers
contend that the tax code is simply too
complicated (though simplifying it is the
work of Congress, not faceless, mindless
minions at IRS). Others contend that
broadcasters ought to be free to air any
program they like, without government
requirements for educational program-
ming. For the most part, however, the
real issue with regulation is more the how
than the what, more the government’s
strategies for managing compliance with
the rules than with the policies that
prompted the rules themselves. 

These two issues, along with the sharp
political battles over regulation that sur-
rounded the “Contract with America”
and its aftermath, point in turn to a
dilemma: neither the public nor its elect-
ed officials are content to support the reg-
ulatory status quo, but neither are they
willing to abandon the regulatory regime
that has grown up in the United States
over the last century. Budget cutters have
happily trimmed the enforcement staff in
some agencies, and political support for
some agencies is tenuous. Regulators thus
face a genuine dilemma of effectively
managing regulations with a staff under
constant political and fiscal assault.

That focuses the debate squarely on
compliance: after a bit of tinkering
around the edges of how much regula-
tion to impose, someone must figure out
how to administer the regulations in the
least burdensome and most effective
ways possible. For economists, it is a
question of how to reduce the transaction
costs of government rule-making.

That is what makes the proposed ISO
14000 standard so interesting. The stan-
dard was designed to reduce industry’s
complaints that government regulations
were making businesses less competi-
tive, especially for companies struggling
against competitors based in countries
with lower (and therefore cheaper)
environmental standards. ISO 14000

was developed by an international stan-
dards organization, in collaboration
with private industry, to level the play-
ing field. Companies that wish to pur-
sue this innovation are required to
establish their own environmental man-
agement system (EMS) and to comply
with existing environmental standards.
If an external, nongovernmental audit-
ing body certifies that the company’s

plan meets ISO 14000 standards, the
company would be allowed great flexi-
bility in deciding how best to meet gov-
ernmental standards. The companies,
moreover, would be able to adopt a sin-
gle EMS to cover their operations in dif-
ferent states or, for that matter, in differ-
ent countries that agree to join the sys-
tem.

From industry’s point of view, sup-
porters hope, the advantages would be
greater operational flexibility, less gov-
ernment intrusiveness, less variability in
company operations among different
plants located in different jurisdictions
(and therefore greater managerial effec-
tiveness) and, overall, lower “transaction
costs.” From government’s point of view,
its regulatory agencies would build a
stronger partnership with regulated par-
ties, allow regulators to cope with a regu-
latory environment whose expectations
have increased while resources have
shrunk, improve compliance (and, hence,
regulatory outcomes), and reduce the
conflict inherent in the regulatory
process. Its supporters, in short, envision
ISO 14000 as a win-win game. Citizens
would get a cleaner environment but the
costs of the products they buy would be
lower; companies would gain greater
flexibility and a more level playing field;
government would solve a tough politi-
cal problem while improving compliance
with regulatory policy.

Moving from hope to reality, however,
will create huge challenges for both pri-
vate and public managers. The standards
are tough and insiders expect the certifi-
cation process to be rigorous. Both the
international organization that crafted
ISO 14000 and the private industry repre-
sentatives collaborating with the organi-
zation have invested years thinking
through the tough issues; industry lead-
ers have a head start in determining how
they would cope with the certification
processes’ trials. 

For public managers the scale of prob-
lems is bigger than for private managers,
and the competing demands that must be
satisfied are more sweeping. Moreover, if
the public managers do not solve these
problems, ISO 14000 pilot projects will
collapse. Regardless of efforts by private
managers, pilot projects can work only if
government managers make them work
by redefining their own responsibilities,
improving their effectiveness, and learn-
ing where they need to give private man-
agers more elbow room. The transforma-
tion to the new regulatory regime focuses
two big public policy challenges: for the
private sector participants in ISO 14000
and for the public sector managers shap-
ing government environmental strategies.

Collaboration and Corporate Citizenship

The most basic regulatory decisions are
political, not managerial; the forces are
complex and varied; the goal is not filling
out forms or catching violators but ensur-
ing compliance with the law. The law
and its interpretations, in turn, are the
products of complex political forces. For
public regulators, the issue is more than
dealing solely with regulated companies.
It is dealing with regulatory issues within
the far broader context of governance in
the American system. These issues create
important responsibilities for private
partners in regulatory reform strategies
like ISO 14000.

Two problems shape governance.
First, a given approach to regulation
must maintain political support to sur-
vive. Most of the really difficult and
important regulatory decisions are issues
of interpretation. Should the Food and
Drug Administration classify cigarettes
as a “drug delivery system” and thereby
dramatically increase its regulatory lever-
age? Which state plans are adequate to
deal with air and water pollution and
which are not? How safe is safe enough
for air travel? If regulators lose political
support for their decisions, the decisions
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Both the international
organization that crafted
ISO 14000 and the private
industry representatives
collaborating with the
organization have
invested years thinking
through the tough issues.



cannot long stand. Political support, or at
least the absence of powerful opposition,
is a necessary condition for decision-
making by government regulators,
regardless of the law.

Second, because the opportunities for
contesting regulators’ decisions vary
wildly, regulation must also avoid politi-
cal opposition if a given approach is to
survive. Legislative committees can
rarely resist the instinct to micromanage.
They can hold hearings that probe into
the regulators’ exercise of discretion,
send powerful signals about the course of
action desired, and issue not-so-subtle
threats about shifts in the law and bud-
get. The legislative branch can change the
law or cut the regulator’s budget. Elected
executives, from governors to presidents,
can rarely resist putting their distinctive
stamp on big regulatory issues. And the
courts can reverse regulatory decisions. 

In each branch of government, more-
over, interest groups can influence policy.
Indeed, for well-funded and well-con-
nected interest groups, regardless of
which side they support, no policy deci-
sion is ever final. There is always another
arena in which to challenge any decision.
Interest groups can comment on and
thereby try to shape proposed rules. On
rules or compliance strategies with which
they disagree, they can try to find an
audience in a congressional committee
hearing. They can complain to friends on
the White House staff or in the media.
They can press their case for a smaller (or
larger) budget for regulatory agencies.
They can challenge any interpretation in
court. If courts rule against them they can
return to the legislature. Since so many
regulatory decisions, especially in envi-
ronmental policy, involve delegated
power from the federal to the state gov-
ernments, that even further multiplies the
opportunities for influence. 

This complex arena poses important
questions for reform strategies like ISO
14000. ISO 14000 builds on the proposi-
tion that, left to devise their own environ-
mental management strategies, private
industry could produce an environment
just as clean at a lower cost to everyone.
Regardless of the validity of that assump-
tion—and whether it is true for industry
as a whole, for only specific sectors, or
for only some companies—some players
within the political system will strongly
contest that assumption. Some environ-
mental interest groups, for example,
might see ISO 14000 as a fox-in-the-hen-
house problem: private industries being

allowed to craft their own environmental
policy, with a weak regulatory agency
overseeing the process. If sufficiently per-
turbed, these (or any other) interest
groups could at the least create long
delays and multiple roadblocks for the
collaborative process envisioned in ISO
14000. At the most, they could successful-
ly challenge the process in general or an
individual state plan and bring the entire
process to a halt. 

That imposes a three-step governance
challenge for public managers trying to
implement ISO 14000. First, managers
must develop, in collaboration with their
private sector partners, a process to
ensure that the environmental manage-
ment system satisfies environmental
standards. Second, managers must
behave in a way that forestalls challenges

from interest groups that might disagree
with the process as a whole or the behav-
ior of a particular industry. Finally, man-
agers must build broad support for the
effort among the public at large to fore-
stall a corrosive lack of confidence.

The biggest political threat to ISO
14000 would for the public to become con-
vinced that government was selling out to
private industry, that the regulated had
captured the regulators. This is not an idle
specter; few ideas have had more staying
power in regulatory politics over the last
century. News stories or interest group
charges about an improper sharing of
power with private companies could slow,
stagger, or even stop ISO 14000 pilots.

What this suggests, at the core, is that
the ISO 14000 experiment not only
requires a close and innovative partner-
ship between government regulators and
private industry, but also all partici-
pants—government regulators and pri-

vate industry officials alike—to behave in
ways that encourage trust and confidence
in the entire process. It is impossible to
define precisely what all those steps are,
or to list the behaviors that ought to be
proscribed. The basic principles are clear:
transparency in operations and broad
participation in policy discussions can
enhance trust and confidence—in the
industries and in government. Secrecy
and the creation of insider games, even in
appearance, can diminish trust and confi-
dence.

For industry participants, in particu-
lar, this suggests an unusual level of pub-
licness in operations. It surely does not
mean that industry must divulge compet-
itive secrets or give local communities
veto power over operations. It does
mean, however, that industry leaders
must think carefully about how their
decisions could promote trust and confi-
dence, and which of their decisions
might diminish it. The lower the stock of
trust and confidence, the less resilient the
system will be to problems and the more
prone to devastating political attacks.
Given the central role of private industry
in shaping and implementing ISO-certi-
fied environmental management systems,
moreover, the behavior of the private
partners in ISO 14000 will be most
important in shaping trust and confi-
dence in the experiment, and therefore in
its success.

ISO 14000 requires, therefore, a level
of corporate citizenship in excess of what
would normally be expected by private
industry. The fundamental responsibility
of regulators is implementing the law,
and ISO 14000 is an innovative experi-
ment to determine if granting private
industry more flexibility could improve
implementation. With ISO 14000 private
companies gain substantial additional
discretion in exchange for a freer hand in
implementing the law. The advantage of
that discretion is potentially greater
return for shareholders and more flexibil-
ity in operation; the price of the extra dis-
cretion is being more responsive to the
public. To ask for the extra discretion
without behaving in a way that reinforces
public trust and confidence in the system
is to undermine governance and to court
political attack that could bring down the
experiment. 

Collaboration and Public Management

The government managers responsible for
shaping ISO 14000 experiments face spe-
cial challenges of their own. These chal-
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lenges begin with the fundamental risk of
ISO: ISO 14000 neither changes the under-
lying legal requirements nor the regula-
tor’s responsibility for ensuring that those
requirements are met. For the government,
the case for ISO 14000 rests on the need to
deal with the growing political assault on
regulation and regulators. The govern-
ment’s case also rests on the hope that col-
laboration with the regulated can achieve
environmental goals without further erod-
ing (and perhaps even by building) politi-
cal support. This poses a series of public
management challenges.

Ensuring legitimacy

The risk inherent in ISO 14000 is a two-
edged sword. On one hand, the status
quo in regulatory policy is not an option
for regulators. There is little political sup-
port for the current approach to govern-
ment regulation. On the other hand, the
ISO 14000 experiment risks making a
sham of the whole regulatory process.
Critics might contend, for example, that
the companies in the experiment are get-
ting an easier ride, with less government
oversight and greater flexibility. (Imagine
a newspaper story suggesting that elected
officials, tight with big corporate cam-
paign contributors, have surrendered
environmental policy to the companies.)
Corporate flexibility, of course, comes at a
high price for the companies involved,
but these costs might not be visible to
critics. The public management of ISO
14000, therefore, must begin with a strate-
gy for ensuring the legitimacy of the pub-
lic process, just as the private sector must
begin by devising a strategy ensuring
public trust and confidence in the private
process.

Culture change

ISO 14000 requires a major culture
change within public organizations as
well as private ones. It requires that the
regulators build a supportive partnership
with companies instead of asserting
authoritative oversight over regulated
companies. That requires strong leader-
ship: a clear vision of what that relation-
ship ought to look like; the creation of
strong incentives to take the risks that
such a partnership demands; and protec-
tion of employees against the criticisms
that inevitably will follow any ISO 14000
experiment. 

A two-track regulatory process

Until all companies are ISO 14000-certi-
fied—and that is likely to be a very long
time—public managers will have to

devise and use a two-track environmental
management process: one track to deal
with the tough ISO 14000 process and a
second to continue traditional command-
and-control regulations for companies
not certified for ISO 14000. For private

companies, the challenge of defining and
promoting an ISO-centered culture will of
course be enormous. For public regula-
tors, the challenge will be even greater: to
work for a radical transformation in the
most fundamental regulatory strategies
while holding non-certified companies to
existing rules. Creating a two-track regu-
latory system, which inevitably feeds sep-
arate cultures, at the same time that a
government agency is attempting nothing
less than a fundamental transformation
to a new regulatory regime, is a task that
few private managers could envy.

Training

The simple truth is that no one really
knows how to do this. At best it will be a
matter of trial and error. The transition
will, moreover, require substantial train-
ing to define and reinforce new norms.
Few public agencies have encountered
such a challenge. Only strong and ongo-
ing training will help employees adjust—
and prevent them from drifting back into
old patterns.

Monitoring and enforcement

ISO 14000 anticipates that government’s
regulatory approach will change, from
intrusive oversight of companies’ opera-
tions to indirect monitoring of environ-
mental quality. That, in turn, requires a
shift from an input focus (inspections
conducted) to an outcome focus (results
produced). This problem in itself lies at
the very cutting edge of public manage-
ment reform in the United States and
around the world. The federal govern-

ment is involved in a half-decade-long
effort to move to results-based perfor-
mance measures; progress there has been
slow and difficult. ISO 14000 anticipates
that regulators will not only solve these
problems but also develop tactics for
assessing the performance of its private
partners. Without assurances that envi-
ronmental quality has not been compro-
mised, ISO 14000 will be vulnerable to
political attack. Developing the new tech-
niques, however, will require innovative
approaches to public management that
are substantially beyond anything now at
work in the public sector.

Sanctions

Finally, public managers will face the
question of what to do about disclosures
of violations that the ISO process might
produce. Companies themselves are tak-
ing big risks by engaging in the ISO
process. They are likely to want to be held
harmless for any problems they them-
selves discover and correct. To do other-
wise would create strong incentives
against transparency in operations, and
that in turn would undermine public trust
and confidence in the process. Public reg-
ulators, however, risk charges of favorit-
ism if they punish companies—especially
for violations of legal standards—that are
subject to traditional regulations but not
those involved in ISO 14000 experiments.
That, of course, would stimulate compa-
nies not ISO-certified to undertake the
process, but it would court big political
problems: regulators might appear to
have double standards because some
companies might be allowed to get away
with polluting while others are punished
for the same behavior.

The public management challenges of
ISO 14000 are daunting and, if anything,
more difficult and complex than those
facing private companies. Many private
companies have extensive experience
with previous ISO standards, including
the ISO 9000 customer service standard.
Public regulators have none. Private com-
panies have a relatively narrow focus: to
reduce costs, improve operations, and
increase profits. Public regulators must
answer to a broader set of interests and
cope with these issues while maintaining
traditional regulation, which further com-
plicates things. Public managers have fur-
ther to go with less of a head start, yet if
they do not solve these problems, the ISO
14000 process could grind to a quick and
painful halt.

Developing the new ISO
14000 techniques will
require innovative
approaches to public
management that are
substantially beyond
anything now at work 
in the public sector.



adults were in Wisconsin prisons; at the
beginning of 1996, the adult prison popu-
lation had grown to 11,300. Current
projections by the Department of Correc-
tions indicate that the adult prison popu-
lation will reach 16,150 by the beginning
of 2000, an annual rate of increase of 9.3
percent. Although longer-run projections
have not been made, the cumulative
effect of mandating longer sentences and
a reduced probability of parole is likely
to result in continued increases in the
state’s prison population into the twenty-
first century. In light of this, it is not sur-
prising that corrections have been the
most rapidly growing portion of the state
budget, and, according to current projec-
tions, will consume an increasing portion
of the state’s budget.

To determine whether Wisconsin will
experience fiscal difficulties in meeting
its joint commitments to property tax
relief and the increased incarceration of
criminals without sacrificing other state
programs, I have estimated the bud-
getary costs between now and 2005 of
fulfilling the state’s commitments and
continuing to fund state services at their
current levels. In general, I have assumed
that most categories of spending other
than K-12 education and corrections will
experience real growth equal to the
state’s (relatively slow) rate of population
growth. Growth of the University of Wis-
consin (UW) System budget is tied to the
population growth rate of 18- to 24-year-
olds and the historical difference between
the higher education price index and the
overall consumer price index.

I then compared these projected “cur-
rent services” budgets to estimates of the
revenue the state will have available in
each year if it maintains its current tax
policy and the economy continues its
robust rate of growth. These revenue pro-
jections are based on the historical rela-
tionship between the growth of tax rev-
enue and personal income in Wisconsin
and long-run projections of personal
income growth in the state. The results of
these calculations indicate that state gen-
eral fund revenue will grow at an annual
rate of approximately 2.3 percent (in 1996
dollars) between fiscal years 1997 and
2000, and by slightly less than 2 percent
between 2000 and 2005.

To the extent that current service bud-
gets exceed available revenue in future
years, the state will face structural deficits.
The bottom line of Figure 2 indicates that

Wisconsin’s structural deficit will be about
$250 million in fiscal year 1997. By 2000,
the annual structural deficit will be about
$850 million (in 1996 dollars) and by 2005,
it will rise to more than $1.1 billion, an
amount that will equal 11 percent of avail-
able general fund revenue in that year. 

Dealing with structural deficits of this
magnitude will be difficult, even if feder-
al aid to Wisconsin is not reduced. If bal-
ancing the federal budget requires cuts in
federal grants of the magnitude dis-
cussed above, Wisconsin will face even
larger structural deficits. The top line in
Figure 2 illustrates the growth of the
structural deficit in Wisconsin between
1997 and 2005 under the assumption that
the federal budget is brought into bal-
ance by 2002 along the lines proposed in
the congressional balanced budget plan.
In the first year of the next biennium,
Wisconsin would face a structural deficit
of more than $525 million. This annual
deficit would grow to $2.2 billion in 2002
and $2.6 billion in 2005 (all measured in
1996 dollars). These deficits represent a
large portion of Wisconsin’s total budget.
In 1998 the deficit would be about 11 per-
cent of the state’s total general fund rev-
enues. By 2002, the annual deficits would
climb to more than 22 percent of general
fund revenues. 

There will be no easy way for Wiscon-
sin to close structural deficits of this mag-
nitude, but the state may choose one or
more of the following options: (1) reduce
the costs of public services by operating
government more efficiently; (2) increase
revenues; (3) cut public services; or (4)
shift the cost of public services to local
governments or, where possible, to the
private sector.

The ideal way to close the state’s
structural deficit would be to reduce gov-
ernment spending by making the govern-
ment operate more efficiently. Governor
Thompson, along with many other gov-
ernors, has argued that freedom from
federal regulations will allow states to
provide public services at substantially
reduced costs. A review of the evidence,
however, suggests that the potential sav-
ings arising from reduced federal regula-
tions and requirements are quite modest. 

To raise enough new revenue to erase
the structural deficits would require mas-
sive tax increases. If the entire revenue
increase were to come from the sales tax,
the state’s 5 percent sales tax rate would
have to be increased to 6.75 percent in
fiscal year 1998 and to 8.4 percent by
2002. Alternatively, if increases in the
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Reschovsky continued from page 9Toward Information-Based Regulation

Most fundamentally, ISO 14000 builds a
strategy that shifts the foundation for
government regulation from authority to
information. In the authority-based
approach, founded in the Progressive
movement, government wrote rules and
inspected companies’ operations to
ensure compliance. Companies were
responsible for following the rules and
putting up with the inspections. In the
ISO approach, companies gain greater
freedom in deciding how to meet regula-

tory standards. Government’s role shifts
to measuring outcomes to ensure that the
standards are being met. 

The change creates new roles for com-
panies and government regulators alike.
In exchange for greater freedom, compa-
nies assume, at least implicitly, greater
responsibility for corporate citizenship.
Government agencies assume challenging
new responsibilities for ensuring that the
standards are met without getting in the
way of the companies trying to meet
them—while simultaneously seeing that
companies not part of the ISO process
meet the standards through the tradition-
al process.

Given the century of tradition of gov-
ernment regulation, it would be hard to
envision a more fundamental shift. The
tremendous political battles over regula-
tion, coupled with the costs in competi-
tiveness imposed on private companies,
leave few options but to change funda-
mentally. The route from the current sys-
tem to the new one is a road largely
uncharted and unexplored. The funda-
mental question is: Can information sup-
plant authority and produce a cleaner
environment at lower cost while ensuring
public trust and confidence in the sys-
tem? The ultimate success of the ISO
14000 experiment, in the end, will
depend on how this question is
answered. That answer, in turn, depends
critically on finding innovative and suc-
cessful answers to complicated public
policy puzzles.

In exchange for greater
freedom, companies
assume, at least implicitly,
greater responsibility for
corporate citizenship.



individual income tax are relied on to
eliminate the structural deficit, by 1998
the top rate on married couples would
have to be raised by more than 12 per-
centage points to 8.49 percent, with pro-
portional increases in other rates. By fis-
cal year 2002, the top rate would need to
be increased by 3 full percentage points
to a rate of nearly 10 percent.

In light of the probable strong public
opposition, the legislature is unlikely to
approve sales or income tax rate increases
of these magnitudes. Although modest
tax increases might be more acceptable
and are less likely to discourage econom-
ic development, they would not be ade-
quate to close the state’s structural deficit.
For example, in 2002, an increase of one
percentage point in the state sales tax rate
combined with a proportional increase in
income tax rates, would eliminate only 63
percent of the structural deficit. A struc-
tural deficit of more than $810 million ( in
1996 dollars) would remain.

If increasing taxes at all is politically

impossible, then what reductions in state
spending would be required to eliminate
the structural deficit? Assuming that the
state maintains its current commitment to
pursue property tax relief vigorously and
to build more prisons, any spending cuts
will have to come from about one-half of
the budget. This in turn implies that clos-
ing the structural deficit by cutting
spending will require, on average, a near-
ly one-third reduction in spending, across
all spending categories other than K-12
education and corrections.

A look at the broad outlines of how
the state allocates its general fund budget
suggests both the magnitude and location
of likely budget cuts. Likely targets for
major budget cuts include environmental
protection, housing and community
development, mass transit, and financial
assistance to local governments. If history
is any guide, state funding for highway
maintenance and construction is not like-
ly to be reduced significantly. Spending
on highways does not come from the

general fund, but rather from a “segregat-
ed” transportation fund, which is the
beneficiary of all revenues generated by
the state’s gasoline excise tax. Although
the legislature could pass laws that
would allow it to use gasoline excise tax
revenues for non-transportation-related
purposes, any such change would
undoubtedly face stiff opposition from
the powerful highway lobby.

The UW System would almost certain-
ly be a major target of spending cuts.
During the current biennium, the system
received general fund appropriations of
more than $1.6 billion, 10.3 percent of
total appropriations. Only Medicaid, K-12
public education, and state fiscal assis-
tance to municipal and county govern-
ments received larger appropriations.
Federal funding cuts for research coupled
with cuts in state financing would neces-
sitate a major downsizing of the UW Sys-
tem or a substantial increase in tuition. To
continue admitting the same percentage
of Wisconsin’s high school graduates, the
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FIGURE 2

Source: See text for a discussion of how the structural deficits were calculated. For additional details, see the author’s Twentieth Century
Fund report. Data on federal cuts are from unpublished calculations on likely reductions in federal grants to Wisconsin state and local
governments made by the Center on Budget and Policy Priorities. These data were adjusted by the author to net out cuts in grants to local
governments in Wisconsin.
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UW System would need to accept an
additional 10,000 students between now
and 2001—a 6.6 percent increase in the
number of admissions. The immediate
consequence of funding cuts is thus likely
to be a reduction in the proportion of
Wisconsin’s high school graduates admit-
ted into the system.

The final alternative to closing its
structural deficit is for the state to try to
maintain services but to shift the costs to
other governments. One obvious, though
politically difficult strategy, would be to
reduce the amount of general-purpose
shared revenue the state sends to munici-
pal (city, village, and town) governments.
Compared with most states, Wisconsin
provides a large amount of aid to munici-
pal governments—more than $2 billion
during the current biennium. These funds
undoubtedly finance higher levels of
municipal services and allow for lower
property taxes than would be possible
without state aid. If state aid is cut, many
municipalities might consider raising
property tax rates to replace the lost state
aid. It is possible, however, that the
legislature might prevent municipal and
county property tax increases because
any such increases would serve to offset
the reduction of school property taxes
resulting from the “two-thirds initiative.”
If municipal and county governments are
successfully prevented from raising prop-
erty tax revenues, they will have no
choice but to cut local public services. 

The Impact on States of a Balanced
Budget Amendment

Despite current efforts in Washington to
achieve a balanced federal budget, there
remains substantial support, in Congress
and among the general public, for the
enactment of a balanced budget amend-
ment to the U.S. Constitution. Supporters
argue forcefully that without a balanced
budget amendment, political pressures
on Congress and the president to expand
popular programs and to reduce taxes
will prevent Congress from ever balanc-
ing the federal budget.

The amendment considered by Con-
gress in 1996 required that total federal
government spending for any fiscal year
cannot exceed total government receipts
unless three-fifths of the total member-
ship of each house of Congress approve
excess spending by a roll-call vote. The
amendment also required the president to
submit a balanced budget to Congress for
consideration. The wording of the
amendment suggested that if receipts are

lower than expected during any year,
Congress must take immediate action to
increase revenue or to cut spending.

Congress is likely to balance the budget
using spending cuts rather than tax increas-
es. If the budget needs to be brought into
balance during the year, cutting spending
usually would have quicker results than
generating additional revenue through
raising taxes because there is usually a
considerable lag between the enactment of

a tax increase and an actual increase in tax
revenue. Furthermore, the amendment
itself makes raising revenue harder than
cutting spending. Any bill to increase reve-
nue must be approved by a majority of the
full membership of each house by a roll-
call vote. Spending cuts, on the other hand,
require the vote only of those present and
voting, and can be approved by a voice
vote. No records are kept of how individ-
ual members of Congress vote.

In the eyes of most economists, one of
the great strengths of our macroeconomic
system is that during recessions, federal
spending automatically increases and tax
revenues fall. As the economy enters a
recession, incomes fall and unemploy-
ment rises, and as a consequence more
people become eligible for federal entitle-
ment programs such as Food Stamps,
Medicaid, and, until the recent passage of
the welfare reform legislation, welfare. At
the same time, lower incomes mean that
federal income, payroll, and excise tax
payments fall. This rise in spending and
fall in revenues result in a larger federal
deficit. Deficits during a recession act as
automatic stabilizers, stimulating eco-
nomic growth. Similarly, during periods
of rapid economic expansion, revenues
rise and spending on entitlements falls.
The resulting surplus, or smaller deficit,
serves to restrain economic growth.

A balanced budget amendment would
completely defeat this counter-cyclical
aspect of our current fiscal system. If the

government is forced to cut spending or
raise taxes during a recession to balance
the budget, a more severe recession is
likely. This increased volatility in the
economy also may lead investors to be
more conservative and less likely to make
long-term investments. The result would
be slower economic growth, exactly the
opposite effect that proponents of a bal-
anced budget amendment hope the
amendment would achieve.

The inability of the federal govern-
ment to run deficits during a recession
would have direct and decidedly detri-
mental impacts on states. Recessions
bring a rise in unemployment and a fall
in state incomes. During previous reces-
sions, individuals were protected from
the full force of the economic downturn
by the increased federal funds that
automatically flowed to those who found
themselves without jobs.

If a balanced budget amendment is
enacted, the federal government, in its
effort to balance its own budget, would
in all likelihood be forced to reduce fed-
eral funds available to help individual
families weather unemployment. In addi-
tion, federal employees around the coun-
try may be laid off, and federal purchases
of goods and services reduced. Thus
rather than cushioning the impact of an
economic downturn, the balanced budget
amendment may force the federal
government to take actions that exacer-
bate the economic woes and the hard-
ships created by a recession.

Even the strongest proponents of a
balanced budget amendment do not
claim that the enactment would prevent
economic downturns. Thus when the
inevitable recession occurs, states would
face declining state tax revenues and a
reduced flow of federal funds. State gov-
ernments would be forced to cut state
services drastically just when many indi-
viduals who have lost their jobs are most
in need of government assistance. Alter-
natively, states could raise taxes, an
action that would not only be politically
difficult, but would tend to depress the
economy further just when economic
stimulation is needed.

Conclusions

Efforts to balance the federal budget are
likely to create a serious fiscal crisis in
Wisconsin and in other states. A review of
recent studies from three other states—
Illinois, California, and Washington—
suggests that Wisconsin’s fiscal situation
is not unique (see sidebar). Each of these
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The balanced budget
amendment may force the
federal government to
take actions that directly
exacerbate the economic
woes and the hardships
created by a recession.



three other states is likely to face serious
structural deficits, even in the absence of
efforts to balance the federal budget.

State governments face constraints aris-
ing from policy decisions made by state
legislatures or imposed by voters, and
from economic or demographic factors
largely outside the control of state govern-
ment officials. Each state will respond dif-
ferently to the fiscal pressures created by
efforts to balance the federal budget. State
services will be cut and there will be pres-
sure to raise taxes. The possibility of rais-
ing additional revenue through tax
increases will be limited in some states by
voter-imposed tax limitations. If history is
a guide, many states will attempt to close
their structural deficits by shifting costs to
lower-level governments, directly cutting
state aid or shifting responsibilities for ser-
vice provision. The declining political
power of city governments in state deci-
sion-making suggests that central cities
will be particularly hurt by state govern-
ment cost shifting.

Another, perhaps less visible, form of
cost shifting is likely to occur if budget
cutting at the state level results in holes
in the “social safety net.” For example,
one likely outcome of cuts in federal
funds for welfare, Medicaid, Food
Stamps, and Supplemental Security
Income is that some individuals will lose
eligibility for program benefits. At least
some of these individuals will have no
other sources of support and will be
unable to work or to find jobs. What will
happen to these individuals is unclear,
but an increase in poverty is almost cer-
tain. A substantial body of research sug-
gests that severe poverty is associated
with higher infant mortality, increased
rates of illness, and for children, lower
performance in school. Increases in
poverty may also lead to higher crime
rates and more homelessness.

These problems not only create hard-
ship for the people involved, they result
in increased costs for state and local gov-
ernments, and, in many cases, for the
average citizen. For example, the costs of
providing health care for the uninsured
generally gets shifted to state taxpayers
or to individuals in the form of higher
health insurance premiums. If school dis-
tricts are limited in their ability to in-
crease spending, the higher costs associ-
ated with an increase in the number of
poor children will result in fewer resourc-
es being available to educate the non-
poor. Any increase in crime also involves
cost shifting. Victims bear obvious and

direct costs. The criminal justice system
at both the local and state levels faces
higher costs. And the average citizen
bears some costs in the form of both
higher theft insurance rates and
increased anxiety about personal safety. 

I have argued that current efforts to
balance the federal budget by 2002 will
place tremendous fiscal burdens on the
nation’s state and local governments. The
response, however, should not be to give
up on the goal of balancing the federal
budget and reducing the budget deficit,
but rather, to minimize the deleterious
impacts on state and local governments
of achieving these goals.

Even though the budget deficit has
been reduced by about 50 percent since
1992, it remains large. Although it is pos-
sible to have a reasonable debate about
the precise year in which the budget
should be brought into balance, or even
whether zero deficits are an appropriate
goal, no one should lose sight of the fact
that federal budget problems after 2002
dwarf anything we are facing today. 

Starting in the next millennium, federal
spending on Social Security, Medicare,
Medicaid, and federal employee retirement
programs will grow rapidly. The growth in
these entitlement programs will accelerate

rapidly as the baby boom generation
begins to retire after about 2010.

Major entitlement reforms must occur.
Without these reforms, Social Security
and Medicare will develop substantial
revenue shortfalls early in the next mil-
lennium. Delaying entitlement reforms
will not solve the problems. Delay will
only increase the size of the required
reductions in benefits or increases in
taxes necessary to maintain solvency of
the Social Security and Medicare pro-
grams. By taking entitlement reform “off
the table” our public officials have only
exacerbated the long-run problems. 

Finding a solution that does not
involve shifting the burden of federal
budgetary problems onto the states
requires a strategy that includes Social
Security and Medicare reform, a broad
mix of defense and non-defense spending
cuts, and a package of modest tax
increases. The ability of states to provide
adequate public services for their citizens
will require a continued commitment by
the federal government to maintain and
strengthen an active partnership between
the federal government and the states.
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Wisconsin is likely to face large structural deficits because of decisions
by the legislature and governor to increase spending on prisons and K-12
education. Although the fiscal future is undoubtedly rosier in some
states, recent fiscal analyses conducted in several states indicate that large
structural deficits are by no means unique to Wisconsin. Fiscal decisions
made by state legislatures or imposed by voter-approved initiatives have
restricted revenues or mandated spending in a number of states. Rapid
population growth and other demographic patterns beyond control of
government officials also contribute to structural deficits in some states.
• Fred Giertz, Therese McGuire, and James Nowland of the University

of Illinois estimate that by 2005 Illinois will face a structural deficit of
$1.8 billion (nearly 10 percent of state revenues for that year) assuming
federal government grants to Illinois remain constant.

• In California, Stephen Carroll and Eugene Bryton of the Rand Corpo-
ration estimate that by 2002 fiscal constraints will force the state to cut
spending by more than 10 percent in all categories other than K-14
education, corrections, and health and welfare.

• In Washington, according to an analysis conducted by the Fiscal Policy
Center of the University of Washington, in 2002 the state will face a
gap of about $300 million between the costs of providing the current
mix of public services and state spending limits imposed by a voter-
approved initiative.

Beyond Wisconsin . . .



With Wisconsin now at full
employment, employers are
reporting difficulty finding

skilled workers. After almost a decade of
employment growth at rates above the
national average, Wisconsin cannot
expect to outperform the rest of the
nation this year simply because there are
not enough workers for new jobs.

Wisconsin's employment growth
exceeded that of the rest of the nation for
almost a decade starting in 1986. But in
late 1993, the gap closed. From then until
late 1995, employment in the rest of the
nation grew at roughly the same rate as
in Wisconsin. In 1996, employment in the
rest of the nation grew more quickly than

in Wisconsin, and in the near future, I
expect that experience to be repeated.
That is, employment growth in the Unit-
ed States in 1997 will exceed that in Wis-
consin, possibly by as much as three-
fourths of a percentage point. 

Figure 1 shows the rates of growth in
employment in Wisconsin and the United
States during the past decade. Growth is
measured in percentage terms for each
month of the past decade. The period
between November 1995 and November
1996 records the most recent growth of
employment at 1.7 percent. This point is
connected to the preceding level of 1.6
percent, which is the growth between
October 1995 and October 1996.

Employment growth in Wisconsin is
likely to fall short because of a lack of
workers, not a faltering economy. The
broadest measure of labor availability is
the unemployment rate, which in Wis-
consin has been about two percentage
points below the national average in
recent years. In mid-1994, Wisconsin's
unemployment rate reached 3.5 percent
and has fluctuated around that level
since. This is about as close to full
employment as can be attained
statewide, though monthly readings as
low as 3.1 percent have been observed.
Figure 2 compares Wisconsin’s and the
nation’s unemployment rates.

Some local markets report very low
unemployment rates. Madison’s unem-
ployment was in the 1.0 to 1.5 percent
range throughout 1996, a level that in
many months was the lowest in the
nation. This low unemployment rate drew
national attention and was an important
ingredient in the formula that led to Madi-
son being ranked by Money magazine as
the No. 1 place in America to live.

With little growth anticipated from
further reductions in the unemployment
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FIGURE 1

Source of Data: U.S. Bureau of Labor Statistics
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rate, future employment growth in Wis-
consin must come from two sources: (1)
in-migration: and (2) increased labor
force participation.

In-migration has not been strong in
recent years, even though job availability
can be a strong motive to migrate. Partly
this is because wages in Wisconsin are
not above average and partly because
jobs are not scarce in other states, though
economies there may not be quite as
robust as Wisconsin’s. The economic
push and pull factors are not strong
enough at this time for workers to choose
to migrate, despite Wisconsin’s recent
record of rapid growth.

Long-term migration has favored the
Sunbelt in recent years, and census pro-
jections indicate that this pattern is likely
to continue. The Yankelovitch survey
taken as part of the work of Wisconsin’s
Strategic Development Commission more
than a decade ago found that while Wis-
consin natives considered their state a
very good place to live, residents of other

states did not think much of Wisconsin.
Prevailing against other states’ residents’
skepticism about Wisconsin and against
the long-term trend in migration that
favors the Sunbelt will not be easy and
probably would require a conscious poli-
cy to encourage in-migration. We would
have to sell Wisconsin as a good place for
workers to live.

Developing a policy to encourage
workers to move to Wisconsin would be
controversial. Some will want to encour-
age new workers to come to Wisconsin
because fast economic growth provides
increased opportunities for current resi-
dents to improve their economic well-
being. Others will not want to encourage
in-migration because greater population
growth may threaten the environmental
amenities that provide a high quality of
life in Wisconsin. 

While the migration issue may
become increasingly visible in the future,
I expect that we will see little change in
the number of workers migrating to Wis-

consin in 1997. Hence, Wisconsin’s long-
term trend of less-than-average popula-
tion growth is likely to keep the state’s
growth in labor force below average.

A second source of additional work-
ers is in people who already live in Wis-
consin but do not work. Wisconsin
Works (W-2), Wisconsin’s new welfare
program, is intended to introduce to the
labor force a large group of people who
now receive aid. As the program moves
into high gear, as many as 50,000 wel-
fare recipients will be expected to seek
work. This is about 2 percent of the Wis-
consin work force. How ready and able
to work these individuals will be
remains to be seen. And even if they
could quickly provide an expanded
pool of qualified workers for entry-level
jobs, the further question remains of
how to upgrade the skills of current
workers to relieve the shortages for
skilled workers.

Macroeconomists, who make forecasts
despite the enormous uncertainties
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FIGURE 2

Source of Data: U.S. Bureau of Labor Statistics
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involved, cannot anticipate how success-
ful this transition will be. Forecasts,
including those by the Department of
Revenue, do not foresee a large bulge in
employment in 1997. In particular, they
do not anticipate a return to employment
growth in Wisconsin at rates above the
national average.

On the other hand, an acceleration of
employment growth in Wisconsin in the
last few months has coincided with

reports of increased employment among
the formerly welfare-dependent popula-
tion. The social work delivery system has
been preparing for the new program by
increasing the emphasis on job searching.

In the best of all worlds, many who
are now employed in unskilled positions
would move up the job ladder to increas-
ingly challenging positions, while their
old jobs would be filled by people who
are now on welfare. This work-force

upgrade would obviate the need for in-
migration, and Wisconsin’s economic
growth could continue, without the social
and environmental costs that in-migra-
tion can bring.

While no one knows how successful
W-2 will be, a program designed to move
aid recipients into work has the greatest
chance of success in an environment of
full employment such as the one that
now exists in Wisconsin.
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