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I.  Introduction 
 

The passage in 1996 of the Personal Responsibility and Work Opportunity Reconciliation 

Act (PRWORA) brought about a major change in the way the federal government and the states 

share financial responsibility for cash assistance and related welfare programs.  Prior to 

PRWORA, the federal government provided a matching grant program for Aid to Families with 

Dependent Children (AFDC), with the federal government responsible for an average of 55 cents 

out of every dollar of AFDC spending.  Since the passage of PRWORA, the federal government 

has given an annual block grant to the states for funding the AFDC replacement program, 

Temporary Assistance for Needy Families (TANF).  Our goals in this paper are to review the 

history of federal and state spending on public welfare programs, with a special focus on the  

business cycles of the past twenty-five years, and to investigate whether state spending on public 

welfare programs has been affected by the meaningful change in funding brought about by 

PRWORA. 

We are particularly interested in whether the responsiveness to recessions of state 

spending on social assistance programs changed after welfare reform.  In genera,l during 

recessions state spending on social assistance programs could increase or decrease.  It might be 

expected to increase as people become unemployed and experience declines in well being.  On 

the other hand, states facing fiscal distress might cut discretionary spending, which includes 

some forms of social assistance.  The passage of PRWORA changed the incentives to spend on 

AFDC/TANF programs as it eliminated the significant cost sharing associated with the federal 

matching grant program.  Spending on AFDC/TANF programs at the margin is more expensive 

since PRWORA.  Other financial arrangements under PRWORA, such as the Maintenance of 

Effort requirements and the ability to carryover surplus funds, might also affect state spending 
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during periods of fiscal distress in unpredictable ways.  Ultimately, the responsiveness of state 

spending on welfare programs to recessions before and after the passage of PRWORA is an 

empirical question. 

As we discuss below, despite the mild drop in national output during the recession of 

2001, state revenue systems were put under severe strain.  States weathered this first post-welfare 

reform revenue slump with little assistance from the federal government beyond the nominal-

dollar, fixed block grants they were guaranteed as part of the PRWORA legislation.  In this paper 

we set out to learn whether states acted as many feared they would and disproportionately cut 

social assistance spending during the 2001 recession. 

Our answer, in short, is that they did not.  We think the reasons for this go beyond the 

simple charitable nature of state legislators and reflect the fact that spending for cash 

assistance—the traditional center of welfare policy—is no longer a large portion of state budgets. 

 The safety net has become multifaceted and has become considerably more dominated by the 

federal government despite the fixed block grants introduced by PRWORA.  Still, we 

acknowledge that, because the recession of 2001 was relatively mild and followed a period of 

unusual revenue-gains in the late 1990s, we cannot be sure that states will always maintain 

spending for low income populations when faced with fiscal stress.  Also, because of the unusual 

sluggishness in the recovery of state revenues following the 2001 recession, we cannot yet be 

sure how state spending will adapt in the long run. 

 
II.  The Fiscal Federalism of Social Assistance Spending 
 
Legislative history 
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Over the past four decades, social assistance spending (spending for the basic needs of 

the indigent population) at the state government level has centered on two interconnected 

federal-state programs: Aid to Families with Dependent Children (AFDC), created in 1935, and 

Medicaid, enacted in 1965.  Social changes and legislative amendments to the Social Security 

Act in the early 1960s resulted in major expansions of these and other federal-state social 

assistance programs.  Passed in 1960, the Kerr-Mills Act provided federal matching funds for 

participating states that made payments to health care providers of certain low-income elderly 

individuals.  Further legislative amendments created the Medicaid entitlement program in 1965 

and linked eligibility for Medicaid to eligibility for AFDC.  Both AFDC and Medicaid were 

designed as intergovernmental partnerships, with the federal government providing fifty to 

eighty-five percent of the funding and the states retaining significant control over program 

design and operation. 

By 1969, four years after Medicaid’s enactment, (nominal) state and local spending for 

non-Medicaid welfare (mostly AFDC) had nearly doubled and by 1974 it had nearly quadrupled. 

 Robert Resichauer (1977) attributes these increases to rapidly expanding caseloads and increases 

in benefit levels.  The rate of growth in state spending on cash assistance slowed in the mid 

1970s in large part because the federally-funded Supplemental Security Income (SSI) program, 

created in 1974, eliminated state responsibility for 3.2 million aged, blind and disabled recipients 

with low income and limited assets.  Expenditures for Medicaid rose rapidly in the late 1960s 

and early 1970s (343 percent between 1965 and 1972) and by 1974 spending on Medicaid 

exceeded spending for cash assistance.  

A host of federal changes in the 1980s both imposed new requirements and gave states 

new options in the design of their Medicaid programs.  The 1980 Boren amendment to the 
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Omnibus Reconciliation Act of 1980 (P.L. 96-4999) required states to increase reimbursements 

to providers of nursing home services for Medicaid patients.  Changes in the 1980s required 

Medicaid coverage of some poor children, pregnant women, and two-parent families, and 

required transitional coverage of people leaving AFDC due to earnings from work.  States also 

were given funds and required to make additional payments to so-called “disproportionate share 

hospitals,” i.e., hospitals that provided a disproportionate share of uncompensated care to low-

income patients.  

State options and responsibilities under AFDC also rapidly changed in this period.   

Welfare-to-work demonstration projects were allowed beginning in 1981 and states were given 

more options to require AFDC recipients to participate in job training and job search.  Other 

changes during this period required or allowed states to develop AFDC programs that facilitated 

child care so that parents could work. 

The late 1980s and early 1990s saw rapid increases in Medicaid spending due to a 

combination of the lagged effect of the 1980 Boren amendment, states expansion of optional 

services, and state use of provider taxes to pay the state share of Medicaid in order to garner 

increased federal matching funds (Wade, Adams and Berg 1994).  In 1991 federal legislation 

restricted use of provider taxes and  imposed a ceiling on Medicaid payments to disproportionate 

share hospitals in an attempt to restrain Medicaid costs.   

Although there were no major legislative changes to AFDC in the early 1990s, many 

states received administrative waivers that allowed them to modify their AFDC programs in an 

effort to reduce work disincentives.  Also, as a result of the 1990 Sullivan v. Zebley U.S. 

Supreme Court decision, children’s eligibility for SSI was expanded, resulting in many children 

switching from AFDC to SSI over the course of the decade (Kubik, 2003).  
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A sea change occurred with respect to AFDC when Congress passed PRWORA in 1996.  

This act abolished the AFDC program and replaced it with Temporary Assistance to Needy 

Families (TANF).  TANF represented a major practical and philosophical shift in the nation’s 

and states’ approaches to economic assistance for low-income households.  Recipients were 

limited to five years of cash assistance over their lifetime.  Federal matches for state assistance 

were replaced with a block grant equal to the amount of federal aid for AFDC received in 1994 

in most cases.  States were given a Maintenance of Effort provision that required them to 

maintain their own TANF spending at a minimum of 75 percent of their 1994 contribution to 

AFDC-related programs.  States also were given considerable flexibility in how to direct their 

efforts.  In particular, states could transfer a significant share of their TANF block grant to 

related programs that aided children from low-income families.  A particularly unusual feature of 

TANF financing arrangements was that states were not required to spend their federal block 

grant in the year that it was received.  States that did not expend their entire federal TANF grant 

in a particular year accumulated “surpluses’ that could be expended in future years.  With rapid 

caseload declines in the late 1990s many states accumulated considerable surpluses that they 

were able to use to supplement TANF spending in later years (see Lazere, 2000). 

States were required to get welfare recipients into the work force and faced penalties if 

they failed to do so.  Other facets of the TANF program included comprehensive child support 

enforcement, various supports, including transitional Medicaid eligibility, for families moving 

from welfare to work, and performance bonuses to states that were most successful at getting 

welfare recipients into the labor market and at reducing out-of-wedlock births. 

Elimination of the federal match for state expenditures led some analysts to worry that 

states would be reluctant to increase social welfare spending to meet increased need for 
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assistance during recessionary periods.  TANF legislation included a $2 billion federal 

contingency fund from which states could borrow if they experienced increasing, high and 

persistent unemployment rates.  A state would be eligible to access the fund if its unemployment 

rate exceed 6.5 percent or its Food Stamp caseload increased to at least 10 percent over either its 

1994 or 1995 levels.  In order to access the contingency fund, states had to maintain own 

spending at 100 percent of FY1994 levels (rather than the 75 percent Maintenance of Effort 

level).  However, this fund was widely regarded as providing little benefit to states because of 

the stringent conditions to access it and the payback requirements (Powers, 1999 and Holzer, 

2002).  Despite a two percentage point increase in the national unemployment rate between 

October 2000 and August 2003, no state used the contingency fund (Fremstad and Parrott, 2004). 

  

The PRWORA legislation also contained provisions that directly affected Medicaid:  

states were required to cover families meeting AFDC eligibility criteria as of July 1996, and 

legal immigrants who entered the United States prior to August 1996 were barred from Medicaid 

coverage for a five year period.  Perhaps more importantly, PRWORA severed the link between 

receipt of cash assistance and Medicaid eligibility that had been implicit since the 1960s. 

Spending on and funding of social assistance programs 
 

Responsibility for spending on and funding of social assistance programs is very much 

shared among all levels of government in the U.S.  The funding for Medicaid and AFDC/TANF 

is shared in roughly equal proportions between the federal government and the states.  The 

Earned Income Tax Credit (EITC) is solely a federal program1, while the federal Food Stamps 

program involves administrative and minor funding responsibility on the part of the states.  

Supplemental Security Income (SSI) is largely a federal program, but some states supplement the 
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program.  Finally, general assistance programs are completely in the hands of state (and local) 

governments. 

Table 1 presents total federal, state and local spending in current dollars and in real 

dollars per capita by program over the last few decades.  Nominal spending on Medicaid 

increased tenfold from 1980 to 2002.  The only other program to show such a rapid increase in 

spending over the period was the federal EITC.  Both Food Stamps and the states’ general 

assistance programs roughly tripled in size over the period, while SSI increased 3.5 times.  

Interestingly, spending on AFDC/TANF (cash assistance only) started and ended the time period 

at about $13 billion.  Real per capita spending actually declined over the period for 

AFDC/TANF, Food Stamps, and general assistance programs. 

The decade snapshots of table 1 mask interesting year-to-year variation.  In figure 1 we 

plot annual constant-dollar spending on AFDC/TANF, Food Stamps, SSI and the EITC from 

1978 to 2002.  Real spending on all four programs was essentially flat throughout most of the 

1980s.  In the late 1980s and the early 1990s there was growth in all four programs, rapid growth 

for all but AFDC/TANF.  Beginning in about 1992 or 1993, Food Stamps and AFDC/TANF 

leveled off and then began to decline while the other two programs continued to grow.  In 2000, 

real spending on Food Stamps began to increase again, while spending on AFDC/TANF 

continued to decline even as the recession hit in 2001.  By the end of the period, the EITC, which 

had started the period on a much smaller scale than the other programs, had outstripped both 

Food Stamps and AFDC/TANF.  And SSI, which started the period in the middle of the pack, 

was far and away the largest spending program in 2002.  Indeed, AFDC/TANF, the largest of the 

four programs from 1978 to 1991, was roughly one third to one half the size of the other three 

programs by 2002. 
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We plot constant-dollar spending on Medicaid, broken down into the federal amounts and 

the state and local combined amounts, in figure 2.  The growth in Medicaid spending has been 

impressive, even explosive, since 1990.   Federal spending and combined state and local 

spending track one another closely throughout the period, with federal spending representing 

about 55 percent of the total.  

Much of the spending in social assistance programs is driven by caseload.  In figure 3 we 

plot the average monthly recipients (AMR) in even years from 1980 to 2002 for five of the six 

programs.2  The fairly consistent and strong upward trend in AMR for the EITC and Medicaid 

mirrors the trends in spending on these two programs.  The AMR for Food Stamps and 

AFDC/TANF are broadly flat over the time period and track one another when they are not flat, 

with a few exceptions.  For example, in the early 1990s, the number of recipients on Food 

Stamps increased sharply relative to the number of AFDC/TANF recipients.  Both figures began 

to decline in 1994, fairly steeply from 1996 to 2000.  From 2000 to 2002, the AMR for Food 

Stamps ticked up, while the AMR for AFDC/TANF continued to decline, but at a reduced rate.  

Throughout the time period, the number of recipients on Food Stamps was roughly two to three 

times as large as the number on AFDC/TANF and by 2002, because of the deviations in trends 

since the early 1990s, the number of recipients on Food Stamps (slightly more than 20 million) 

was nearly four times the number on AFDC/TANF (5.1 million).  Unlike spending on SSI, which 

increased steadily and fairly steeply, the number of SSI recipients exhibited only a slight drift 

upward during the period. 

The role of state and local governments in spending on Medicaid and AFDC/TANF was 

significant and fairly constant over the last few decades.  In figure 4 we plot the combined state 

and local government share of total federal, state, and local spending over the last few decades 
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for the four programs where spending responsibility is shared.  The state and local share of 

Medicaid was virtually constant around 45 percent throughout the period.  The state and local 

share of AFDC/TANF was essentially 46-47 percent from 1978 to 1996, when it started to 

increase; the share was 53 percent in 2000 and 50 percent two years later.  The states have 

administrative responsibility for Food Stamps and the state and local share of spending on Food 

Stamps rose from four percent in 1980 to 10 percent in 2002.  The state share of total federal, 

state and local spending on SSI declined over the period from 23 percent to 12 percent. 

State spending on social assistance programs comprises a large part of the total state 

budget.  In the top panel of table 2 we display the budget shares for four major categories and a 

residual other category of state spending at five year intervals beginning in 1980 and for the most 

recent year available, 2003.  Spending on public welfare rose from 19.4 percent of total state 

spending in 1980 to 26.9 percent in 2003.  State pending on public welfare was roughly the same 

order of magnitude as state spending on elementary and secondary education, although the latter 

did not experience the increase in budget share that public welfare did.  The budget shares for 

health and hospitals and for higher education were virtually constant over the period and their 

shares were relatively low (about eight percent for health and hospitals and about 13 percent for 

higher education). 

It is clear from the bottom panel of table 2, where we break out public welfare into 

component parts, that the growth in public welfare’s spending share was driven by the growth in 

medical vendor payments (largely Medicaid).  Medical vendor payments’ share of state spending 

grew from 8.3 percent in 1980 to 18.1 percent in 2003.  Cash assistance, the focus of the most 

recent welfare reform, comprised a small and dwindling share of total state spending.  In 1980, 
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cash assistance was only 3.3 percent of total state spending.  By 2003, the share had declined to a 

mere one percent. 

In figure 5 we plot real dollar amounts of federal grants-in-aid to state and local 

governments for Medicaid and for Income Security (public assistance, primarily cash payments 

to individuals; food stamps administration; child nutrition programs; housing assistance; and 

other programs) over the last few decades.  The figure illustrates the phenomenal growth in 

federal aid for Medicaid.  In 1980, federal aid for Income Security exceeded federal aid for 

Medicaid by about $55 million (in constant dollars), but only ten years later, the reverse was 

true.  By 2003, federal grants for Medicaid were nearly twice federal grants for Income Security. 

Federal grants for AFDC/TANF increased much more slowly over the last few decades.  

In 1981, federal grants for AFDC were slightly less than $86 million in constant dollars.  By 

2003, federal grants for TANF were just over $104 million, an increase of about 20 percent 

(compared with an increase over the same period in federal grants for Medicaid of about 372 

percent and for Income Security, which contains AFDC/TANF as one component, of about 103 

percent).3 

 
III. State Finances and Economic Recessions 
 

The extent to which economic downturns put states in a fiscal bind depends on the 

responsiveness of state revenues and expenditures to those downturns.  The responsiveness in 

turn depends on the underlying structure of revenues and expenditures as well as the willingness 

of state policymakers to make adjustments to spending and revenues.  In this section, we review 

the relevant literature and present some descriptive statistics to shed light on the responsiveness 

of state revenues and expenditures during times of economic distress.   
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The behavior of state revenues over the business cycle 

The cyclical properties of state tax revenues have been the focus of a recent series of 

papers.  Russell Sobel and Randall Holcombe (1996) and Richard Dye and Therese McGuire 

(1998) examine the short-run elasticity–the variability over the business cycle–of proxies for the 

major tax bases used by state governments.  Sobel and Holcombe find that corporate taxable 

income is much more variable over the business cycle than other state tax bases, including the 

bases for the personal income tax and the retail sales tax.  They also find that non-food retail 

sales is significantly more variable in the short run than is either personal taxable income or 

adjusted gross income.  However, if food is included in the base of the retail sales tax, there is no 

significant difference between the variability of the bases of the retail sales tax and the personal 

income tax.  Dye and McGuire (1998) focus their analysis on the components of the two major 

taxes–the general sales tax and the personal income tax.  They find, for example, that the short-

run elasticity of personal consumer services is higher than the value for a typical goods-based tax 

base, and, for the income tax, that the short-run elasticity rises uniformly with increases in the 

income range subject to tax. Thus, a state with a graduated rate structure for its income tax or 

with personal services included in the base of the retail sales tax would have a more volatile tax 

structure over the business cycle.  

Dye and McGuire (1999) turn their attention to the cyclical properties of state tax 

revenues, which reflect both the volatility of the underlying tax bases as they interact with the 

states’ tax structures and any changes in tax policy (rate and base changes) over the period.  They 

report recession-year elasticities, which are calculated as ratios of recession-year average 

percentage changes in real revenues divided by recession-year average percentage changes in 

real Gross State Product (GSP).  Without tax policy changes, recession-year elasticities should 
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be positive as revenues follow GSP.  Using recession years experienced over the period 1977 to 

1995, the authors find both positive and negative recession-year elasticities, but, on average, the 

elasticities are negative, suggesting that states enact policy changes to increase taxes when GSP 

decreases.4  

The behavior of state revenues during the most recent recession has been the focus of 

several studies.  Fred Giertz and Seth Giertz (2004) examine the history of state revenues over 

the last 50 years, a period that includes nine recessions.  They find that the downturn in revenues 

associated with the 2001 recession was like no other in recent experience, and that there was 

little the states could have done to foresee or forestall the fluctuation in revenues.  Brian Knight, 

Andrea Kusko and Laura Rubin (2003) and Elaine Maag and David Merriman (2003) compare 

across time the responses of states to the fiscal difficulties associated with the recessions of the 

early 1980s, the early 1990s and 2001.  In contrast to Giertz and Giertz, they attribute much of 

the fiscal crisis of 2001 to the lack of response of state policymakers in terms of structural 

adjustments to revenues and expenditures.  In all likelihood, the 2001 fiscal crisis resulted from a 

combination of an unprecedented swing in the income tax base and a general lack of policy 

response.  

In figure 6 we examine how total state tax revenues, revenues from the general sales and 

gross receipts tax, and revenues from the individual income tax were affected by the three most 

recent recessions.  We display annualized real revenues for each calendar quarter.  In each of the 

three time periods we begin with the start of the last full fiscal year prior to the recession and end 

with one complete fiscal year following the recession.5  This protocol is complicated somewhat 

by the fact that the U.S. was in recession for parts of each fiscal year from FY1980 through 

FY1983 with a recovery from August 1980 to June 1981 (i.e., most of FY1981).  We treat this 
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period as a single recession and show data for each fiscal year from 1979 through 1984.  The 

recession that began in July 1990 was confined exclusively to FY1991 so we display only three 

years of data.  The most recent recession encompassed parts of FY2001 and FY2002 and so we 

exhibit four years of data. 

Examining total tax revenues, we see that in both the double-dip recession of the early 

1980s and the recession of the early 1990s revenues began falling prior to the start of the 

recession.  Once the recession began, total revenues fell sharply in both cases but recovered as 

soon as the recession ended.  The most recent recession was clearly different.  First, revenues 

rose very rapidly in the period immediately preceding the recession—growing about six percent 

in FY2000.  Revenues stabilized and then dipped slightly in the last two quarters before the 

recession began but the bulk of the fall occurred four to six months after it ended.  Furthermore, 

revenues remained flat at this low level for more than a year. 

The story for sales tax revenues differs only slightly from the total revenue story.  Sales 

tax revenues clearly softened prior to all three recessions.  Sales tax revenues fell sharply and 

stayed down in the 1980 recession but rose and then fell in the1990-91 recession.  In the most 

recent recession, sales tax revenues fell only slightly but continued falling for several quarters 

after the recession and stayed far below their peak even a full year after the recession was over.   

Individual income tax revenues actually rose slightly over the course of the 1980 recession and 

rose dramatically once the recession ended in November of 1982.  Income tax revenues fell 

during the 1990-91 recession but again rose rapidly as soon as it ended.  As with total revenues, 

the most recent recession was dramatically different.  Growth in income tax revenues slowed 

going into the recession but did not fall until after the recession began and then plummeted over 

the course of the next year and a half or so with no sign of recovery in the displayed data.  
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Clearly, the major revenue impacts of the most recent recession occurred after, not during, the 

recession. 

The dramatic fall in individual income tax revenues is the defining characteristic of the 

state fiscal crisis of the early 2000s.  The depth and persistence of the fall in revenues far beyond 

the end of the recession are not well understood. Contributing factors likely include the sluggish 

recovery, a relatively large fall in income in the upper brackets, and, as stated above, a lack of 

policy response. 

We do not find any significant differences in the path of federal aid to states and localities 

for Medicaid and for Income Security across the three most recent recessions.  As can be seen in 

figure 5, federal grants-in-aid increased during each of the recessionary periods (1980-1982, 

1990-1991, 2001), more rapidly for Medicaid than for Income Security programs, but rapid 

growth for Medicaid is the case regardless of macroeconomic conditions. 

The behavior of state expenditures over the business cycle 

Very little research has been focused on the cyclical behavior of state expenditures.  One 

study, Dye and McGuire (1999), examines the behavior of various categories of state spending 

during recessionary years occurring in the period 1977 to 1995.  They report recession-year 

elasticities, which are calculated as ratios of recession-year average percentage changes in real 

expenditures divided by recession-year average percentage changes in real GSP.  The authors 

find negative recession-year elasticities for many states and for the U.S. average for each 

category of spending (including public welfare, AFDC, K-12 education, and higher education).  

These findings indicate that state spending was counter-cyclical during the recessions analyzed.  

The onset of the 2001 recession presents an opportunity to test the theory that major 

structural changes in welfare policy resulting from the replacement of AFDC with TANF altered 
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state responses to fiscal stress.  While the data necessary to conduct rigorous statistical studies of 

state responses to the recession is just beginning to be available, several groups of researchers 

have already conducted detailed case studies in some representative states. 

A team of Urban Institute researchers conducted site visits and interviews in seven states 

in mid-2002 to assess the impact of the fiscal downturn on social assistance spending (Finegold, 

Schardin, Maag et. al 2003).  The study teams found that state revenues were insufficient to 

maintain real spending at FY2001 levels in all of the states they visited with budget gaps ranging 

from 2.5 to 17.2 percent.  States used a variety of mechanisms to balance their budgets in 

FY2002 and FY2003. Every state in the sample closed a significant portion of the budget gap 

with short term revenue-enhancement measures, such as drawing down reserve funds, debt 

refinancing, and securitization of payments from the tobacco industry mandated by a recent court 

settlement.  

The team found that six of the seven states in the study enacted across-the-board 

spending cuts with only one state (Florida) targeting specific expenditures. However, “[b]ecause 

most states have been spending their own money at, or only slightly above, [TANF Maintenance 

of Effort]…levels, the MOE requirements have been effective constraints on the ability of state 

officials to concentrate spending reductions on human services (p.8).”  In contrast, the team 

found that because Medicaid “accounts for such a large portion of state spending…it is difficult 

to reduce overall spending without cutting the program” and it was cut in each of the states.  

A separate team of Urban Institute researchers (Holohan, Weiner, Bovbjerg, et. al. 2003) 

found that “Medicaid cuts were numerous but small as a share of the budget gaps...Almost all of 

the states [in the study]...sought to increase federal Medicaid matching funds by shifting state-
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funded programs into Medicaid…For example, California shifted some state-funded services for 

the developmentally disabled into Medicaid in order to obtain the federal match; the result is that 

total Medicaid spending went up, but state spending was reduced….Michigan and Mississippi 

turned to the use of provider taxes or “assessments” to draw down additional federal Medicaid 

money without having to spend any additional [state] general revenue funds” [p.7-11] 
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Another research team commissioned by the U.S. Department of Health and Human 

Services collected qualitative and quantitative data and conducted site visits (during late 2003) in 

six poor states to assess, among other things, how social welfare spending responds to short-term 

fiscal challenges such as the recent state fiscal crises (Lewin 2004).  The research team found 

that the growth in Medicaid spending continued despite budgetary pressures in the states.  The 

economic downturn and the growing costs of drugs and home care services were important 

factors behind the spending increases.  

Among the poor states that were the focus of the Lewin 2004 study, cash assistance 

spending had changed little as a result of the 1996 welfare reform and this was still true as of 

2002.  Spending by Louisiana and Arizona did rise significantly as caseloads increased during 

and after the recession of FY2001-02.  The researchers found that states used TANF surpluses 

from previous years to maintain or increase social welfare spending during the fiscal downturn.  

In fact, states used their TANF funds to pay for a growing variety of programs, such as school 

readiness, child welfare programs and emergency shelters during the period of fiscal stress. 

These case studies suggest that, despite rapid drops in tax revenue and daunting budget 

gaps in the most recent recession, states generally were able to weather the storm without 

dramatic cuts in spending for their most vulnerable populations.  The lack of cuts in TANF 

seems to be the combined result of adequate funds due to dramatic caseload declines in the late 

1990s and the program’s Maintenance of Effort requirement.  The Government Accountability 

Office (2003) estimated that states had accumulated $6.5 billion of TANF surpluses by the end 

of September 2003.  The GAO also found that in the wake of the fiscal crisis the states they 

examined intended to use unspent TANF funds to supplement funding in fiscal 2004.  It is more 

surprising that most states also were able to avoid drastic cuts in Medicaid.  It appears that states 
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made use of temporary revenues and administrative restructuring to defer severe cuts, at least 

temporarily.  

In figure 7 we examine how state spending on two primary sub-components of public 

welfare, medical vendor payments (Medicaid) and cash assistance, and, for purposes of 

comparison, total state spending and state spending on education fared in the three most recent 

recessions.  Since nationally comparable data on state spending are available only on an annual 

(fiscal year) basis we have fewer data points than we have for tax revenues, which are reported 

on a quarterly basis, but we display data covering the same periods.  In each case we show real 

per capita spending for the last full fiscal year prior to the recession, the fiscal year or years 

containing the recession, and one complete fiscal year following the recession.   

The three bar graphs running down the left-most column of figure 7 show a clear 

difference between the recession of the early 1980s and the two subsequent recessions.  Total 

spending fell and recovered during the course of the early recession but increased throughout the 

latter two recessions.  Total real per capita state spending increased at a rate of less than one-half 

of one percent per year between FY1979 and FY1984 (with declines in FY1980, 81 and 82), but 

increased at a rate of 3.5 percent per year from FY1990 to FY1992 and nearly seven percent per 

year from FY2000 to FY2003, with no years of decline. 

The three bar graphs running down the second column of figure 7 display per capita 

spending on education during the three most recent recessions.  Education spending declined 

fairly dramatically during the recession of the early 1980s before recovering in the year after the 

recession ended.  In the two most recent recessions, education spending grew throughout the 

cycle. 
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In our examination of the major sub-components of public welfare displayed in the final 

two columns, we focus on the two most recent recessions (rows 2 and 3).  During the recession 

of FY1991 spending on cash assistance increased.  In contrast, spending on cash assistance 

declined in FY2002.  These changes in spending can be explained by the fact that welfare rolls 

increased in the earlier recession but fell despite the recession of FY2002.  Cash assistance 

spending rose slightly in FY2003 but still remained below its level in FY2000 and far below its 

level in the early 1990s.   

In contrast, medical vendor payments—the payments states make, generally through 

Medicaid, to pay for the health care of indigent patients—rose steadily in both recessions.  These 

expenditures rose at an astounding 17.1 percent annual rate in the1990 to 1992 period and rose 

6.2 percent a year from FY2000 to FY2003. 

In summary, states maintained growth in both total spending and its major components in 

the most recent recession, despite the dramatic declines in revenue documented above.  The net 

result was the fiscal crisis of the early part of the decade. 

 
IV. The Sensitivity of State Spending on Social Assistance to Economic Conditions 
 

In this section we study the cyclicality of various categories of state government 

expenditures by estimating regressions using panel data on the 50 states over the period 1979 to 

2003. We are interested in whether states disproportionately cut or expand spending on social 

welfare during economic downturns. We are particularly interested in whether states changed 

their behavior in this regard after 1997 when TANF replaced AFDC and the federal 

government’s matching of state welfare expenditures ended. 

Table 3 displays descriptive data for the most important variables in our analysis for the 
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period before welfare reform was implemented (fiscal years 1979 through 1997) and the period 

after welfare reform (fiscal years 1998 to 2003). We analyze seven categories of state spending. 

Total, K-12 education, and higher education spending are self-explanatory categories. Social 

assistance spending includes two broad categories: public welfare spending, and spending on 

health and hospitals. Public welfare spending, in turn, contains medical vendor payments (mostly 

for Medicaid), cash assistance (both AFDC/TANF and state spending on SSI), and other 

expenditures. Note that mean spending in each category was higher in the post welfare reform 

era with the exception of cash assistance, which fell 27 percent6. Our indicator of economic 

downturns is the unemployment rate, which was much higher on average and slightly more 

variable in the early period (a coefficient of variation of 0.32 in the pre-welfare-reform era 

compared to 0.24 in the post-welfare-reform era). 

In table 4, we display coefficient estimates for our variables of interest from 

several regressions, where each regression is defined by its dependent variable being a different 

category of spending. We include state fixed effects so that the reported regression coefficients 

explain within-state deviations.  We also include year dummy variables that control for national 

level policy changes including welfare reform as well as national economic conditions.  We also 

include, but do not report, controls for Republican political power in the various branches of 

state government. The regressions in table 4 also include an interaction term between the state 

unemployment rate and the dummy variable for being in the post-welfare-reform era.  This 

variable enables us to assess whether spending has become more sensitive to economic 

downturns since the implementation of PRWORA. 

The negative and significant coefficients in the first three columns of Table 4 imply that 

an increase in the unemployment rate is associated with lower total spending and lower 
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education spending.  While these effects are small—prior to 1998 a three percentage point 

increase in the unemployment rate caused per capita total expenditures to decline by only $36—

they contrast sharply with the coefficient on social assistance spending, which is positive though 

not statistically different from zero. Looking at some of the components of social assistance 

spending, we find that increases in unemployment are associated with no change in public 

welfare spending as a whole but a small increase in cash assistance.  Thus, we find no evidence 

that states disproportionately cut spending on social welfare during economic downturns. 

The inclusion of a variable that interacts a post 1997 dummy variable with the 

unemployment rate allows us to examine whether welfare reform is associated with a change in 

the responsiveness of state spending to unemployment.  As we noted when discussing table 3, 

one difficulty with studying this question is the relatively narrow range of state unemployment 

rates in the post 1997 period. Less than five percent of the observed unemployment rates in this 

period are above the 6.4 percent average of the 1979 to 1997 period and the maximum rate 

observed was just 7.6 percent (compared to 17.4 percent in the prior period). Within these 

limitations, the regression results reported in Table 4 suggest that there has been a fairly large 

change in the responsiveness of total spending to the unemployment rate since the 

implementation of welfare reform.  This coefficient suggests that total state spending has become 

much more pro-cyclical (it falls in recessions), than it was prior to welfare reform.  After welfare 

reform each one percent increase in the unemployment rate was associated with an additional 

$61 dollar per capita drop in state spending beyond that which would have taken place in the pre 

welfare reform period.  This finding is surprising given the anecdotal evidence (discussed above) 

that states weathered the 2001 recession with few severe cuts in spending.   

We also find evidence that elementary and secondary education and higher education 
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have both become more pro-cyclical.  On the other hand, social assistance spending became 

counter-cyclical after welfare reform. These results imply that spending on elementary and 

secondary education is six to seven times as responsive to unemployment in the post 1997 period 

as it was previously. In the post 1997 period the quantitative effect is sizeable—a three 

percentage point increase in the unemployment rate is associated with a decline of $108 per 

capita (a 25 percent decrease) in state support for elementary and secondary education. The 

relationship between unemployment and social assistance spending in the post 1997 period is of 

a smaller magnitude and in the opposite direction. According to our results, a three percentage 

point increase in the unemployment rate would be associated with an increase of $87 per capita 

(a thirteen percent increase) in social assistance spending. More than two-thirds of the increase in 

social assistance spending is attributable to increases in public welfare spending, nearly all of 

which is, in turn, attributable to increases in spending on medical vendor payments. The 

coefficient on the interaction term in the cash assistance regression is positive (and statistically 

significant) indicating that cash assistance spending is, if anything, more counter-cyclical, than it 

was prior to welfare reform. These results emphatically do not support the hypothesis that states 

disproportionately cut social assistance spending in the last recession despite the change to a 

block grant for federal support of welfare spending. 

We do not have a clear explanation for why medical vendor payments are more counter-

cyclical in the post-welfare-reform era.  One potential explanation may be that our results are an 

artifact arising from the federal government’s temporary three percent increase in the federal 

Medicaid match rate as a response to the state fiscal crisis of FY2002 (Hynes 2004).  The Jobs 

and Growth Tax Relief Reconciliation Act of 2003 (P.L. 108-27) signed into law May 28, 2003 

provided $20 billion dollars of additional federal revenue to states and territories during federal 
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fiscal year 2003 and 2004.  Ten billion dollars of the aid was distributed to states during these 

fiscal years in proportion to their population.7  States received about $5 billion during fiscal year 

2003 and another $5 billion during fiscal year 2004.  An additional $10 billion was distributed to 

states under a provision that increased the Medicaid match rate by three points in each state8.  

The states received the increased match during the period April 1, 2003 through June 30, 2004.9 

The states received about $2 billion during the third quarter of federal fiscal year 2003 (April 

through June 2003).  This legislation was not approved until well after the fiscal crisis from the 

recession of 2001 had begun and even then provided a relatively small share of state spending for 

Medicaid during state fiscal year 2003.  However, the legislation had been discussed as early as 

October 2001 (Lav, 2001) and it is possible that the hope of future Medicaid funds made states 

more reluctant to cut the program. 

We ran a number of variants of our basic regression specification to see whether our 

qualitative conclusions were sensitive to reasonable changes in assumptions. We display 

coefficient estimates (and standard errors) for our key variable—the unemployment rate times a 

post-1997 dummy—for a number of specifications in Table 5. The first row of the table repeats 

the coefficients from our base specification reported in Table 4. The second specification in 

Table 5 displays the parameters we obtain when observations are weighted by population so that 

large states carry more weight than small states. In the third specification, we use the natural 

logarithm of real per capita spending rather than its level as the dependent variable. In this case 

the coefficients should be interpreted as the percentage—rather than dollar value per capita—

change in spending resulting from a one percentage point increase in the unemployment rate 

after PRWORA. In the fourth specification we use the lag of the unemployment rate and the lag 

of the unemployment rate interacted with a post 1997 dummy as independent variables rather 
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then the concurrent unemployment rate. This specification is meant to address the concern that 

states may be able to maintain social assistance spending temporarily in the face of economic 

downturns by using the kind of temporary fixes described in recent case studies (see the 

discussion above), but they may significantly reduce spending over the longer term. The fifth 

specification includes 50 state-specific time trends and a post 1997 dummy variable but drops 

year fixed effects while retaining the other independent variables used in the base specification.  

This allows each state to have its own dynamic pattern with regard to spending. 

None of these specifications leads to a fundamental qualitative change in our conclusion, 

although some of the details of our analyses are altered.  When we weight observations by 

population (specification 2), in contrast to the base specification, we fail to find that states acted 

more pro-cyclically with respect to total and elementary and secondary education spending or 

counter-cyclically with respect to cash assistance after welfare reform. With this specification we 

continue to find evidence of increased pro-cyclicality in higher education spending and counter-

cyclicality in social assistance spending after welfare reform. When we use the log of the 

dependent variable, we find very similar qualitative results to our base specification except that 

cash assistance spending is not more counter-cyclical after welfare reform.  Estimates with a lag 

of the unemployment rate yield almost identical results to those of the base specification.  

Finally, in specification 5 we allow state-specific time trends on spending and include a post 

welfare reform dummy variable while dropping year fixed effects.  With this specification we 

find no evidence of a post-welfare reform change in the cyclicality of total spending but continue 

to find an increase in the pro-cyclicality in elementary and secondary education sending and an 

increase in the counter-cyclicality of social assistance spending and medical vendor payments.  

In this specification we also find that higher education spending became more counter-cyclical 
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after welfare reform. 

In summary, we find no evidence that would invalidate our key conclusion—social 

assistance spending and its components did not become more pro-cyclical after welfare reform. 

Our analysis suggests that total state government spending was somewhat pro-cyclical over the 

entire period and became significantly more so after welfare reform. Furthermore, we find 

evidence that social assistance spending and its component public welfare spending were 

counter-cyclical and became more so following welfare reform.  We find no evidence that states’ 

social welfare spending—including cash assistance—became less generous in response to 

unemployment increases following welfare reform. 

The evidence thus far should be regarded as tentative, for several reasons.  First , states 

were in an unusually strong  position to fund social service spending going into the 2001 

recession in part because of the revenue boom of the late 1990s.  Also, the unusual carryover 

provisions of welfare reform together with rapid caseload declines allowed states to build up 

significant surpluses to fund social assistance spending.  Secondly, we have data on state 

spending only through the end of fiscal 2003 and at that time states were still experiencing 

diminished government revenues due to the sluggish recovery from the 2001 recession.  We 

cannot be sure of the long-term impact of the fiscal crisis on social assistance spending until 

more years of data become available.  Finally, the recession of 2001 was relatively mild and the 

nation has not yet experienced a high unemployment rate period in the post-welfare-reform era. 

With these caveats, we interpret the evidence to suggest cautious optimism for the view that 

states have the ability and resources necessary to maintain social assistance spending in the face 

of economic downturns. 

V.  Conclusion  
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When the Personal Responsibility and Work Opportunity Act passed with great fanfare in 

1996, much was rightly made of the potential for change in recipient behavior and outcomes 

associated with time limits and other new rules and incentives regarding work and family 

arrangements imbedded in the legislation.  From a public finance perspective, an equally radical 

component of the legislation was the shift from a matching grant, whereby the federal 

government matched every dollar spent on AFDC by the states with 50 to 85 cents in federal 

monies, to a fixed block grant set at the amount each state received under the old system in 1994, 

with no adjustments for inflation, case load, or state spending.  The question in many observers 

minds was whether states would have the financial capacity under the new regime to support 

TANF and related social assistance programs when the economy entered a downturn. 

In this paper we have attempted to shed light on this question.  We are hampered in our 

study by the good economic fortunes of the country in the post-welfare-reform era: only one 

recession has occurred and it has been relatively mild.  Nevertheless, we undertake an analysis of 

the fiscal behavior of the states over the past 25 years, encompassing three recessions (a severe 

one in the early 1980s, a mild one in the early 1990s, and an even milder one in 2001).  

Somewhat surprisingly, we find that state spending on cash assistance remained counter-cyclical 

and was more  responsive to economic distress post welfare reform.  One potential explanation is 

that other social assistance programs, the EITC and SSI, in particular, had become much more 

important components of the social safety net, and these programs are not the responsibility of 

state governments.  Given the small role that TANF spending plays in state budgets, the fact that 

it is funded by federal block rather than matching grants may have little influence on state 

spending in (at least mild) recessions.  The effect of recessions on state spending on Medicaid, 
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which is still financed by a matching grant from the federal government and is the largest and 

fastest growing social assistance program for the states, is of potentially more importance.  Our 

analysis provides evidence that Medicaid spending has become more counter-cyclical in the 

post-welfare-reform era.  We do not yet have a clear story to explain this phenomenon, but we 

speculate that it may be the combined effect of the federal government’s temporary increase in 

Medicaid matching rates in FY2002 and FY2003 and, perhaps, opportunistic behavior by states 

to increase Medicaid funding during times of fiscal distress. 
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Table 1 

Total Federal, State, and Local Spending by Program 
 

Millions of Nominal Dollars 

Year Medicaid AFDC/TANF 
Food 

Stamps SSI EITC GA 
1980 25,781 13,019 9,576 8,435 2,033 1,386 
1990 72,492 21,200 17,686 17,233 5,303 2,924 
2000 207,195 14,490 20,341 35,066 25,800 2,649 
2002 258,216 13,035 24,054 38,522 27,830 3,251 

       
 

Real 1983 Dollars Per Capita 

Year Medicaid AFDC/TANF 
Food 

Stamps SSI EITC GA 
1980 1374 694 510 450 108 74 
1990 2217 648 541 527 162 89 
2000 4276 299 420 724 532 55 
2002 4973 251 463 742 536 63 

       
Sources: Various issues of the Statistical Abstract of the United States,  
               U.S. Department of Commerce, Bureau of the Census 
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Figure 1 
Total Federal, State, and Local Spending by Program
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Sources:  See Table 1 

Figure 2 
Medicaid Spending

0

200

400

600

800

1000

1200

1400

1600

1
9
7
8

1
9
7
9

1
9
8
0

1
9
8
1

1
9
8
2

1
9
8
3

1
9
8
4

1
9
8
5

1
9
8
6

1
9
8
7

1
9
8
8

1
9
8
9

1
9
9
0

1
9
9
1

1
9
9
2

1
9
9
3

1
9
9
4

1
9
9
5

1
9
9
6

1
9
9
7

1
9
9
8

1
9
9
9

2
0
0
0

2
0
0
1

2
0
0
2

Year

M
il

li
o

n
s

 o
f 

R
e

a
l 

1
9

8
3

 D
o

ll
a

rs

Federal

State and Local

Total

 
Sources:  See Table 1 
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Figure 3 
Average Monthly Recipients by Program

10

20

30

40

50

60

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002Year

M
il

li
o

n
s

 o
f 

P
e

o
p

le

10

20

30

40

50

60

EITC

Food Stamps

AFDC/TANF

SSI

Medicaid

 
Sources:  See Table 1 

Figure 4 
State and Local Share of Total Federal, State, and Local 

Spending by Program
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       Sources:  See Table 1 
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Table 2 

Allocation of State Spending Across Categories 
(Percent of Total) 

      

Major Categories 

Year 
Public 

Welfare 
Health & 
Hospitals 

Higher 
Education 

Elementary 
and 

Secondary 
Education Other 

1980 19.4 7.8 12.3 21.8 38.7 
1985 19.5 8.0 13.9 21.0 37.7 
1990 20.7 8.4 13.2 20.7 37.1 
1995 26.6 8.2 12.2 19.4 33.6 
2000 24.8 7.8 12.5 21.0 34.0 
2003 26.9 7.6 12.5 20.3 32.7 

 
      

Public Welfare Categories 

 Year 

Medical 
Vendor 

Payments 
Cash 

Assistance 

Other 
Public 

Welfare  
 1980 8.3 3.3 7.8  
 1985 9.3 2.8 7.4  
 1990 11.1 2.4 7.2  
 1995 16.4 2.1 8.1  
 2000 15.9 1.2 7.7  
 2003 18.1 1.0 7.8  
   
Note: The other category includes spending on highways,  
          police protection, corrections, natural resources, parks  
          and recreation, and government administration. 
    
Source: U.S. Census of Governments 
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Figure 5 
Federal Grants for Medicaid and Income Security
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Table 3 
Descriptive Statistics: Real Per Capita (1983 Dollars) 

State Spending and State Unemployment Rates, Before 
and After Welfare Reform 

      

Variable Obs Mean 
Std. 
Dev Min Max 

(FY1979 to FY1997) 
Total spending 950 1,630 770 832 8,215 
Elementary and 
secondary education 947 320 150 3 1,467 

Higher education 950 219 69 71 547 
Social Assistance 
spending 

950 423 170 134 1,151 

Public Welfare  950 302 140 62 948 
Medical Vendor 
Payments 950 173 97 2 578 

Cash Assistance 871 48 29 0.2 178 
Unemployment rate 
(percent) 

950 6.42 2.08 2.30 17.40 

(FY1998 to FY2003) 
Total spending 300 2,162 617 1,441 5,971 
Elementary and 
secondary education 

300 429 118 115 915 

Higher education 300 282 69 139 511 
Social Assistance 
spending 

300 649 176 242 1,347 

Public Welfare  300 498 153 153 1,102 
Medical Vendor 
Payments 

300 340 105 60 768 

Cash Assistance 276 35 27 0.1 161 
Unemployment rate 
(percent) 300 4.44 1.09 2.30 7.60 

      
Sources: Inflation correction uses U.S. Consumer Price Index  
               from the Federal Reserve Bank of Minnesota, State  
               government spending and population from U.S. Census  
               Bureau Annual Series State Government Finances.  
               Unemployment rate from U.S. Bureau of Labor Statistics  
               calendar year averages, not seasonally adjusted. 
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Table 4 
Selected Regression Coefficients: 

Various Categories of State Spending as the Dependent Variable 
        

  
Total 

Spending 

Elementary 
and 

Secondary 
Education 

Higher 
Education 

Social 
Assistance 
Spending 

Public 
Welfare  

Medical 
Vendor 

Payments 
Cash 

Assistance 
-11.90** -5.00** -4.23** 0.93 2.97 0.39 3.25** Unemployment 

Rate (5.07) (1.79) (0.60) (1.65) (1.63) (1.39) (0.49) 
-61.00** -31.05** -6.28** 28.13** 20.30** 18.73** 2.57* Dummy for Post 

1997 Multiplied by 
Unemployment 

Rate 

(19.49) (6.39) (2.32) (4.05) (4.27) (3.65) (1.12) 

                
N 1250 1247 1250 1250 1250 1250 1147 
R2 0.95 0.85 0.89 0.92 0.90 0.86 0.77 

        
Note:  All regressions also include state fixed-effects, year fixed-effects and dummy variables indicating 
Republican control of state governership, State Senate and State House of Representatives.  Standard errors 
are in parentheses below coefficients. ** indicates (two-tailed) significance at 1%, and * indicates (two-tailed) 
significance at 5%. 
   
Sources: All variables except those indicating political control see Table 3.  Political control variables through 
1996 were kindly supplied to us by Rebecca Blank and were updated using various editions of The Book of the 
States. 
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Table 5 
Analysis of the Robustness of Results on Key Parameter 

(standard errors in parenthesis below coefficient) 
         

Specification Variable 
Total 

Spending 

Elementary 
and 

Secondary 
Education 

Higher 
Education 

Social 
Assistance 
Spending 

Public 
Welfare  

Medical 
Vendor 

Payments 
Cash 

Assistance 

-61.00** -31.05** -6.28** 28.13** 20.30** 18.73** 2.57* 
1. Base 
Specification 

Dummy for 
Post 1997 
Multiplied by 
Unemployment 
Rate 

(19.49) (6.39) (2.32) (4.05) (4.27) (3.65) (1.12) 

                  

-5.51 -5.80 -7.16** 33.81** 20.89** 14.91** -1.04 
2. Population 
Weighted 

Dummy for 
Post 1997 
Multiplied by 
Unemployment 
Rate 

(11.02) (4.48) (1.68) (6.66) (6.92) (6.27) (1.70) 

                  

-0.02** -0.08** -0.012 0.03** 0.02** 0.05** -0.005 3. Log of 
Dependent 
Variable 

Dummy for 
Post 1997 
Multiplied by 
Unemployment 
Rate 

(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.04) 

                  

-60.31** -32.17** -7.46** 31.53** 23.29** 21.61** 2.99** 
4. Lag of 
Unemployment 
Rate 

Dummy for 
Post 1997 
Multiplied by 
Lagged 
Unemployment 
Rate 

(19.99) (6.27) (2.30) (4.13) (4.44) (3.71) (1.14) 

                  
0.06 -11.67** 4.79** 13.69** 9.88** 10.06** -0.41 

5. State specific 
time trends and 
post 1997 
dummy no year 
fixed effects 

Dummy for 
Post 1997 
Multiplied by 
Unemployment 
Rate 

(11.71) (3.32) (1.56) (3.82) (3.54) (3.24) (0.88) 

 
Note: ** indicates (two-tailed) significance at 1%, and * indicates (two-tailed) significance at 5%. 
        
Sources: See Table 4.        
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1Seventeen states have implemented state-level EITC programs in recent years.  We do 
not present information on the state EITC programs herein. 

2The data for the average monthly recipients on state general assistance programs is 
spotty, and missing altogether for recent years.  The 2002 observation for the EITC is not 
reported because the source switched from counting individuals to counting families in 2001.  
For Medicaid, the figure is an “unduplicated annual number” rather than AMR.  

3The data sources for federal grants for AFDC/TANF are various annual editions of the 
U.S. Bureau of the Census publications, Federal Expenditures by State (for fiscal years through 
1997) and Federal Aid to States (for fiscal years 1998 through 2003). 

4Dye (2004) provides a thorough review of the literature on state revenue cyclicality. 

5We denote the period from July 1, 1979 to June 30, 1980 as state fiscal year 1980.  The 
vast majority of states use a July 1 to June 30 fiscal year. 

6 The state-local division of responsibility for administering cash assistance differs across 
states. Since the Census expenditure data that we use tracks the level of government at which 
money is spent, states (such as California and New Jersey) that have assigned responsibility for 
cash assistance spending to local governments, display state spending on cash assistance as zero 
in our data. We have dropped these observations from our analysis, but have retained states that 
have some spending responsibility for cash assistance (no matter how small). 
 

7  See http://www.treas.gov/press/releases/js453.htm. 
 
8 State FMAP rates were also “held harmless” in this period so that no states whose 

match rates would have fallen got a more than three point increase in their match rate. 
 
9 See http://www.cms.hhs.gov/states/letters/smd61303.pdf. 
 


