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EDITORS’ NOTE
Happy new year, readers. Welcome to 2017. 
You made it. What now?

At this point, we direct your attention to the 
cover of our issue: a painting entitled Hope, 
by René Romero Schuler. We see the paint-
ing as an image of strength, resilience, stead-
fastness—one that is also unapologetically 
humanist. It invites us to recognize our com-
plicity in the structure of the world and to ac-
knowledge the call to ethical action that this 
recognition presents.

Indeed, 2016 may have been an uncharacter-
istically bad year, but it was one we made to-
gether. If 2017 is to be any better, it is because 
of us. Things to come will demand exercises 
of solidarity, the craft of connection, careful 
planning, analysis, advocacy, and effort. It 
will, in short, require us—at our best.

In this issue, we present two interviews and 
seven articles that demonstrate the sort of 
public policy thinking that will be asked of us 
in the coming year.

First, the staff of BPPJ discussed the recent US 
presidential election, its consequences, and its 
potential with two professors at the Goldman 
School. Prof. Robert Reich spoke with us about 
populism and political feasibility. Prof. Henry 
Brady, Dean of GSPP, discussed the Electoral 
College, voting technology, and ways forward.

In the second segment of the journal, we focus 
on housing, a crucial factor in wealth-building, 
inequality, and our relationship with the envi-
ronment. First, a team of GSPP students take 
a look at the potential role for so-called ‘tiny 
homes’ in mitigating the housing affordabili-
ty crisis. Gita Devaney then discusses family 
homelessness in the U.S. and assesses the poli-
cy tools we might have for eliminating it. 

The next section of this issue focuses on health. 
First, Ian Perry describes ways we might im-
prove cost sharing and risk pooling in ACA 
plans targeted toward lower income individ-
uals. Thomas Huber then unpacks the role of 
prevailing political economic ideas in shaping 
health care reform. Both articles are of partic-
ular relevance to the forthcoming efforts to 

reform or dismantle ACA. Christina Badaracco 
closes the section by describing the mounting 
antibiotic resistance crisis and the role of the 
FDA in it.

Our last two articles discuss Pell Grants—fed-
eral grants to low-income students for higher 
education—and international differences in 
the enforcement of bank’s required capital ra-
tios. Both speak to the diversity of issues ad-
dressed by policy analysts.

Finally, yes: we have changed our name. Be-
cause PolicyMatters is one of GSPP’s oldest tra-
ditions and in recognition of the hundreds  pol-
icy students who have served as past editors of 
PMJ, we did not take this change lightly. Still, 
after discussion with stakeholders across GSPP, 
we feel the new name better reflects the Jour-
nal’s importance to the broader campus and 
its place in the growing community of policy 
journals housed on campuses worldwide. We 
hope you agree.

In closing, all of us on the editorial board of 
the Berkeley Public Policy Journal would like 
to thank GSPP and its students, staff, and fac-
ulty that support our work, especially Martha 
Chavez, Larry Rosenthal, and other members 
of our Faculty Advisory Board. The journal 
would not be possible without the skill and ef-
fort of our fellow Editorial Board members; we 
would like to extend our sincerest gratitude to 
Ian Perry, Nisha Kurani, Jason Tilipman, Mad-
elyn Gelpi, Minh Nguyen, Max Aaronson, AJ 
Herrmann, Lindsay Maple, Rob Moore, and 
Jerry Chiang for their hard work and commit-
ment to the journal this past semester.

By the time you read this, BPPJ will be in new 
hands: Manu Gummi and Anna Radoff are al-
ready hard at work with their new Executive 
Board preparing our fall issue. We wish them 
the best of luck. It was an honor and a privi-
lege editing BPPJ this past year.
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BPPJ: The topic on all of  our minds is the election. 

How do you assess what happened? What was the 

role of the media? And, perhaps, how did race and 

class dynamics affect the outcome?

RR: I think there were three major factors and 

they all interacted.

The first has to do with the incontrovertible fact 

that the median wage in the United States has 

barely risen, adjusted for inflation, in 30 years. 

The median family income is below what it was 

in 2000, and a large number of men are out of 

the workforce altogether. The labor force partici-

pation rate is nearly at a historic low even though 

this recovery is supposedly gathering steam. And 

finally, we have about 25% of the workforce that 

is on their own: they are contract workers with 

no labor protections whatsoever and no ability to 

predict what they are going to earn or when they 

are going to be working. Add that all up together 

and you get a picture of people who are likely to 

be very stressed economically. The people who 

were Trump’s major supporters did not have a 

four-year college degree and the people without 

four-year college degrees have been on an even 

more precipitous downward escalator.

Secondly—and this is no surprise because his-

tory is filled with examples—when you have 

a lot of people who are economically stressed, 

demagogues find it relatively easy to utilize race 

and prejudice—racial prejudice and ethnic prej-

udice—because they can channel that anxiety 

toward scapegoats, and that’s exactly what Don-

ald Trump did. This society obviously has a long 

history of racism, but our campaigns don’t have 

a long history of overt racism, or overt appeals 

to hatefulness. At worst, it has been veiled—like 

Willie Horton in 1988. But Donald Trump has 

given permission to many people in our soci-

ety to act out their racism, their misogyny, their 

homophobia, their other prejudices, in ways we 

have not seen before in modern history.

Thirdly, the media gave Trump whatever he 

wanted. They gave him free air time to an un-

precedented extent because he knew how to give 

them ratings—increase their circulation. He is 

fun to watch, he’s charismatic, he’s unpredict-

able, he’s outrageous—and all of that created a 

lot of entertainment value that was monetized by 

the media, so it was a perfectly symbiotic rela-

tionship. The losers were the American public.

I should also say something about the Republi-

can and Democratic parties. The Republicans 

EDITED BY BETH LEUIN, CELESTE MIDDLETON, AND ANDREW WILSON

Robert Reich is Chancellor’s Professor of Public Policy at the University of Cal-
ifornia, Berkeley and Senior Fellow at the Blum Center for Developing Econo-
mies. He served as Secretary of Labor in the Clinton administration, for which 
Time Magazine named him one of the ten most effective cabinet secretaries of 
the twentieth century. He has written fourteen books, including the best sell-
ers Aftershock, The Work of Nations, Beyond Outrage, and Saving Capitalism. 
He is also a founding editor of the American Prospect magazine, chairman of 
Common Cause, a member of the American Academy of Arts and Sciences, and 
co-creator of the award-winning documentary Inequality for All.

The following interview took place in Robert Reich’s office on 29 November 2016.
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have laid the groundwork for Trump’s xenopho-

bia and hatefulness. He just carried it all to a 

much more extreme degree than other Republi-

cans have carried it. Meanwhile the Democratic 

Party utterly failed to respond to the economic 

anxieties of the white working class. Hillary Clin-

ton barely campaigned in Wisconsin and Mich-

igan. The Democratic Party for thirty years has 

stood by and watched the working class go down-

hill—failed to support labor law reform, failed 

to provide any means by which people who lose 

their jobs because of trade can get new jobs that 

pay nearly as much—and this is the reckoning. 

Looking forward into what a Trump administration 

may look like, how is Donald Trumps’ election likely 

to impact inequality—in terms of macro implica-

tions, labor implications, etc.

I’m not optimistic. We don’t know a great deal 

about details of any Trump policy, but he has 

talked about a major tax cut for the wealthy: a cut 

of the top marginal income tax rate from 39.6% 

to 25%, a cut in the corporate tax rate from 25% 

to 15%. He wants to eliminate the estate tax and 

reduce capital gains taxes. Beyond this, he seems 

to be taking a page out of Paul Ryan’s playbook 

in terms of turning Medicaid into a block grant 

and turning Medicare and the Affordable Care 

Act into voucher programs. As if all this weren’t 

enough, the huge expenditure that Trump plans 

for military expansion and also infrastructure 

will generate very large deficits, and those defi-

cits in turn will put even more pressure on pro-

grams for the poor that are the least easily de-

fended politically.

Trump has made a lot of promises to the working 

class. How do you think he will retain those voters?

I think that Trump will say anything and claim 

anything, and will not be held accountable. I 

don’t believe that the American working class 

will do better under Donald Trump. If there’s 

a massive infrastructure program combined 

with big military buildup, there will be initial-

ly a Keynesian stimulus of a possibly very large 

proportion. That should reduce unemployment 

and even possibly generate some higher wages, 

but that’s going to be short-lived. In every other 

respect, including getting rid of regulations that 

protect the workers and the environment, I think 

the working class will be worse off. But, Trump 

is a showman and a conman and I don’t believe 

people will understand what’s happening. 

It seems now that the Democratic Party is increas-

ingly abandoning concerns of the working class and 

simultaneously furthering up a very expertise-driven, 

market-first set of policies. The Republican Party, 

meanwhile, is increasingly attracting working class 

voters—maybe even carrying the banner of their con-

cerns. Are the parties reorienting? How do you assess 

this shift?

That would be incredibly stupid for the Demo-

crats. That doesn’t mean they won’t do that, but 

in reality, there’s a civil war going on in both par-

ties: the populists on the one hand against the 

establishment on the other. Donald Trump’s 

form of populism is authoritarian and much of 

it is fake.

In the Democratic Party, we’ve had an election 

that revealed during the primary a huge outpour-

ing of support for Bernie Sanders, but that sup-

port was more about what he represented than 

about Bernie Sanders himself. Had Elizabeth 

Warren run, she would have gotten as much if 
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not more support. That is a different form of 

populism.

We might call it “democratic” or “progressive” 

populism, but at its core it has a similar degree of 

indignation at the takeover of our democracy and 

economy by the monied interests who have used 

their financial power to get changes in laws and 

rules that further entrench and advantage their 

privileged positions and at the same time make 

many other people—most Americans—worse 

off.

We saw the beginnings of both forms of popu-

lism—that is, right-wing authoritarian populism 

and left-wing democratic populism—after the 

bailout of Wall Street. The rise of the Tea Party 

on the right and the brief emergence of the Occu-

py movement on the left were the first hints that 

the bailout of Wall Street ignited a reaction and 

made most Americans much more sensitive to 

the way the game is rigged through the connec-

tion between money on the one hand and a form 

of political corruption on the other—corruption 

that takes the form of campaign contributions; 

platoons of lawyers working for big corporations, 

Wall Street, and the wealthy who can litigate 

effectively in courts and in regulatory proceed-

ings; expert witnesses paid to say whatever the 

moneyed interests want them to say appearing 

in court, in regulatory proceedings, and in hear-

ings; and a very well-developed propaganda ma-

chine.

We’ve seen how race plays into right-wing, authori-

tarian populism. How would you say it plays into of 

should be a part left-wing populism?

Rather than right-wing and left-wing, I would 

prefer to use authoritarian and democratic or 

progressive, just because left and right confuse 

the issue a bit. I think progressive populism has 

got to aim to create a new coalition that is mul-

tiracial, multi-ethnic, and unites the poor, work-

ing class and much of the middle class, and is 

designed and focused on wresting the control of 

our democracy and our economy back from the 

moneyed interests that now control it.

If I’m listening to the sentences I’m using, and 

if I had used these sentences 10 years ago, I 

would be accused of being wild, rabid left-wing-

er. The public is not far behind where I am, and 

in fact in many ways I’m being very conservative 

in my language. And this is, as I mentioned to 

you a moment ago, not any longer left-wing lan-

guage. We heard exactly the same language from 

Trump.

Not long ago I went to meet a man who is con-

sidered by the Conservative Digest to be one of 

the two most conservative members of Congress. 

His name is David Bratt. He represents the 7th 

district of Virginia. He had a victory over Eric 

Cantor in 2014—the first time that a Majority 

Leader has ever been deposed in a primary. And 

the surprising thing to me about meeting David 

Bratt is that he sounded far more radical than I 

sound in exactly the terms I’ve just laid out. That 

is, the moneyed interests taking over our govern-

ment, using it to extract not only rents but favors 

in the form of policy changes, in how the market 

is organized. He used the terms corporate wel-

fare, crony capitalism, and the rest of the vocabu-

lary concerning a rigged system.

In other words, David Bratt emerges from the 

same populist backlash against what’s occurred 
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as Bernie Sanders—indeed everyone else who’s 

talking about this. Even Hillary Clinton, when 

she started her campaign, her first words were, 

“The deck is stacked in favor of those at the top.” 

I thought that was astounding, coming from her. 

You know, if her husband had used language like 

that in the 1990s, everyone would’ve dropped 

over dead—fainted in fear and desperation.

A lot of us in GSPP are concerned about the rela-

tive standing of policy analysts at this point—and 

wondering where we go next. What is your advice for 

students? Where can we have the most impact? Is 

there a place in federal government, or should we be 

going state and local?

I still think it’s important to participate to the 

extent possible in the federal government. Now, 

there may be some students here who support 

Donald Trump and feel that he’s doing the right 

thing or that mainstream Republicans—Paul 

Ryan Republicans—are doing what should be 

done, and more power to those students. But if 

students share my concerns and values, there are 

many Democrats who need their help in Wash-

ington and there are many think tanks in Wash-

ington that need people to speak truth to power. 

In fact, even more so now than ever before, the 

public needs to know the truth. There will be a 

great effort by Donald Trump, and by his col-

leagues and advocates, to submerge the truth.

I think one of my real fears is Trump’s attack on 

the credibility of the press. If you combine that 

with what Republicans have done over the years 

to undermine the credibility of science, we’re in 

a world in which truth is very fragile. So students 

from the Goldman School have a huge respon-

sibility.

The alternative, obviously, is state government, 

and we’re blessed to be in the capital of progres-

sive America—a nation within a nation called 

California, but you might include Washington 

and Oregon. If we could join Canada and be-

come three additional provinces of Canada that 

might be an easier way to go, but I don’t think 

that’s going to happen: secession is very diffi-

cult; we fought a civil war over that, so I doubt 

that’s a likely outcome. Nonetheless, these three 

states here have a great deal of discretion. Many 

federal programs rely on state governments for 

implementation and for design. And in addition, 

California in particular, with the seventh-largest 

economy in the world, has a huge amount to do 

and a large number of policies to be examined 

and to implement.

Don’t forget, the states really are laboratories of 

democracy, as Louis Brandeis once pointed out, 

and the entire Progressive Era and New Deal 

rested on innovations that occurred first at the 

state level. So in a very real and practical sense, 

this is the best of all times to be graduating from 

the Goldman School and having a set of policy 

tools.

One final piece of advice: we’ve got to be care-

ful not to eliminate policy alternatives because 

they don’t seem politically feasible. If the test 

is political feasibility, we’re in a new world in 

which you might conclude that almost nothing 

is feasible. We’ve got to focus more than we do 

as a school and in terms of our curriculum on 

making things feasible that may not be politically 

feasible right now through organizing and mobi-

lizing the public.
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EDITED BY MATHIAS GIBSON AND RICHARD ZARRELLA

Henry Brady has served as the Dean of the Goldman School of Public Policy since 
July 2009. He is the Class of 1941 Monroe Deutsch Professor of Political Science 
and Public Policy at the University of California, Berkeley, and received his PhD 
in Economics and Political Science from MIT in 1980. He has written on electoral 
politics and political participation, social welfare policy, political polling, and sta-
tistical methodology. He has worked for the federal Office of Management and 
Budget and other organizations in Washington, D.C. He is past president of the 
American Political Science Association, past president of the Political Methodol-
ogy Society of the American Political Science Association, and was the director 
of the University of California’s Survey Research Center from 1998 to 2009. He 
was an expert witness in the 2000 Butterfly Ballot case in Palm Beach, Florida, 
and testified before the Carter-Baker Commission on Federal Election Reform.

The following interview took place in Dean Brady’s office on 5 December 2016.

BPPJ: Hillary Clinton won the national popular 

vote by a larger margin that Obama did in 2012, but 

lost the Electoral College vote. Should we abandon 

the Electoral College for a national popular vote sys-

tem, or are too many interests served by the status 

quo to actually change it? 

HB: Yes, we should abandon it. However, it’s in 

the Constitution, which is part of the problem. 

Of course that makes things hard to change, but 

the forefathers would not recognize the electoral 

college as it currently is utilized, because their 

idea of an electoral college is a group of notables 

who got together and picked the best person in 

the land to be president. I would love to see what 

George Washington, Thomas Jefferson, John 

Adams, Benjamin Franklin, or Alexander Ham-

ilton would say about Donald Trump, it would 

be very interesting. Historically, it soon became 

clear that it wasn’t going to happen that way, that 

there was going to be a party system and then 

pretty soon the Electoral College became a mech-

anism whereby the states could convert their 

popular vote results into decisions about how the 

electoral votes were going to be allocated, but that 

still left the fact that we have an electoral college 

system that is gerrymandered such that small 

states have a lot more power in the system than 

larger states. So Wyoming and Montana both 

get two senators, but they have only one mem-

ber of congress, so they get one plus two elec-

toral votes, while California gets 53 congressional 

votes plus two, so the plus two is a much smaller 

ratio of our total representation. Those two votes 

give Montana roughly 2-3 times the power they 

should have in the Electoral College. Plus, anoth-

er negative effect of the electoral college is that it 

leads to a focus on states with particular charac-

teristics. In this case it was the Rust Belt, and if 

the election had been done by popular vote, Cali-

fornia would have gotten a lot more attention and 

the issues we care about are completely different 

than the Rust Belt. It would have been a much 

different campaign and election.

What’s your response to the argument that the Elec-

toral College preserves a diversity of interests across 

the states?
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I don’t even begin to see how that argument 

makes any sense. If you had to campaign in all 

50 states, of course you’d have to deal with di-

verse interests. If every vote counted the same, 

you’d go to places you think you could pick up 

votes, and you’d appeal to all sorts of interests. 

What the Electoral College does is narrows the 

interests that are focused on, and it means that 

maybe 10 states get attention during the cam-

paign while the other 40—some of the biggest 

states, Texas, New York, California—get no at-

tention. It’s ridiculous, it makes no sense.

Do you see an avenue for change?

There’s what Steve Silberstein is trying to do: the 

National Popular Vote, a clever idea. The trou-

ble is that it’s not clear that there’s enough states 

signing on. They have to get to enough electoral 

votes to have it pass, 270.

And those last states are mostly controlled by Repub-

lican legislatures, and the change requires coopera-

tion. So is that idea dead in the water? 

Well, I’m not sure why the Republicans like the 

Electoral College, except that they’ve been the 

beneficiary of it and maybe they presume they’ll 

continue to be—which is probably true given the 

distribution of vote in America—but it’s certain-

ly not a democratic procedure. They make other 

specious arguments, my other favorite one is “if 

we had a national popular vote, then if the race 

was close there’d have to be recounts in probably 

every state in the union because the election sys-

tems are so bad.” My answer is: why are the elec-

tion systems so bad? In a country that has Silicon 

Valley and the best technology in the world, why 

can’t we count votes correctly? So the notion that 

you want to have an Electoral College to mini-

mize the degree to which you have to do recounts 

strikes me as giving in to a tremendous failure. 

It becomes a battle of bad vote counting systems, 

which is an embarrassment. 

Do you see any ideas with potential?

A constitutional amendment is an option, but I 

don’t see it going anywhere, it’s too much work.

Voter turnout hit a 20 year low during the last elec-

tion with 55% of voting-age citizens taking part, close 

to the previous low of 53.5% in 1996. How should we 

go about getting more citizens to participate in the 

process, and is increasing turnout even important?

Oh it is important—it really worries me and I’ve 

written books about this. The trouble is that the 

people who don’t vote tend to be at the lower end 

of the socioeconomic scale and therefore their 

concerns are not given any attention. In this case, 

what’s good news in some sense from the Trump 

campaign is that he did mobilize a lot of lower-in-

come white voters and got their concerns aired. 

But a lot of other people who are also facing real 

issues and concerns did not vote at such a high 

rate: young people, African Americans, Hispan-

ics, and so forth. Their concerns were not repre-

sented, especially low income folks. That is really 

worrisome, that’s not a good system.

Other than procedural barriers, how do you encour-

age or motivate those people?

It’s a really hard problem, nobody knows the an-
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swer. Part of the problem is that when the cam-

paigns go out and think about mobilizing voters, 

they have to make decisions about how to spend 

their precious dollars, which means they are go-

ing to go out and get the person who is just at 

the margin of turning out to vote. Complicating 

that is that they’ve got to be registered. One of 

the problems we have is that we don’t have a reg-

istration system that makes it easy for people to 

register on election day. Next, the campaign has 

to have a sense of if they try to get the voter to go 

the polls that voter actually will go, and so forth. 

But typically it is harder to move lower income 

people, so campaigns don’t put money and effort 

into doing so. One thing we can do to fix this is 

to have same day registration. There is no reason 

in the world not to have this. Twenty years ago 

it was a hard thing to do, but now with modern 

technology you can have same day registration 

with computers that can figure out if someone is 

registered to vote elsewhere, and go from there, 

so you don’t have to worry about fraud and prob-

lems like that. 

How much of it do you see as a cultural problem, vs. 

a human behavior problem?

Well, part of it is a cultural problem and part of it 

is that it’s really a class issue more than anything 

else. It’s not a race problem. In fact, what’s inter-

esting is in 2008 and 2012, African Americans 

voted at a higher level and participated in poli-

tics at a higher level than whites of comparable 

socioeconomic status. So the low participation 

of blacks overall—and it was low—was purely 

a function of their socioeconomic status, their 

class, not their race, because they in fact partic-

ipated at a higher level than whites, controlling 

for race, controlling for socioeconomic status.  So 

the problem is a problem of class, and it’s a prob-

lem of people who don’t have much education. 

They’re not very knowledgeable about politics. 

They find politics bewildering, hard to under-

stand. They have lots of other problems in their 

lives, and politics, frankly, is down the list. And 

they’re going to focus on those problems and not 

on politics. But that’s why we’ve got to find ways 

to somehow get them more interested in politics. 

Obama helped do some of that, Clinton did not. 

People who appeal to them in terms of, I think, 

ideas to help them, that can help mobilize peo-

ple. 

What are your feelings on increased civics education 

and compulsory voting as potential solutions?

I’d be for civics education if we could find a good 

civics program. A lot of them are really crummy. 

But there are some good ones out there; and if 

we could do good ones, that would help. Again, 

same day registration would help. I might actual-

ly make it a requirement that young people vote 

in their first election. And why would I do that? 

Because voting is a habit. And there’s real litera-

ture on this. It’s like opium, except a good habit. 

And after you’ve done it once, you tend to do it 

again. So if we can get young people to vote—and 

they’re the people who typically don’t vote very 

much—then we can get them habituated, and 

they’ll continue to vote. So I would love to have 

mandated voting for young people. Now given 

that this is America, there will be a lot of people 
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who scream about that’s violating their freedom 

not to vote, but I’d still go for compulsory voting 

if I had my dictatorial choice.

In 2000, the election was marred by controversy 

given certain ballot issues and confusion: hanging 

chads, butterfly ballots, that sort of thing. How has 

voting technology changed since then?

Not enough. It’s very embarrassing. We passed 

the “Help America Vote Act” that was supposed 

to improve the technology. The technology has 

improved somewhat, but the basic problem we 

have is that voting systems are decentralized to 

the counties and in some cases to the townships, 

like in Massachusetts and places like that. There 

are 3000 counties in the United States. Some of 

them are very competent and some of them are 

absolutely incompetent as you might expect with 

3000 entities that run systems. Furthermore, 

some of them are very political. Part of the prob-

lem in Palm Beach County with the butterfly bal-

lot was that there was a woman who had been a 

democratic county operative. She’d been given a 

job there. She’d worked her way up. She had de-

signed the butterfly ballot thinking that she was 

doing a good thing but not knowing what she 

was doing. She was literally not very competent. 

And the sad story is, that cost Al Gore 2000 votes 

and it definitely cost him the election. My guess, 

and me and my colleagues who have looked at 

this, believe probably Gore won by 10-20,000 

votes in terms of people’s intentions as they went 

to the polls. Unfortunately, the voting system did 

such a crumby job of recording those votes that 

he lost in the end by 537. But the problem is this 

decentralized system and we’ve been unwilling 

to go to national standards. So the net result is 

that we get very bad systems. 

Is there a partisan barrier?

It’s less partisan. The history of it goes back to 

the period when basically voting was sort of a 

local function, then it was reinforced during 

the mid-nineteenth century. The south wanted 

to retain responsibility for voting in the coun-

ties. Why? Because they wanted to discriminate 

against blacks in the south and use that as a 

mechanism for doing so. And so that’s just been 

retained and we just haven’t gotten rid of it. And 

so it’s states’ rights, and even county rights that 

people believe in. It’s an embarrassing system 

for the country with our technological capability, 

you heard me say that earlier. Every time I think 

about it, I’m appalled that we can’t do better, be-

cause there’s no reason we can’t do better. We 

just don’t. 

What in your opinion is the most credible path for-

ward? 

I don’t know if there is any easy path because 

part of the problem is that Counties have lots of 

competing demands. If you’re a County admin-

istrator and you have to make a decision about 

whether you’re going to fund the County hospi-

tal or provide healthcare to poor people or you’re 

going to come up with a better voting system, 

what would you choose? You’re going to choose 

the hospital. And so that just keeps happening. 

So the hope was with the Help America Vote Act 

that an infusion of Federal money would help you 
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improve the system, but the trouble is that mon-

ey got frittered away on sort of pork barrel efforts. 

And then it got all messed up in the controversy 

about whether or not electronic voting machines 

were a good or bad idea. So a lot of money was 

spent on the machines, and then the machines 

were thrown away because people thought that 

they were unsafe, and so on and so forth. 

Given that history, what is your opinion on electron-

ic voting machines? 

I think electronic voting machines with a pa-

per trail are the best system you could possibly 

have. The paper trail makes sure you can go back 

and count to avoid the possibility that somehow 

things have been hacked and so forth. But with 

the electronic voting machines there’s this great 

virtue that you can get in there, you can pick the 

language you want to use. It can also, at the end 

of your ballot, summarize how you voted. It can 

tell you you voted this way. And you can look and 

say “oh, did I vote that way?” And if not, go back 

and fix it. The trouble with any paper ballot is 

that it’s eventually going to be read by, at best, a 

machine, and suppose you make a mark wrong. 

The machine is going to know that, or at least 

think that, but in fact you didn’t mean to just put 

a light mark there, you meant to vote for Al Gore. 

And then the result is that the machine says well 

you didn’t voted for Al Gore. So the electronic 

machine, because it can have this verification at 

the end of how you voted and summarize what 

you did, you can check your work. And then the 

paper ballot provides extra assurances. But un-

fortunately computer scientists really, really did 

a job on those electronic machines. 

In what ways? 

They came up with all sorts of fairy tales about 

what was possible with respect to them. I spent a 

lot of my earlier years doing computer program-

ming, so I’m not ignorant about computer pro-

grams. So I would have very ardent discussions 

with computer scientists who would say, “well 

you could build a compiler that could do XYZ,” 

and I would say “yes, that’s true in principle,” 

but let’s now describe exactly what that would re-

quire somebody to come up with, in advance, if 

they built a compiler, that later on would cause 

an election to be thrown. And we’d go through it 

step-by-step, and I’d say “does that seem possible 

to you?” And they would say, “well, it’s unlikely 

but it could happen.” I’d say, “well if it’s unlikely 

then I don’t think we have to worry about it so 

much.” And furthermore, if you want to steal an 

election, it’s a lot easier to use paper ballots and to 

throw them away. So here’s how you can steal an 

election. Let’s say it’s paper ballots, like Scantron 

or something. You get into the voting area, you 

steal a bunch of the ballots, and you throw them 

away, and you choose to be in a precinct that is a 

place where there’s heavy support for your oppo-

nent. So you’ve just thrown away a lot of ballots 

that are most likely votes for your opponent. I can 

teach my grandmother to do that. I can’t teach 

my grandmother how to hack computers. So a lot 

of this is scare tactics, I think. I mean it’s not that 

there aren’t some concerns, it’s just overblown. 

So, assuming that electronic voting with a paper trail 

is the ideal option—given the constraints we were 
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just talking about—is the simpler option like univer-

sal vote by mail a potential solution?

That’s possible. The problem with vote by mail 

is this, that there’s actually a way that older pop-

ulations or those people who may be under the 

control of somebody in their household can be 

forced to vote the way the head of the household 

or the person in the nursing home wants that 

person to vote. Because you can’t vote in the ano-

nymity of the voting booth.  So I’m not as much 

a proponent as some people are of it. I think that 

it’s got real possibilities for fraud.  Much more so 

than in-person voting at the polling place. I mean 

there are people who will tell you there’s all these 

Hispanics, millions of undocumented Hispanics 

who go to the polls and vote for somebody pre-

tending they’re somebody else. And I say to my-

self, “yes that makes a lot of sense.” So you’ve got 

a Hispanic immigrant who’s worried about being 

deported if he or she has an interaction with the 

law. So what they do is they decide to go to a pre-

cinct where typically everybody knows everybody 

else or lots of people know one another and they 

impersonate Henry Brady. And the person there 

says, “Yes you look like Henry Brady,” and they 

vote. I mean, how implausible is that scenario? 

It’s ludicrous. No undocumented immigrant in 

their right mind would do that. Why would you 

risk being deported to vote?

Other than potential coercion, is there another risk of 

security or fraud with vote by mail?

That’s the major one I worry about. I mean, I 

personally like voting in person. I’m not against 

voting by mail, it’s fine if people want to do it. It’s 

not as much of a panacea as some people think 

it is. And I do worry a little bit about the loss of 

the symbolic aspect of going to a polling place 

and actually voting. But obviously, it makes it 

easier for some people to vote, and so to the de-

gree that it increases turnout it’s maybe not a bad 

idea. The evidence last time I looked was mixed 

on that, I’m not sure. Oregon had an uptick the 

first time they did it, but it’s not clear to me that 

persisted.

Do you have any stories or insights about the 2000 

election that you feel didn’t make it into the popular 

knowledge about what happened?

You know my biggest story, and it’s not even in 

the things I wrote, was that here we were in Palm 

Beach county and we learned that there were 

a bunch of voters who were interviewed by the 

unions who said that they thought they had been 

mistaken in voting for Pat Buchanan when they 

meant to vote for Al Gore because of the butterfly 

ballot. So there were all these affidavits that said 

that. And so I’m talking to a labor guy who has all 

of these, and I’m saying to him, “Gee, I’m here 

as an expert witness with a bunch of lawyers who 

are trying to bring a court case about the butter-

fly ballot on behalf of citizens who felt like their 

votes were lost. Could you send me these affida-

vits?” 

And he said, “No, I can’t do that.”

I said, “Why?”

And he said, “Well, the Gore campaign doesn’t 

want us to.”
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And I said “Why?”

And he said “They don’t think it would be fair.”

I said “What do you mean fair?”

He said, “Well they feel that somebody might 

think that Al Gore is being a bad loser or some-

thing.”

I said “Well I don’t think he lost necessarily, so 

how can he be a bad loser?”

And so we go back and forth for about half an 

hour/forty five minutes, and finally the guy says 

“Aw hell,” and he starts faxing me the affidavits. 

But the bottom line there is this: when push came 

to shove and [Al Gore] had to deal with the ques-

tion of what would happen in Florida, he went 

and got a guy named Warren Christopher, who 

had been Secretary of State. A very nice man, but 

not the guy you’d go to if your life is in peril. Sort 

of the guy you go to for a nice negotiator.

Who did George W. Bush go to? He went to Jim 

Baker. Jim Baker is an old horse trader. So Jim 

Baker did just what was the right thing to do. At 

every margin, he decided what would be to the 

advantage of the Republicans and he played that 

advantage. Even if it meant that five minutes 

later he was saying in another county, “Don’t 

recount the votes,” because he knew that was a 

Democratic county, while in the county he had 

just talked to a moment ago, he had said, “Do 

recount the votes,” because he knew that was a 

Republican county.  And so, Gore went to War-

ren Christopher, Bush went to Jim Baker. And 

that was a moment I must admit I said to myself, 

“I’m not sure that Al Gore really wants to win, or 

that he’s got whatever it takes to sort of have the 

killer instinct that you need to say, when push 

comes to shove, I’m going to do everything I can 

to win this thing.” He was trying to be fair, but 

that’s not necessarily the point at which you try 

to be fair. So, my story is about inside politics. 

How tough do you have to be? At what point do 

you say “you know, I don’t want to cheat, but on 

the other hand, I don’t necessarily have to be the 

referee either.” I’m playing a game here, and let 

the referees call what I’m doing a foul and I don’t 

have to pre-judge my actions as to whether or not 

they constitute a foul.

We saw in the last election that facts and policy ex-

pertise took a backseat to half-truths, untruths, and 

emotional appeals. Going forward, what can we as 

policy analysts do to address this apparent change?

I think that’s the big question that we’re all try-

ing to grapple with right now, to try to figure out 

what is the point of analysis in a world where it 

doesn’t seem to matter very much? You know, 

I don’t have easy answers for this. I mean, I do 

think one thing we learned—and we knew this 

already in political science, but we really learned 

it with a vengeance—is that people’s group iden-

tity is really important to them. And if you can 

somehow appeal to that group identity, you can 

often trump actual policies that might be rele-

vant for their well-being. You know, this was a 

classic theme in 19th century Europe, the clash 

between the democrats who thought more de-

mocracy would mean the lower classes would 

get enfranchised and you’d get better outcomes 
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as a result. And finding out that nationalism and 

ethnic identity often trumped that, the net result 

was you’ve got people voting across ethnic lines 

and not across class lines. And the net result is 

that democracy didn’t do that much to level the 

playing field. That’s not an answer, that’s just a 

diagnosis of the problem.

On a related note, what is it like, personally, to lead 

a policy school in the wake of this election when we 

don’t know the answer to the question just posed?

Well, at first I was concerned about the students, 

and I felt that all of you might feel, rightly, that 

we emphasize and put great stress on the im-

portance of evidence, and you might say, “So, 

why does evidence matter if it turns out that it 

didn’t seem to matter much in the campaign?” 

And my answer would be: reality comes back to 

bite you at some point. Maybe it’s true that right 

now people are willing to forego a belief that cli-

mate change is occurring, but I think it’s going 

to come back to bite us. They may be willing to 

forego the notion that billionaires can’t solve the 

problems of poor people, but that may come back 

to bite them. And so on and so forth. And that’s 

why fact-based analysis ultimately is important. 

But in terms of leading a policy school, it is a dis-

couraging moment.

Is it too early to tell whether a Trump presidency will 

have long-term impacts on the discipline of public 

policy?

It’s too early to tell. We just don’t know enough 

about Donald Trump. One set of concerns are 

that he just doesn’t know what he’s doing and 

that he’s going to do really stupid things, and 

we’ve already seen things that are such depar-

tures from normal behaviors of a leader that you 

either have to feel that he’s really really clever 

and fox-like—which I don’t believe—or that he’s 

just sort of missing an understanding of what 

you’re supposed to do. On the other hand, I was 

concerned that he was going to invoke a really 

right-wing agenda, but it looks like he’s going to 

do that as well. That’s more of a partisan thing. 

There are going to be people who think that’s a 

good thing, and people who think that’s a bad 

thing. My concern about some of the right-wing 

agenda these days is predicated upon a lack of 

understanding of what the facts seem to tell us. 

For example, it’s not the case that tax cuts—and 

again and again we’ve seen examples—it is not 

the case that tax cuts “raise all boats.” It turns out 

that tax cuts are great for rich people, and not so 

great for poor people or middle-class people. But 

I fear that’s what we’re going to get from Don-

ald Trump, is another round of tax cuts to “solve 

the problems of the economy,” which will just 

make the lives of the people who he appealed to 

and who were supposedly his constituency even 

worse. So reality will come and bite.

Do you think changing Democratic strategy might 

mitigate that to a certain extent? Have the Demo-

crats been too focused on communicating hard policy 

instead of communicating emotionally?

I worry that Hillary Clinton was not a good [can-

didate], and it’s just her nature, she’s a policy 

wonk, and she just didn’t know how to make the 

quick case. I mean I constantly talk to people here 
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at the University, I remember one time talking to 

[a campus administrator] and saying “the right 

thing you should tell people is that we produce a 

Cadillac product at a Chevy price.” He says, “Oh, 

I couldn’t do that. That’s too gimmicky.” I said, 

“But you should! People will understand that. 

Cadillac product, Chevy price.” And instead he 

wanted to have a long, discursive, “dadada.” No! 

We gotta learn how to give the quick phrase that 

actually summarizes what’s really cool about us. 

We produce a Cadillac product at a Chevy price.

Continuing along the lines of the discipline of public 

policy, how has it evolved since The Goldman School 

was established in 1969?

You know, it’s been fairly constant, which is the 

good thing I think, because we started out with 

the notion that we wanted to have fact-based pub-

lic policy and I think it’s continued to be that, and 

I sort of believe that’s something we must main-

tain because, the truth is, we don’t have a lot of 

weapons.

The one weapon we have is the truth. And I think 

it’s a powerful weapon. Sometimes it doesn’t 

work in the short-run, but in the longer run, as I 

say, reality bites you, and so the truth is import-

ant. And therefore, I think what has happened 

in public policy school is that we’ve gotten even 

better at figuring out what the truth is. So 20-30 

years ago we didn’t have randomized controlled 

experiments, we didn’t have a lot of the statisti-

cal and other methods we now have, we didn’t 

have the databases we now have. We’ve just got 

a lot better methods for evaluating policies and 

implementing policies and making policies work 

better than we used to have. And that’s very ex-

citing. Government really can be made to work 

better, and in a way that I don’t think necessarily 

was easy to do 30-40 years ago. And so I’m happy 

to stay where we are and do what we do. At the 

same time I think we’ve realized that we’ve got 

to get even better at telling our story. We’ve got 

to help our students understand how to do that 

better. Although we’ve always believed that we’ve 

got to tell your story well, I think now we believe 

that it’s not only that you’ve got to learn to write 

a good memo, you have to take the next few steps 

and learn how to take that memo and translate 

it into a movement or into some kind of effort 

to get the policy adopted and implemented. And 

so now we do have courses in that kind of thing.

Do you see further changes on the horizon or do you 

see the continued trajectory?

I think we have a good formula. I think it’s pretty 

good, what we do. I mean, part of what we do 

too, that’s not always positive with the students, 

is that we teach students that markets are not the 

most terrible things in the world. It turns out 

markets solve some problems pretty well. And if 

you were ever in the former Soviet Union, you’d 

know that, because that was a place that didn’t 

have markets and it was a disaster. And so part 

of what I think we do is take very earnest, well 

meaning, hard-working and devoted young peo-

ple and we say to them: look, you want to change 

the world? That’s great. So do we. But make sure 

you don’t make it worse because you intervened 

in circumstances where government makes the 

situation worse than it was before. And so you 
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must understand the way markets work, and 

furthermore you must understand that societies 

which have tried to get rid of markets have creat-

ed disastrous results.

I mean, they’ve done some good things, like 

health care was probably more equal in the So-

viet Union than in the United States, but it was 

abysmal. Hospitals didn’t have running water. 

So you have to understand that there are mech-

anisms in the private sector which actually do 

some things very, very well. And if you want to 

make the world a better place, you’ve got to un-

derstand those mechanisms, sometimes utilize 

those mechanisms, figure out how to regulate 

them so that they can do an even better job, and 

all those kinds of things. I think that’s what we 

do. And I think that’s a real service. It is, in some 

sense, a conservative agenda that tries to use ex-

isting institutions to attain progressive ends.
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There is no single definition of ‘tiny home.’ 

Typically, American homes are around 2,600 

square feet, whereas the typical small or tiny 

house is between 100 and 400 square feet.3 Tiny 

home village are groups of tiny homes which 

may have shared common areas, kitchen, and 

bathroom facilities.

Tiny homes for the homeless are an offshoot of 

the “Housing First” model for addressing home-

lessness, which prioritizes the autonomy of the 

inhabitants of the village. Many cities address 

homelessness with a Housing First model.4 The 

idea is simple: provide housing first, offer ser-

vices later. In this model, clients are required to 

pay rent—often 30 percent of their income, or up 

to $50 per month. Similar to the current growth 

in support for tiny homes, Housing First has his-

torically been contingent on community-based 

organizations’ involvement and community 

members’ support.

There are two main models of tiny home vil-

lages: transitional and permanent housing. 

Transitional tiny homes typically consist of a 

small space with a bed and space for storage. 

In most cases, there are no bathroom or kitch-

en facilities in the unit. Instead, transitional tiny 

home villages have common space with shared 

bathrooms and kitchen areas. The objective of 

the transitional model is not to provide a perma-

nent place to live, but to provide a stepping stone 

to more permanent housing for homeless indi-

viduals. Transitional tiny home villages provide 

SARA ABARBANEL, CASSIE BAYER, 
PALOMA CORCUERA, AND NANCY STETSON

EDITED BY COURTNEY COLBURN, LAUREN FINKE,  
LINDSAY MAPLE, BEN SHAPIRO, AND MICHAEL FLEISCHMANN

According to the National Alliance to End Homelessness, on a single night in Jan-
uary 2015, 564,708 people were experiencing homelessness in the United States 
(17.7 out of 10,000 people lack homes). Even though this national total represents 
a decline over the previous year, only 18 states reported decreases in the number 
of people living in unsheltered locations.1

In addition to the people already living in the streets, many poor people are at 
risk of homelessness. Fundamentally, this is because it is hard for them to afford 
housing. Families who pay more than 30 percent of their income for housing are 
considered cost burdened and may have difficulty affording necessities such as 
food, clothing, transportation and medical care. An estimated 12 million renter 
and homeowner households now pay more than 50 percent of their annual in-
comes for their housing. A family with one full-time worker earning the minimum 
wage cannot afford the local fair-market rent for a two-bedroom apartment any-
where in the United States.2

Part of the solution to this problem is to increase the stock of affordable housing. 
Tiny home villages are a recent approach to augmenting this housing stock in an 
innovative fashion, and have proven successful in numerous communities around 
the country. This article discusses the potential posed by tiny home villages, and 
examines a case study of several such villages in Lane County, Oregon. 
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homeless individuals with a safe place to sleep 

and keep their property, as well as a community 

they can rely on while they look for a job and per-

manent housing.

The permanent model consists of slightly bigger 

houses that are more permanent structures. The 

permanent houses are designed to last 100 years, 

as long as a traditional house would last. These 

houses typically have a bathroom and kitchen in 

every unit. Permanent villages also often have 

common shared spaces to contribute to commu-

nity-building, and the objective of these villages 

is typically to increase the supply of affordable 

housing.

TINY HOMES AS AN AFFORDABLE 

HOUSING MODEL

Tiny home villages are attractive because they 

provide a sense of ownership of a small private 

space in addition to a sense of co-ownership and 

community that comes from the larger com-

mon areas. Having common areas incentiviz-

es the inhabitants of the village to interact in a 

natural social environment. This contributes to 

the creation and maintenance of a sense of com-

munity. Additionally, in many tiny home villag-

es members of the community are expected to 

contribute to the maintenance and functionality 

of the village. This set of activities limits social 

isolation and is central to creating a sustainable 

community.5

Andrew Heben, author of Tent City Urbanism, 

found this sense of community important in tent 

cities and more recently in tiny home villages. In 

informal interviews conducted in his multiple 

visits to different tent cities, he asked community 

members to rank the type of shelter they would 

most prefer. Heben found that, “affordable hous-

ing [w]as a first choice, followed by a tent city as a 

second alternative. The third choice was mixed—

some preferred the local shelter while others pre-

ferred the street. [...] The preference of the tent 

city was largely attributed to the sense of auton-

omy and safety that the informal communities 

offer.”6 Shelters ranked low as a housing option 

because they often have strict rules, including 

separating couples, and offer no private space.

In addition to providing a community, transi-

tional tiny home villages can serve more individ-

uals than the units they have available. For ex-

ample, the tiny home community of Opportunity 

Village in Oregon has 29 units, but has served 

more than 90 individuals since its opening in 

2013. Once acclimated to community living, the 

individual may be better prepared to move into 

more permanent affordable housing.

TINY HOME VILLAGES ACROSS THE 

UNITED STATES

Tiny home villages have taken root across the 

United States. There are many examples of tiny 

homes being used as housing for the homeless, 

including, but not limited to, Dignity Village 

in Portland, Oregon, OM Village in Madison, 

Wisconsin, and Quixote Village in Olympia, 

Washington. These villages are consistently at 

full occupancy, and some even have a waitlist 

of prospective residents. These projects have 

especially flourished in the Pacific Northwest. 
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Community support has been central to their 

success, in terms of both acceptance and fund-

ing. Below we outline three examples of tiny 

home villages, with both temporary and more 

permanent housing, and profile these commu-

nities as examples of different approaches to and 

models of tiny home development

Dignity Village7

Dignity Village began as a transient tent city in 

Portland, Oregon, in December 2000. The vil-

lage was forced to move around the city until it 

found its current location, on a bus route outside 

of town. Dignity Village signed a lease with the 

city for $1/year for their current location in 2004. 

Over the next several years, the village evolved 

from tents to more permanent tiny homes. The 

houses were funded by private cash and in-kind 

donations. The land is designated by the Oregon 

Code as a campground. It now contains 43 raised 

homes with a program support professional who 

is employed by a local non-profit organization. 

Residents pay $35 in rent per month in addition 

to 10 hours of volunteer labor to maintain the 

village. Rent from the 55 residents covers 80-90 

percent of the $30,000 per year operating costs 

of the village. The remainder is covered by pri-

vate donations and resident-run microbusiness-

es, such as food carts and firewood collection. 

The main drawback of the village is its distance 

to the downtown and services: It is approximately 

an hour-long bus ride to downtown on a week-

day. The village is also seen by the city as being 

temporary, as it is intended that residents stay no 

longer than two years. While Dignity Village was 

controversial when it was being built, it now is 

more integrated into the community. The village 

generally has a good relationship with the sur-

rounding businesses.

OM Village8

OM Village was built as an offshoot of the 

Occupy movement in Madison, Wisconsin. The 

village started with three 98-square-foot cabins 

on wheels, and has since expanded to nine units. 

Each unit has a sink and there is a shared space 

with bathrooms and a kitchen.9 Originally, OM 

Village appealed to City Council for the right to 

park these structures on church property. OM 

Village began to expand, and moved to a perma-

nent location. After a $50,000 crowdfunding 

campaign to build ten more permanent struc-

tures, the group successfully built a prototype 

for $5,000.10 Residents at OM Village do not pay 

rent, but are required to work ten hours per week 

at the community workshop, which makes goods 

that are then sold to support the project, or on 

other maintenance projects on the property.11 The 

village has eschewed public funding, opting in-

stead to raise money through private individuals 

and organizations. The Board shows an unwill-

ingness to get involved with HUD due to the per-

ceived administrative burden.12

Quixote Village13

In December 2013, a group called Community 

Frameworks in Olympia, Washington worked 

to transform an informal tent city on church 

land into a tiny home village. Quixote Village is 

a publically subsidized permanent project, and 
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contains 30 tiny cottages on a two acre site. Each 

144-square foot home has a half bath, closet, 

front porch, and garden area. The village also in-

cludes a community center with extensive shared 

space that includes lockers for storage, a laundry 

room, and large kitchen. The village employs a 

full-time program manager and a full-time resi-

dential advocate.

Quixote Village features a resident-run model. 

Each tenant is a member of the Resident Council, 

which elects officers every six months. Panza, 

the non-profit organization sponsor of the vil-

lage, also attends the Resident Council meetings, 

helps staff Quixote, and coordinates legal and 

political advocacy. Thus, while residents are able 

to lead the village, Panza is still actively working 

parallel to residents themselves to ensure sus-

tained success.

CASE STUDY: LANE COUNTY, OREGON

Although the median household income in Lane 

County is $43,685, the median income of renters 

is only $28,800.14 Furthermore, only 17 afford-

able housing units exist for each 100 low-income 

renters in Lane County, and of the 707 public 

housing units available in Lane County, only 11 

have been available 60 days or more.15 16 Fair mar-

ket rent has also increased more than 10 percent 

for each bedroom-size (studio, 1-bedroom, 2-bed-

room, etc.) in the last ten years.17 Lane County 

overall has 157,899 housing units for roughly 

twice as many people. However, only 3,140 of 

these units are considered adequate, affordable, 

and available.18

The cost of home ownership is also rising. The 

average home value in Lane County is $227,800, 

an 8 percent rise over the past year, and is expect-

ed to rise by an additional 3 percent over the next 

year.19 Similarly, the mean monthly rental rate, 

currently $1,224, is expected to rise in tandem 

with home values.20

The lack of affordable housing in Lane County is 

particularly acute in its Lane County’s two largest 

cities—Eugene and Springfield. In these cities, 

the stock of affordable housing does not meet 

the needs of local residents. There is a lack of af-

fordable housing in Lane County. For every 100 

low-income renters, there are only 17 affordable 

housing units. The affordable housing that does 

exist is aging and may no longer be habitable in 

the coming years.21 This housing shortage is in 

the face of unemployment, poverty, and home-

less rates in the Eugene/Springfield area that are 

above both state and national rates.

Approximately 4 percent of all households in the 

United States and 12 percent of all U.S. renter 

households receive federal housing assistance.22 

In Lane County, through the Housing and 

Community Services Agency (HACSA), there 

are 4,300 families being housed through Section 

8 and public/affordable housing programs each 

year.23 However, housing assistance is not guar-

anteed: the waitlist for a Section 8 voucher in 

Lane County has been closed since January 1, 

2015.24 In the most recent allocations of Section 

8 funding, only 1,600 of the 3,000 applicants 

in the pool were selected (via lottery system) to 

receive their spot on the waitlist. Furthermore, 
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the application date for those who most recent-

ly received Section 8 vouchers in Eugene and 

Springfield was January 2010—more than six 

years ago.25 As the US Department of Housing 

and Urban Development (HUD) stated in their 

April 2015 Community Profile of Eugene and 

Springfield: “The need for affordable rental units 

is more than four times greater than what is cur-

rently being provided.”26

In FY 2015, Eugene and Springfield received 

more than $31 million from HUD in grants, 

housing subsidies, and Section 8 tenant rental 

vouchers.27 While Eugene and Springfield have 

increased affordable housing and continued to 

develop homelessness continuum of care pro-

grams with this funding, it is clear that this is not 

enough.28 29

There is a significant homeless population in the 

Eugene and Springfield metro area. In October 

2015, HUD reported that there are 1,473 home-

less individuals in Eugene and Springfield. Of 

the homeless population, 716 of these persons 

are unsheltered, 101 live in transitional housing 

(including Safe Haven programs), and 656 live 

in emergency shelters.30 Since 2010, approxi-

mately half of the homeless population has been 

unsheltered at the time of the homeless popula-

tion count.  Eugene and Springfield have a home-

less rate of 67 per 10,000 residents, significantly 

higher than either the Oregon or national rates of 

31 and 20 homeless per 10,000 residents, respec-

tively. Eugene and Springfield also have higher 

rates of poverty (22 and 24%, respectively) than 

in Oregon overall (17%).*

Tiny Homes in Lane County31

In addition to the tiny home villages across the 

country, there is currently one active tiny home 

village in Eugene: Opportunity Village. This site 

is managed by SquareOne Villages, a non-profit 

organization based in Eugene, Oregon that works 

to create self-managed communities of cost-ef-

fective tiny homes for people in need of housing. 

SquareOne is also planning a second, more per-

manent tiny home community, Emerald Village, 

in the early stages of construction at the time of 

this writing.

Similar to OM Village, Opportunity Village 

was born out of the tent cities of the Occupy 

Movement. The village opened in August 2013 

and consists 

of 29 small buildings, designed to be transition-

al housing. Each house is essentially a room, a 

more sturdy replacement for the tents in which 

the homeless individuals had previously lived. 

The houses have neither bathrooms nor kitch-

ens, but they lock and have space for a bed and 

storage. There is a common shared kitchen, 

bathroom, and meeting space. Along with the 

*This count of the homeless population may even 
undercount the true homeless population because of 
the difficulties involved in quantifying the homeless 
population accurately. The homelessness rate is based 
on a one-night, once a year count. While the point-
in-time count covers both sheltered and unsheltered 
individuals, there is no guarantee that all homeless 
individuals will be counted. In particular, the count 
takes place at the end of January. Because of winter 
weather, some people who are homeless may tempo-
rarily stay with friends and family or in a car, leading 
them to go uncounted.
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tiny home, residents receive a bus pass and ac-

cess to wireless internet.

The community is largely self-governed. 

Residency requires both cooperative labor and 

adherence to five basic rules: 1) no violence, 2) 

no theft, 3) no drinking/drugs, 4) no persistent 

disruptive behavior, and 5) everyone must con-

tribute to the operations and maintenance of 

Opportunity Village.32 Since the start of the proj-

ect, there have been approximately two success-

ful transfers out of the village for every resident 

that had to be asked to leave.33

Emerald Village is the planned extension to 

Opportunity Village. While Opportunity Village 

is designed to get people off the street, the goal 

of Emerald Village is to create permanent af-

fordable housing for both formerly homeless 

individuals who have been living in transitional 

housing, and other marginally housed members 

of the community who are at risk of losing their 

housing. The village will consist of 22 houses, 

each 150-250 square feet, on a 1.1 acre plot of 

land. Each house will include a small kitchen and 

half bath. The project aims to create housing that 

is affordable for an individual living solely off of 

disability payments, with no more than one-third 

of disability income going towards rent.

Emerald Village will be a limited equity housing 

cooperative, meaning that the residents will own 

a share of the co-op. This is not strictly home 

ownership, as the co-op leases the facility from 

SquareOne Villages. Nonetheless, if the res-

idents decide to leave they will have the oppor-

tunity to sell their share, allowing them to have 

equity to invest in their next place of housing. 

There will be 22 co-op shares, one for each home. 

The initial value of each share will be $1,500. 

SquareOne Villages estimates that a portion of 

a resident’s monthly payment ($50 to $75) will 

go towards their co-op share.34 Once a person’s 

share is fully paid up, a resident’s monthly pay-

ment will go down. When a person moves, the 

non-profit will buy out their share and start the 

process over with the new resident. Shares will 

earn interest if payments are made on time so 

that the value of the investment grows modestly

GENERAL CHALLENGES FACING TINY 

HOME VILLAGES

Transitional models of tiny homes are often not 

considered official dwelling units, because they 

may not include a kitchen or bathroom. The 

International Residential Code (IRC), for exam-

ple, defines a dwelling unit as: “A single unit pro-

viding complete independent living facilities for 

one or more persons, including permanent pro-

visions for living, sleeping, eating, cooking and 

sanitation.”35 While there are provisions in the 

IRC that exempt smaller structures from specific 

permitting requirements, there is no similar ex-

emption for the electrical, plumbing or heating/

cooling systems that would be associated with a 

dwelling unit.36

Not being considered a dwelling unit often plac-

es a transitional tiny home in conflict with local 

building code requirements. To be considered as 

more than temporary housing, however, all mod-

els must be large and tall enough to fit basic ame-

nities, be heat-controlled, have full bathrooms 
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and nearby cooking facilities, be electrified, and 

be sustainably built for long-term use.37

This is of particular importance for tiny homes 

that may be built using HUD funding, which not 

only has stipulations, but requires housing to 

meet these dwelling unit definitions. Where tiny 

home villages have managed to navigate these 

challenges, they have been successful.

IMPLEMENTATION FEASIBILITY

Each neighborhood in which a tiny home village 

will be built will have particular concerns about 

the building of the village. Some neighborhood 

concerns could include safety, health, and resi-

dent behavior issues. A neighborhood’s particu-

lar concerns should be identified from the outset 

of planning. 

It is important to have internal village commu-

nity support. Many of the villages with which 

we spoke have community agreements. While 

the exact text varies village to village, the rules in 

the agreement document state the basic expec-

tations for living in the community. They must 

be agreed upon and signed by all the members 

of the village. Should a rule be broken, there are 

consequences. The consequences vary depend-

ing on the gravity of the negative conduct, and 

range from a simple warning to expulsion from 

the village. The agreements serve as a concise 

way to inform the residents and the surrounding 

neighborhood of the positive culture that the vil-

lage is fostering.

An application process is also a very important 

component of internal community building. The 

application for residency may include a back-

ground check, skill inventory, and questionnaire. 

This application will help whoever goes through 

the applications to accept residents who are com-

patible with and can support the mission of the 

village. Some tiny home villages are self-gov-

erned and some have staff. Staff members in 

these villages are often part-time, helping with 

the management of the village and assuring the 

well-being of the residents. The positions can be 

funded by resident rent, the city, or a non-profit 

organization. If the staff member is also a res-

ident of the village, it is important they want to 

be an active part of maintaining and cultivating a 

positive, collaborative environment. 

Different tiny home villages have taken various 

approaches to include the neighborhood in the 

planning process. OM Village in Madison, for 

example, mentioned that neighborhood sup-

port was one of their main challenges. They 

approached the problem by engaging neigh-

bors and answering questions. In their case, 

the City Council was supportive, which helped 

to get the surrounding community’s support. 

Dignity Village in Portland also spoke about get-

ting neighbor support as being important in the 

building process. Dignity Village expressed that 

while there was some initial conflict, they now 

have a positive relationship with their neigh-

bors. In addition, Andrew Heben of SquareOne 

Villages attributed the organization’s success 

siting Emerald Village to early outreach to the 

neighborhood association. 
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CONSTRUCTION TIMELINE AND 

DURABILITY

Tiny home villages can vary in the time they take 

to build, depending on if they are part of the tran-

sitional or permanent housing model.

Transitional housing has historically taken lon-

ger to build. Opportunity Village, for example, 

took nine months to build. However, this is be-

cause it was built entirely with volunteers, and 

was built up as donations came in. This story is 

similar in some of the other villages. Each house 

does not take long to build, though. If all the 

funding is already in place, a transitional village 

can be built in one to two months.

A more permanent housing model from start 

to finish, including site work and laying a foun-

dation, can take at least four months (based on 

the expectation of the time it will take to build 

Emerald Village). This timeline is also based on 

the use of volunteer labor. Even though the time 

to build a permanent tiny home is longer per 

house than building a temporary housing struc-

ture, it is still less time than building an average 

single family home, which takes about seven 

months.38

Even though tiny homes take less time to build 

than regular homes, more permanent tiny hous-

es are expected to last the same amount of time 

as regular houses. The permanent houses in 

Emerald Village, for example, are expected to 

last 100 years, the length of time a normal single 

family home is expected to stand. It is unclear 

how long a temporary tiny home would last.

ZONING AND LAND USE

Zoning and land use laws are extremely import-

ant in determining the feasibility of building a 

tiny house village. The land use laws of a particu-

lar locality may have requirements for minimum 

house sizes larger than the average tiny house. 

It is also possible that a locality has a limit on 

the number of houses that can be on a particu-

lar property. Zoning and land use law may exist 

on a state level, but a locality will often overlay 

their own city or county (or both) zoning and 

land use law(s). Each locality may also have its 

own process (and applicable exceptions) for de-

termining whether a tiny house village could be 

built, despite the law in place. For example, de-

spite being neighboring cities within the same 

county, Eugene and Springfield have different 

regulations to zoning and land use that affect the 

building of a tiny house village in different ways.

LAND AVAILABILITY

Tiny home villages can be sited on small tracts of 

land of an acre or two for 20 to 30 houses. The 

critical determinant of land availability, however, 

is not the number or size of open lots but the tol-

erance for tiny home villages in the surrounding 

neighborhood.

SquareOne Villages found lots for both its tiny 

home villages in Eugene. The difficulty lay in 

finding land for the villages that was near to 

services and employment without creating sub-

stantial opposition from the neighborhood. 

Opportunity Village was built in a light industrial 

zone on a piece of land already owned by the city, 
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which the city has leased to the village. Although 

not centrally located, the village is close to a bus 

line and provides bus passes to the residents for 

transportation. The land for Emerald Village was 

bought in June 2015, and is located between a 

residential neighborhood and a railroad. Dignity 

Village in Portland similarly found land outside 

of the downtown area, but still on a bus line.

COSTS AND FUNDING

Funding Models of Current Tiny Home Villages

The costs for tiny home villages break down into 

the capital costs of building and the operating 

costs of maintaining the village. Here we review 

the costs and funding of three distinct villages: 

Opportunity Village, a transitional village model; 

Emerald Village, a permanent village model; and 

Quixote Village, a permanent village model that 

used HUD funding. These case studies illumi-

nate the difficult navigation of government fund-

ing and outside funding for tiny housing.

In both capital and operating cost categories, 

there is large variation between Opportunity and 

Emerald Village. Opportunity Village functions 

largely as a replacement for a homeless encamp-

ment. It was built on city land, and the start-up 

costs were quite small. In all, the village’s capi-

tal costs totaled approximately $212,000 for 29 

units, or $7,300 per unit. More than half of that 

cost was raised through in-kind donations from 

members of the broader Eugene community, 

while the remaining was made up of cash dona-

tions. In addition, the city provides the land. The 

operating costs are approximately $3 per night 

per person, and the residents pay $1 of that (or 

$30 a month) to cover utilities and other costs. 

The remaining $2 per night, or $60 per month 

per person, is covered by fundraising.

Emerald Village will cost approximately $1.5 mil-

lion dollars for 22 units, including the cost of 

land, or approximately $60,000 per unit. The 

operating costs will be covered by rent from 

tenants. Rent will be set at a level such that a 

person living off disability assistance need not 

spend more than one-third of that income on 

housing. If sufficient capital can be raised for 

start-up costs, rents will be around $250 to $300 

per month. The rent will need to be higher if a 

mortgage is needed. SquareOne Villages is in the 

process of raising the capital for Emerald Village 

and has already bought the land.

Quixote Village, a 30-unit tiny house communi-

ty, cost $3.16 million in development. A white 

paper by Community Frameworks breaks down 

Quixote Village’s costs and funding streams into 

detail.39 More than half of the $3 million that went 

into capital expenses was spent on site and build-

ing construction. The cost per unit is $102,000, 

which is substantially lower than studio apart-

ments; these typically cost $200,000. The village 

has a yearly operating budget of $246,000, of 

which a substantial portion is spent on two full-

time employees who manage the resident needs 

and property. Approximately one-third of the op-

erating costs of the village are spent on utilities 

and maintenance. Operating costs are covered 

primarily by Section 8 project vouchers, plus 

grants from the state and county.40
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Building costs for Quixote Village included the 

cost of land, remediation, and building fees. 

The land was effectively free, most of the archi-

tectural and engineering services were donated, 

and a significant donation was made for excava-

tion services. Panza, the parent group manag-

ing Quixote Village, needed to raise about $2.6 

million. Although Panza turned to community 

and private organizations for funding, they were 

also granted $110,000 from city CDBG grants 

and $604,000 from state CDBG for further 

development, and $60,000 for the first year of 

program services.41 The rest was funded by pri-

vate, in kind transfers, private cash grants, in-

puts from Thurston County Land Donation and 

County Capital, and nearly half of total costs ($1.5 

million) were received from the Housing Trust 

Fund. 

GETTING FUNDED BY HUD

Tiny home villages are relatively inexpensive to 

build. Despite the number of funding streams 

that HUD offers, most of the villages cited in this 

report relied entirely on private and nonprofit do-

nations to raise capital costs-- excluding Quixote 

Village. Developers of tiny home villages have 

typically not pursued HUD funds given the com-

plex navigation, requirements that go with pub-

lic funding, and ambiguity surrounding how to 

acquire funds. However, there are HUD funds 

that tiny homes can access not described in this 

text. Notable examples include, but are not lim-

ited to: Community development Block Grants, 

Emergency Services Block Grants, HOME 

Investments Partnership Program (HOME), 

HUD Federal Housing Administration (FHA) 

Multifamily Mortgage Insurance, Low Income 

Housing Tax Credits (LIHTC), Section 8 Project 

Vouchers or Housing Choice Vouchers, and Self-

Help Homeownership Opportunity Program 

(SHOP).

EFFECTIVENESS

Tiny home villages could be evaluated for effec-

tiveness based on a number of different met-

rics: They could plausibly reduce homeless, cre-

ate more affordable housing, and/or increase 

the sense of community in a neighborhood. 

Opportunity and Emerald Villages have different 

goals (in part because one is transitional and the 

other permanent) and so should be evaluated dif-

ferently. However, because there are only a few 

tiny home villages that are currently built, and 

those that have been built have not been around 

for very long, there is not enough data for us to 

fully evaluate of the effectiveness of tiny home vil-

lages. Instead, we outline metrics by which tiny 

home villages of the transitional and also more 

permanent model could be measured. Below, we 

outline a potential design for a full effectiveness 

evaluation.

TRANSITIONAL TINY HOME VILLAGES

Opportunity Village is a transitional housing pro-

gram, more permanent than a shelter or a tent, 

less permanent than a house or apartment. As 

such, any evaluation of Opportunity Village’s ef-

fectiveness should focus on the effect that living 

in a supportive, resident-run model has on long-

term homelessness.
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Metrics to consider:

•	 What percent of residents successfully trans-
fer to more permanent housing?

•	 Of the successful transfers, how many con-
tinue to live in stable housing one, two, or 
three years later?

•	 What percent of residents are able to find 
employment after moving into the village?

•	 What percentage of units are occupied at any 
given time?

PERMANENT TINY HOME VILLAGES

Emerald Village aims to fill a gap in the housing 

market in Lane County. As rents increase, and 

housing assistance is limited, it becomes impos-

sible for an individual relying on government 

assistance or a minimum wage job to find afford-

able housing.

Metrics to consider:

•	 Do rents remain low?

•	 Is there demand for the houses?

•	 How long is the waitlist for the houses?

•	 Once the houses are built, how long do they 
stay vacant?

•	 Are the buildings permanent? Do they re-
main in good repair for a significant amount 
of time (40+ years)?

AN OVERVIEW OF EVALUATION

On the following page (Table 1), we apply our 

feasibility criteria directly to the Opportunity and 

Emerald Villages, the villages that are or will be 

in Lane County, Oregon. As noted, Opportunity 

Village is designed to be temporary housing for 

homeless individuals until they can find perma-

nent housing. Emerald Village, to be built, will 

be made of permanent homes that can be lived 

in long-term. How these villages have been set 

up can be seen as templates for new tiny home 

villages.

CONCLUSION

Tiny homes can be a feasible, cost effective option to 

house homeless and marginally housed populations 

that are interested in a community-building housing 

model.

Given their success in Oregon and elsewhere, 

tiny homes should be considered as an alter-

native housing model.  The foundation for tiny 

homes already exists; they are similar to the tra-

ditional Single Room Occupancy (SRO) mod-

el, where each resident gets a small room and 

shares some facilities. They also resemble small 

mobile homes, yet can be built to last, with foun-

dations and full kitchens and bathrooms. While 

tiny homes should not be considered vastly dif-

ferent from these other forms of affordable hous-

ing, there are a few distinctive considerations 

that should be taken into account.

Even the permanent model of tiny homes may 

not be a desirable housing model for everyone. 

While projects within this scope target single in-

dividuals or couples, housing a family in a tiny 

home may not be a feasible, permanent solution. 

Even individuals or couples may find the homes 

simply too small to live in as they wish. While 

this model may prove successful for certain res-

idents, it is important that the occupants self-se-

lect into this unique living situation.
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Opportunity Village 
(Temporary)

Emerald Village 
(Permanent)

Description
Temporary, simple rooms without pri-
vate bathrooms or kitchens

Permanent homes with private bath-
rooms and kitchens

Residents Formerly homeless individuals

Marginally housed and previously 
homeless individuals who have com-
pleted some transitional program (such 
as living in Opportunity Village)

Size 60 to 80 square feet 150 to 200 square feet

Zoning
Challenges

Springfield: Homes must be 120 sq. 
ft. (excepting manufactured homes); 
Shared kitchens must go through an 
application process
Eugene: Apply for a conditional use 
permit

Springfield: Homes must be 120 sq. 
ft. (excepting manufactured homes); 
Shared kitchens must go through an 
application process
Eugene: No particular barriers

Cost to Build $7,300 per unit
$60,000 per unit, and possibly higher 
as seen in Quixote Village

Funding $98,000 cash, $114,000 in-kind
•	 $1.5 million total costs
•	 In-kind donations
•	 Possible mortgage

Operational 
Costs per Unit

$90/month $250 to $300/month

Rent $30/month $250 to $300/month

Possible HUD 
involvement 

(not currently 
being used)

Emergency Services Grants

•	 Section 8 Housing Choice or proj-
ect vouchers (limited)

•	 CDBG
•	 HOME
•	 SHOP

Units 29 22

Effectiveness 
measure

Homelessness reduction Increasing affordable housing stock

Table 1: Comparison of Opportunity Village and Emerald Village by evaluation criteria
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The transitional model can house homeless or 

other individuals in need of emergency housing 

inexpensively. However transitional tiny home 

villages are likely not a panacea for homeless-

ness. The villages may instead act as a stopgap, 

giving previously homeless individuals the op-

portunity to stabilize their lives. However, home-

less individuals with significant mental or sub-

stance abuse issues may have trouble succeeding 

in a village without access to comprehensive so-

cial services.

Lastly, given the trendy nature of tiny homes, 

they may be part of a passing craze only to be 

replaced by a newer fad a few years down the 

road. In anticipation of changing cultural tides, 

tiny home villages should be constructed in such 

a way that they are sustainable.

Building tiny home villages will likely remain a 

challenge, but this is also true for other types of 

affordable housing. Land will need to be found, 

community support will need to be cultivated, 

zoning and land use standards will need to be 

met, and funding will need to be secured. Given 

the stringency of HUD funding, permanent 

models are likely to qualify for streams of fund-

ing not available for transitional housing, given 

the value of such permanence as perceived by 

HUD. However, we hope that through this re-

port we have provided an enlightening perspec-

tive on the potential for an alternate, transitional 

model to also contribute meaningfully to reduc-

ing homelessness.
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PROBLEM DEFINITION

Homeless people in families – categorized as 

those who are part of households with at least 

one adult age 18 or older and at least one child 

younger than 18 – represented 35 percent of the 

homeless population in the United States in 

2016. Approximately 195,000 people in families 

with children were homeless across the coun-

try, of which 19,000 lacked shelter. More than 

23,000 people were young parents (under the 

age of 25) and their children.1

Homeless families deal with many of the same 

challenges faced by homeless individuals (adults 

who are not part of households with children) 

such as food insecurity, physical vulnerability, 

and inadequate assistance for mental health is-

sues and substance abuse. Homeless families 

often face additional difficulties such as unsta-

ble childcare and education, domestic or inti-

mate partner abuse, and the separation of family 

members. Moreover, children who experience 

physical and emotional trauma, as a result of 

homelessness, are at higher risk of physical and 

mental health problems, worse academic and 

employment outcomes, and poorer interpersonal 

relationships as adults. These experiences, taken 

together, can perpetuate a cycle of poverty and its 

related ills into future generations.

The U.S. Department of Housing and Urban 

Development’s (HUD) Annual Homeless As-

sessment Report (AHAR) reflects this growing 

awareness of the problems faced by homeless 

families with children in the United States, and 

presents clear goals aimed at reducing and ulti-

mately ending family homelessness by 2020.2  

For example, HUD began reporting on chron-

ically homeless people in families beginning in 

2011, and on homeless parenting youth and their 

children in 2015.3  Homeless parenting youth – 

defined as homeless parents under the age of 25 

– and their children might be of particular con-

cern as younger adults often have fewer resourc-

es and social connections than families headed 

by older adults. 

In general, HUD data reveals two import-

ant characteristics about the nature of family 
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homelessness in the United States – homeless 

families are far more likely to be sheltered, and 

far more likely to experience intermittent rather 

than chronic homelessness.4  Based on 2016 data, 

90 percent of homeless individuals in families 

were sheltered and 96 percent were experiencing 

intermittent rather than chronic homelessness.5  

These characteristics have potentially optimistic 

implications for efforts to reduce family home-

lessness. Namely, communities can leverage ex-

isting shelters and temporary housing systems 

to reach families and provide crucial assistance. 

Programs can also specifically target the short-

term needs of those experiencing homelessness.

HISTORICAL AND GEOGRAPHIC TRENDS

From 2007 to 2016, the size of the homeless 

population declined in the United States. HUD 

data indicate that, since 2012, the total number 

of homeless people declined 12 percent while 

the number of homeless people in families also 

declined 19 percent. The number of chronically 

homeless people in families nearly halved since 

2012, decreasing from nearly 16,000 in 2012 to 

fewer than 9,000 in 2016. The number of un-

sheltered homeless people in families also de-

creased by 60 percent since 2012, from more 

than 48,000 to approximately 19,000. Figure 1 

depicts the declines in the size of the homeless 

population since 2007. 

When it comes to geography, homelessness in 

the United States is heavily concentrated in urban 

areas. Specifically, New York City and Los Ange-

les account for 21 percent of the total homeless 

population and 26 percent of homeless people 
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in families in 2016. New York City’s homeless 

population is especially skewed towards people 

in families – homeless people in families repre-

sented 61 percent of the city’s homeless popu-

lation, almost double the national average of 35 

percent. In Los Angeles, only 14 percent of the 

city’s homeless population was composed of peo-

ple in families.6 

Table 1 presents the total homeless population 

and the number of homeless people in families 

for each of the 16 regions that constituted more 

than 1 percent of the total number of homeless 

people in families across the United States in 

2016. As the table shows, the composition of 

homeless families in individual regions var-

ies. For example, while virtually zero percent of 

homeless people in families were unsheltered 

Geographic	Region
Total	

Homeless
Number

%	of	Total	
Homeless

Number
%	of	Total	
People	in	
Families

Number
%	of	Total	
People	in	
Families

Number
%	of	Total	
People	in	
Families

[A] [B] [B]	/	[A] [C] [C]	/	[B] [D] [D]	/	[B] [E] [E]	/	[B]

New	York	City 73,523							 44,558							 61% -													 0% 1,064									 2% 4,942									 11%

Los	Angeles	City	&	County 43,854							 6,128									 14% 1,831									 30% 498													 8% 454													 7%

District	of	Columbia 8,350									 4,667									 56% -													 0% 96															 2% 1,215									 26%

Boston 6,240									 3,755									 60% -													 0% 314													 8% 74															 2%

Seattle/King	County 10,730							 2,982									 28% 56															 2% 29															 1% 360													 12%

Nassau,	Suffolk	Counties/	
Babylon/Islip/	Huntington

3,960									 2,884									 73% 2																	 0% 80															 3% 389													 13%

Philadelphia 6,112									 2,682									 44% -													 0% 79															 3% 703													 26%

Oregon	Balance	of	State 5,710									 2,281									 40% 1,730									 76% 159													 7% 155													 7%

Georgia	Balance	of	State 5,575									 2,183									 39% 786													 36% 90															 4% 75															 3%

Chicago 5,889									 2,168									 37% 10															 0% 9																	 0% 471													 22%

Texas	Balance	of	State 6,048									 2,150									 36% 173													 8% 30															 1% 264													 12%

Metropolitan	Denver	
Homeless	Initiative

5,728									 2,147									 37% 77															 4% 23															 1% 244													 11%

Honolulu 4,940									 2,143									 43% 299													 14% 96															 4% 114													 5%

Washington	Balance	of	
State

5,294									 2,113									 40% 667													 32% 95															 4% 200													 9%

Phoenix/Mesa/Maricopa	
County	Regional

5,702									 2,082									 37% 6																	 0% 36															 2% 234													 11%

Springfield 2,385									 2,006									 84% -													 0% 110													 5% 256													 13%

United	States	Total 549,928				 194,716				 35% 19,153							 10% 8,646									 4% 23,210							 12%

Source:	2016	HUD	PIT	Estimates .

Table	1
Regions	that	Account	for	more	than	1	percent	of	the	Total	Number	of	Homeless	People	in	Families	(2016)

Homeless	People	in	Families

Total Unsheltered Chronically	Homeless Parenting	Youth	and	
Their	Children
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in several regions, 76 percent were unsheltered 

in small rural counties in Oregon and approxi-

mately a third were unsheltered in Los Angeles, 

rural Georgia, and rural Washington. Likewise, 

the percentage of homeless people in families 

headed by young adults ranged from 2 percent in 

Boston to 26 percent in the District of Columbia.

Moreover, while the national homeless popula-

tion has been declining in recent years, home-

less populations in the areas with the largest 

number of homeless people have remained 

flat or increased. Figure 2 shows this trend for 

the five regions with the largest populations of 

homeless people in families in 2016: New York 

City, Los Angeles City and County, the District 

of Columbia, Boston, and Seattle/King County. 

In all regions save Los Angeles, the total number 

of homeless people has increased from 2007 to 

2016. In all five regions, however, the total num-

ber of homeless people in families increased over 

this time period.

CAUSES AND RISK FACTORS

A number of structural and community-based 

factors contribute to families experiencing home-

lessness, including:7 

•	 rising housing prices

•	 limited wage growth among low-skilled 
workers

•	 welfare reform

•	 lack of public housing and homeless shelters

Individual and family risk factors include:8 

•	 exposure to domestic violence (80 percent of 
homeless mothers have experienced domes-
tic violence)

•	 a history of mental illness

•	 substance abuse

•	 single parent female-headed households 
(which leave women and children more vul-
nerable to economic hardships)

•	 lack of social support networks

Research that attempts to identify the impact of 

each of these factors has produced mixed results, 

potentially due to inadequate data and difficul-

ties in collecting longitudinal data on homeless 

families. In political circles, family homelessness 

is commonly attributed to low wages and rising 

housing costs, particularly in urban areas with 

rapidly rising costs.9  City officials of 22 cities 

surveyed in 2015 identified “lack of affordable 

housing as the leading cause of homelessness 

among families with children…followed by pov-

erty, unemployment and low-paying jobs.”10 

CONSEQUENCES

A large body of literature exists on the traumatic 

effects of homelessness, pointing to the particu-

lar vulnerabilities of children in homeless fam-

ilies.11 Such consequences can include, but are 

not limited to:

•	 emotional and behavioral problems (such as 
anxiety, depression, sleep problems, with-
drawal, and aggression)

•	 missed educational opportunities (homeless 
children are twice as likely to repeat a grade, 
be suspended or expelled, or drop out)

•	 acute and chronic health conditions and 
poorer access to medical and dental care

•	 insecurity

•	 exposure to violence (a quarter of homeless 
children have witnessed violence)
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•	 substance/alcohol abuse later in life

•	 higher risk of being abused as children

•	 greater likelihood of incarceration or arrest 
as juveniles and adults

Family separation, placement in foster care, and 

involvement with child welfare services are also 

significantly correlated with homelessness. Fam-

ily reunification can also be delayed if parents do 

not have access to stable housing, thus prolong-

ing the trauma and stress of separation. These 

consequences adversely impact not just the lives 

of children and families that experience home-

lessness, but also entire communities by increas-

ing the burden on health, welfare, and judicial 

systems while reducing the economic potential 

of the labor force.12 

POLICY OPTIONS

Federal policies under the Obama Adminis-

tration and recent local policies have made sig-

nificant strides in their efforts to reduce home-

lessness, particularly among veterans. While 

the profile of the “typical” homeless veteran (a 

single male) may differ from that of a “typical” 

homeless family (a single mother with two young 

children), policies that have successfully reduced 

veteran homelessness may be useful studies in 

the fight against family homelessness. Addition-

ally, the recent political attention garnered by sig-

nificant declines in veteran homelessness could 

provide an opportune moment to push through 

additional policies to assist other homeless pop-

ulations.13
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Federal programs and initiatives

As part of the American Recovery and Reinvest-

ment Act of 2009, $1.5 billion dollars were allo-

cated to the Homelessness Prevention and Rapid 

Re-Housing Program, the largest amount of fed-

eral funds ever targeted for homelessness pre-

vention.  Prior to ending in September 2012, the 

program provided funds for “short-term or me-

dium-term rental assistance and housing reloca-

tion and stabilization services, including such ac-

tivities as mediation, credit counseling, security 

or utility deposits, utility payments, moving cost 

assistance, and case management.”15  Since the 

majority of homeless families do not experience 

chronic homelessness, prevention and immedi-

ate assistance can significantly help to reduce the 

number of homeless families. 

In a similar vein, President Obama launched 

“Opening Doors” in 2010, the first nation-wide 

plan to eliminate homelessness. Opening Doors 

employed a prevention-focused approached, with 

a general strategy of (1) identifying people at risk 

of experiencing homelessness; (2) intervening to 

prevent housing loss and diverting people from 

entering the homelessness services system; and 

(3) providing immediate access to shelter and cri-

sis services for those who do experience home-

lessness, with a focus on securing permanent 

stable housing and supportive services.16  Em-

phasizing rapid re-housing and quickly secur-

ing permanent housing limits the disruption to 

families’ (and particularly children’s) lives, and 

can mitigate many of the adverse consequenc-

es of homelessness that can be exacerbated by 

spending periods of time in shelters or tempo-

rary housing.

Several states also used funds provided through 

the Temporary Assistance for Needy Families 

(TANF) Emergency Fund to cope with sharp in-

creases in housing instability and homelessness 

resulting from the 2008 financial crisis.17  While 

federal funds were provided, however, each state 

had discretion over how to employ the funds and 

over which families it considered homeless. The 

Administration for Children and Families, part 

of the U.S. Department of Health and Human 

Services, “recognize[d] the importance of ad-

dressing homelessness and encourage[d] TANF 

jurisdictions to consider the implementation of 

interventions that connect families to permanent 

housing with coordinated supportive services.”18  

As TANF is already targeted towards families 

with children, creating a permanent provision of 

funds for homeless families would leverage the 

existing system and streamline coordination for 

state agencies dealing with families.

At a granular level, HUD’s commitment to elim-

inating youth and family homelessness by 2020 

emphasizes the need for data-collection and col-

laboration at a community level. To this end, the 

agency calls for (1) comprehensive data to under-

stand the level of need and resources available 

to those in need; and (2) collaboration among 

homeless services providers, all homeless-serv-

ing organizations, school systems, schools, and 

educators.19 
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Cost-benefit Assessment

HUD launched the Family Options Study in 

2008 with the intention of rigorously evaluating 

the effectiveness and relative costs of different 

interventions available to homeless families. An 

evaluation conducted approximately 20 months 

after participants’ entry found that subsidized 

housing vouchers resulted in the largest overall 

benefits, and was the basis for President Obama’s 

focus on subsidized housing vouchers in the FY 

2017 budget proposal. Table 2 presents the inter-

ventions evaluated by the Family Options Study 

and the average cost of each intervention.

In particular, the Family Options Study found 

that:20 

“Compared with those assigned to UC, the families ran-

domly assigned to SUB on average have had fewer nega-

tive experiences (stays in shelters or places not meant for 

human habitation, doubling up, child separations, and in-

timate partner violence). SUB families are also somewhat 

more likely to live in their own place. Moreover, children 

in SUB families move among schools less, and families ex-

perience greater food security and less economic stress. On 

the negative side, heads of these families exert less work 

effort. Families given priority access to CBRR do about 

as well as families assigned to UC but have substantially 

lower cost, mainly because CBRR lowers the rate at which 

families use costly transitional housing programs. PBTH 

is more costly and at this point has few advantages over 

other programs. Furthermore, no evidence indicates that 

intervention impacts differ according to families’ psychoso-

cial challenges or housing barriers whatever form of active 

assistance is prioritized.”

Best Practices Assessment

In recent years, organizations working with 

homeless populations have coalesced around 

advocating a “housing first” approach defined as 

“prioritizing providing permanent housing be-

fore addressing supportive services and without 

requiring participants to undergo work training, 

mental health counseling, or substance abuse 

rehabilitation as a prerequisite to qualifying for 

housing.21  Utah is prime example in drastical-

ly reducing chronic homelessness as a result of 

a housing first policy. Over the last decade, the 

state has coordinated with homelessness organi-

zations to place chronically homeless people in 

permanent, stable housing mostly paid for by the 

state and federal government. Counseling and 

supportive services for those suffering from ad-

diction or mental or physical disabilities is then 

often provided on site, but is not a prerequisite 

for housing.22  A housing first approach has prov-

en beneficial in all manifestations of homeless-

ness, from chronically homeless individuals to 

families experiencing homelessness as the result 

of a temporary shock.

Additionally, a qualitative assessment of best 

practices surveyed from Homelessness Preven-

tion and Rapid Re-Housing Program (HPRP) 

grantees can provide insights into strategies 

used to maximize the benefit of additional funds 

at a community level. Table 3 indicates which 

of the programs used HPRP funds to increase 

coordination and centralization, data collection, 

wrap-around services, auxiliary services, and/

or outreach. Wrap-around services are generally 
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categorized as those that cater to multiple, inter-

related needs of the target population, which, for 

homeless families, often include legal assistance, 

healthcare, financial assistance, counseling, child 

welfare case management, and the provision of 

basic needs. Note that Table 3 reflects only the 

incremental investment, not the extent to which 

components are generally employed. For exam-

ple, many of the existing programs employed a 

wrap-around service model, but only a few grant-

ees used HPRP funds to implement or expand 

such a model. 

Most notably, of the 22 grantees surveyed, all 

but six used the funds to improve coordination 

among existing service providers and create a 

centralized or standardized system for screening 

and tracking at-risk and currently homeless peo-

ple. Slightly less than half increased data collec-

tion to identify at-risk population and track par-

ticipants’ outcomes, while a handful increased 

wrap-around or auxiliary services (such as finan-

cial literacy training and apartment search assis-

tance) or outreach.

RECOMMENDATIONS

Based on existing research, a few trends emerge 

about the effectiveness of various programs and 

service models. The first is a growing emphasis 

on prioritizing stable, permanent housing solu-

tions. A second insight is the need for a com-

munity-based approach, which increases coor-

dination among organizations to better identify, 

track, and cater to populations most in-need. The 
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following recommendations discuss the most 

effective use of funds in targeting homelessness 

among families with children.

Prioritize Permanent Housing

Of the alternatives evaluated by HUD’s Family 

Options Study, providing permanent housing 

subsidies is most in line with a housing-first 

approach, in addition to the net benefits found 

as part of HUD’s evaluation. Data on homeless 

families suggest that sudden earnings or employ-

ment shocks are a major cause of homelessness, 

particularly in areas with high housing prices 

where affordable housing options are not readily 

available. To this end, most families have limited 

service needs for assistance with mental health 

issues, substance abuse, child welfare concerns, 

or disabilities, and need only assistance secur-

ing permanent housing. Moreover, many of the 

adverse consequences suffered by children as a 

result of homelessness are due to the turbulence 

of transient housing and residential instability at 

very young ages when children are particularly 

vulnerable to adverse events. Residential insta-

bility and homelessness are recognized stressors 

for parents and families, associated with high-

er risks of child abuse, domestic violence, sub-

stance abuse, and poor parent-child relationships 

within families. Finally, providing vouchers may 

also be the most sustainable approach in envi-

ronments with rapidly increasing housing prices 

and living costs such as New York City by ensur-

ing sure access to housing markets.

Improve Coordination at the Neighborhood Level

The first reason for employing a communi-

ty-based approach is that the underlying causes 

of homelessness are likely to differ communi-

ty-by-community, and empowering local organi-

zations to better meet the needs of their constitu-

ents is likely more efficient that coordination on a 

larger scale. As shown in Table 1, areas with large 

populations of homeless families differ marked-

ly across characteristics. Secondly, strengthening 

community networks and systems will result in 

more equitable and complete care for at-risk pop-

ulations.

Increase coordination among service providers: 

Organizations that cater to homeless populations 

are usually small and resource-constrained. Par-

tially as a result, service providers tend to special-

ize either in terms of populations served or type 

of assistance provided. Increasing coordination 

among providers allows the community to lever-

age existing organizations and programs by in-

creasing shared resources and information while 

creating a holistic network of care for homeless 

families. Organizations would also benefit from 

shared best practices and could better serve the 

full homeless population by having access to 

the full scope of available services. Although, 

as noted above, many homeless families only 

need help securing permanent housing and do 

not have extensive need for supportive services, 

improved coordination among such providers 

would ensure that those families who are in need 

receive the appropriate attention and care.
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Increase data collection: A centralized database 

would allow communities to better identify most 

at-risk groups and point to the underlying causes 

of homelessness in that locality. As noted above, 

prevention and immediate intervention efforts 

are particularly valuable for homeless families, 

as most do not experience chronic homelessness. 

Thus, a timely and accessible method of identify-

ing potential shocks that might lead to homeless-

ness – such as shocks to the local labor market or 

upheavals in the housing market – would allow 

communities to respond quickly. In addition, im-

proved data would allow organizations and agen-

cies to track homeless families over time, both 

to monitor individual outcomes and to evaluate 

program effectiveness in the long run. 

Employ a centralized system: Establishing a cen-

tral authority to enable coordination and serve as 

a consolidated source of information and data 

would help to reduce the costs of coordination, 

maintain institutional memory about programs 

and initiatives in the community, streamline the 

process for families seeking assistance, and en-

sure continuous care and services for those in 

need. Although such central authorities are often 

in the form of a city- or state-level government 

office, nonprofit organizations that are well-es-

tablished in a community and have a history of 

collaborating with government agencies and oth-

er organizations could also serve the role. Addi-

tionally, families experiencing or at risk of home-

lessness must often interact with a multitude of 

systems, such as child welfare, education, health 



Ending Homelessness Among Families in the United States

45

care, or judicial systems. A centralized point of 

contact would assist families in navigating these 

systems. Finally, a central authority could better 

manage standardized systems of tracking and 

data collection, which would facilitate both data 

collection and coordination.

CONCLUSION

Although family homelessness remains a seri-

ous and pervasive issue across the U.S., there are 

concrete, effective solutions that policy makers 

and organizations at all levels can take to reduce 

the occurrence and protect vulnerable popula-

tions from the risk of losing their housing. One 

category of solutions is aimed at providing di-

rect, immediate support for those experiencing 

homelessness or those at imminent risk, such as 

rapid re-housing to maintain family stability and 

decrease the likelihood of adverse consequences. 

A second, equally important category is aimed at 

improving the efficacy of existing programs by 

coordinating services, collecting and maintain-

ing valuable data, and ensuring appropriate and 

equitable care for those in need.
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THE PROBLEM

In the wake of the Affordable Care Act (ACA)1, 

the uninsured rate among the non-elderly (less 

than 65 years old) has fallen to 10.5 percent, the 

lowest the rate has been in at least 43 years.1  

However, too many Americans lack insurance 

that covers a sufficient portion of medical ex-

penses and provides adequate protection against 

financial risk. Sixty-eight percent of non-elderly 

households with incomes between the federal 

poverty level (FPL) and 250 percent of the FPL 

lack sufficient liquid assets to cover a mid-range 

deductible of $1,200 for an individual or $2,400 

for a family. Eighty percent of households in this 

income range cannot cover a high deductible of 

$2,500 for an individual or $5,000 for a family.2   

Even after exhausting a deductible, the insured 

patient is often responsible for some cost-shar-

ing payments until reaching the out-of-pocket 

(OOP) maximum. Meeting the OOP maximum 

is even more difficult than fulfilling the deduct-

ible. Eighty-two percent of households between 

the FPL and 250 percent of the FPL cannot af-

ford a “mid-range” OOP maximum of $3,000 

for an individual or $6,000 for a family. Further-

more, 89 percent cannot cover a “high-range” 

OOP maximum of –$6,000 for an individual or 

$12,000 for a family.3 Both the mid-range and 

the high-range OOP maximums are below the 

limit on maximums set by the ACA in 2016 of 

$6,850 for an individual and $13,700 for a fam-

ily.4

The ACA contains provisions to reduce cost-shar-

ing for low-income households that purchase 

insurance through the exchanges, so they can 

avoid deductibles and OOP maximums beyond 

their financial means. Households with income 

at or below 150 percent of the FPL are eligible 

for subsidies that enhance the actuarial value 

(AV)—the percentage of medical expenses paid 

by the insurance company—from 70 percent to 

94 percent. Households between 150 percent 

and 200 percent of the FPL could see their AV 

increase from 70 percent to 87 percent. Finally, 

households between 200 percent and 250 per-

cent of the FPL could see their AV increase from 

70 percent to 73 percent. In order to receive the 

cost-sharing reduction (CSR) subsidies, people 
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Cost-sharing is too high, and risk protection is too low for many low-income en-
rollees in health insurance plans offered through the exchanges created by the Af-
fordable Care Act (ACA).  Of exchange enrollees who are eligible for subsidies, 27 
percent instead enrolled in plans with high cost-sharing and lower risk protection. 
This is due to two main factors: the large premium difference between standard 
plans and plans with subsidized cost-sharing and risk protection and the complex-
ity of choosing an optimal health insurance plan.

State and federal governments should increase subsidies for the premiums of 
these plans with greater cost-sharing and risk protection. They should also im-
prove the tools that assist enrollees in choosing their health insurance plan.
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must enroll in a silver tier plan that carries the 

baseline 70 percent AV. Despite separate subsi-

dies to reduce the cost of premiums, these silver 

plans have higher premiums than the lowest tier 

bronze plans, which carry an AV of 60 percent.5 

In 2015, 2.2 million people eligible for the CSR 

subsidies did not enroll in the silver tier plan, 

which would have qualified them for CSR subsi-

dies, and instead opted for a bronze plan.6 This 

level of bronze enrollment among the CSR sub-

sidy eligible population was not expected. The  

Congressional Budget Office’s forecast of the 

cost of CSR subsidies was greater than the actu-

al spending indicated lower takeup of the subsi-

dies than expected before implementation of the 

ACA.7 As a result of this choice, bronze plan en-

rollees face substantially higher deductibles and 

OOP maximums than they would have had they 

taken up the CSR subsidies. While these enroll-

ees pay a smaller premium up front, their protec-

tion against the risk of high medical expense is 

much smaller. Table 1 shows the deductible and 

OOP maximums for bronze, standard silver, and 

silver plans with the CSRs.

The choice not to enroll in the enhanced silver 

plans, to forgo the reduced cost-sharing and 

greater risk protection, can be explained by two 

factors: (1) the large difference in premiums be-

tween silver and bronze plans, and (2) the com-

plexity of choosing an optimal health insurance 

plan.

Averaging across the state exchanges and taking 

into account premium subsidies, a 40-year-old 

non-smoker earning $30,000 per year would 

have to pay an additional $709 per year for the 

enhanced silver plan with the CSR subsidies. 

There is substantial variation across states in 

the after-subsidy price difference between the 

enhanced silver and bronze plans. In New Mexi-

co, the plans have the same premium; however, 

in Arizona, the annual price difference is over 

Table 1: Average Individual Deductible and OOP Maximum by Plan Tier, 2015

Average Individual 
Deductible

Average Individual 
OOP Maximum

Bronze (60% AV) $5,328 $6,359

Standard Silver (70% AV) $2,559 $5,824

Silver with 73% AV CSR $2,078 $4,622

Silver with 87% AV CSR $737 $1,691

Silver with 94% AV CSR $229 $879

Source: Claxton and Panchal (2015) and Claxton, Cox, and Rae (2015)
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$1,900.8 The decision to opt for the less expen-

sive bronze plan could reflect the enrollees’ ra-

tional decision that the extra benefits provided 

by the enhanced silver plans are not worth the 

higher premium. Moreover, it could reflect an in-

ability to pay the higher premiums. The average 

premium differential between bronze and silver 

plans of $709 represents 2.4 percent of a 40 year-

old non-smoker’s pre-tax annual income. For an 

enrollee already earning a low-income, that extra 

cost may not be financially possible.

In addition to the large price differences, it can 

be difficult for enrollees to choose the optimal 

plan. There is significant variation in the struc-

ture of health insurance plans. Even within a 

metal tier (i.e., bronze or silver plans), where all 

plans have the same actuarial value, plan struc-

ture can differ widely. For example, one 2016 

standard silver plan has a $5,900 deductible, no 

copayment for doctor visits, and no cost-sharing 

for inpatient care after reaching the deductible. 

Meanwhile, another silver plan has no deduct-

ible, a $30 copayment for doctor visits, and a 40 

percent cost-sharing for inpatient care.9 This is 

problematic given the trouble Americans have 

understanding health insurance. Forty-eight  

percent of Americans could not correctly answer 

7 out of 10 questions about health insurance.10 

The complexity of the plan designs, coupled with 

the price differences, make it difficult for con-

sumers to make an informed decision, where 

they optimally weigh the trade-off between pre-

mium spending and risk protection.

Optimizing the premium to cost-sharing and 

risk protection tradeoff is an important policy 

goal because excessive cost-sharing, and the im-

pact of medical expenses, can alter individuals’ 

decisions to undergo medically necessary treat-

ment. The high level of cost-sharing associated 

with the bronze plans may encourage people 

earning low-incomes to skip necessary treat-

ments. Before the enactment of the ACA, one in 

three non-elderly households had trouble paying 

medical bills, and medical debt was the leading 

cost of bankruptcy (causing 62 percent of bank-

ruptcies).11 In 2015, 25 percent of insured, non-el-

derly adults with incomes below 200 percent of 

the FPL reported skipping care recommended 

by a doctor because they could not afford the 

cost-sharing.12

MITIGATION OPTIONS

A policy response is needed to reduce the level of 

cost-sharing and increase risk protection for en-

rollees in exchange health insurance plans. Four 

options the federal or state governments can take 

to achieve this goal are:

1. Status quo: Although the current system of 

plan choice is overly complex, some actions have 

already been taken to simplify the plan selection 

process. Starting in 2017, insurers can offer a 

“standardized option” created by the Department 

of Health and Human Services (HHS). There 

will be a standardized option for each metal tier, 

except platinum, and the enhanced silver plans. 

Additionally, the standardized options are expect-

ed to be emphasized on the exchange website, to 

make it easier for enrollees to find them. This 
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should  simplify the plan selection process, guid-

ing them to a plan designed to be very similar 

to the most popular plans in the previous year.13   

The exchange has also added an OOP cost cal-

culator to the website to help enrollees estimate 

their total expenses under each plan.14

2. Increase cost-sharing reduction subsidies: 

The CSR subsidies could be increased to fur-

ther reduce cost-sharing. The enhanced silver 

plan for enrollees with incomes between 200 

and 250 percent of the FPL still has a relative-

ly high deductible and OOP maximum. Both 

would be reduced by larger CSR subsidies. The 

lowered cost-sharing may convince enrollees to 

sign up for the enhanced silver plans rather than 

a bronze plan.

3. Increase premium subsidies for silver plans: 

To encourage enrollment in the enhanced silver 

plans, premium subsidies could be increased to 

lower the price enrollees pay for their plan. By 

only lowering the price of silver plans, the cost 

differential between the enhanced silver and 

bronze plans would shrink, which may encour-

age enrollees to opt for the lower cost-sharing 

and greater risk protection.

4. Improve enrollment decision support: Due to 

the complexity of health insurance plan design, 

enrollees may be unaware that they are choosing 

a plan that does not best meet their needs. Im-

proved enrollment decision support would assist 

enrollees in finding the best plan for them, and 

help them weigh a higher premium and lower 

cost-sharing and more risk protection.

Four Criteria

1. Effectiveness: How well does the option im-

prove the enrollee’s ability to choose the optimal 

plan in the exchange?  Does the option increase 

the affordability of the optimal plan?  Does the 

option lower cost-sharing and increase risk pro-

tection among exchange enrollees?

2. Efficiency: How much does the option lower 

cost-sharing and increase risk protection?  How 

much will the option cost to achieve those goals?  

Which option produces the most cost-sharing 

savings and risk reduction at the lowest cost?

3. Equity: How are the benefits distributed across 

enrollees of different income levels?  How are 

the benefits distributed across enrollees from 

different states?

4. Political Feasibility: How achievable is the op-

tion at the state or federal level?

Evaluation

Each criterion is scored on a scale of 1 (low) to 5 

(high) in Table 2 on the following pages.

RECOMMENDATIONS

A total score is calculated for each option by tak-

ing a weighted average of the scores across crite-

ria, where weights indicate relative importance. 

Effectiveness makes up 35 percent of the score, 

efficiency makes up 35 percent, equity makes up 

10 percent, and political feasibility makes up 20 

percent. Total scores are included in Table 3.

To reduce cost-sharing and increase risk protec-

tion in exchange plans for low-income enrollees, 
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Criteria Option 1: Status quo Option 2: Cost-sharing subsidies

Effectiveness

+ Creation and promotion of standardized 
plans should provide a benchmark for premi-
um, cost-sharing, and risk protection tradeoff 
making it easier to choose a plan well-suited 
for most people.
+ OOP cost calculator will help enrollees un-
derstand the total cost of each plan, potentially 
improving plan choice.
– Standardized plans are based on most pop-
ular plans from 2015, may not help enrollees 
with unusual circumstances.
– Insurers do not have to offer standardized 
plan and can offer variety of other plans.
– Enrollees must choose to use the OOP 
calculator.15

– Plans are by default sorted by premium, not 
total cost, potentially reducing impact of total 
cost on enrollment decision.
SCORE: 2

+ Decreasing cost-sharing in the enhanced 
silver plans may convince enrollees that the 
enhanced silver plan is now a better option 
than the less expensive bronze plan.
+ Would reduce cost-sharing and increase 
risk protection for enrollees from 200%-
250% of FPL, where current plans are 
somewhat lacking.
– Not clear that inadequate cost-sharing 
reductions are keeping some people away 
from enhanced silver.  The premium differ-
ential may be the key driver.
– Will not help increase enhanced silver en-
rollment if people are mistakenly choosing 
a sub-optimal plan.
SCORE: 2

Efficiency

+ Low cost for both creating standardized 
plans and OOP cost calculator.
+ Optional nature of standard-ized plan 
participations should risk of mitigate market 
distor-tions from suboptimal design, as insur-
ers can choose not to participate.
– Due to drawbacks in effective-ness, gains in 
enrollment are likely to be small.
– So low cost is somewhat can-celled out by 
small benefits.
SCORE: 3

+ Even with low effectiveness in driving 
new enrollees into en-hanced silver, would 
produce some benefits for current enroll-
ees.
– Potential for waste due to crowd out from 
people who have already chosen enhanced 
silver especially below 200% of FPL.
– Low effectiveness plus costs from crowd 
out would make this option very expensive 
for relatively little benefit.
SCORE: 2

Equity

+ Enrollees of all income levels can benefit 
from standardized plans and OOP calculator.
+ Standardized plans and OOP calculator on 
federal exchanges will restore some parity 
with state exchanges that already have both.
– Does not raise federal exchange to the same 
level as state exchanges that have mandated 
standardized plans.
SCORE: 4

+ Likely to restore distribution of benefits 
for lower-income enrollees towards the 
original design of the ACA.
– Benefits only accrue to those between 
133% and 250% of FPL.
SCORE: 3

Political 
feasibility

+ Already enacted.
SCORE: 5

+ Potential for state action with Section 1332 
waiver and state funding.
+ Some states (Massachusetts, for example) 
already enhance premium subsidies.
– Highly unlikely at federal level given it 
necessarily increases spending and targets 
those increases to low-income households.
SCORE: 2

Table 2: Summary of options by criteria
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Effectiveness
(35%)

Efficiency
(35%)

Equity
(10%)

Political 
feasibiliy
(20%)

Total

Status quo 2 3 4 5 2.8

Cost-sharing 
subsidies

2 2 3 2 2.1

Premium 
subsidies

4 3 3 3 3.4

Decision 
support

3 5 4 4 4.0

Table 3: Total scores

Criteria Option 3: Premium subsidies Option 4: Decision support

Effectiveness

+ Would directly lower the price of silver plans 
relative to bronze plans likely boosting enroll-
ment in enhanced silver plans.
– Remaining premium difference could still 
be too large to encourage meaningful change 
in enrollment.
– Not likely to be effective if sub-optimal en-
rollment decision making is chief reason for 
under-enrollment.
SCORE: 4

+ Evidence that decision support that helps 
people make better decisions with regard to 
risk protection, which can deliver substan-
tial gains to enrollees.17

– Not likely to be effective if issue driving 
under-enrollment is inability to afford en-
hanced silver premiums.
– Risk of poorly designed tool worsening 
enrollment decisions.
SCORE: 3

Efficiency

+ Targeted just at the silver enrollees to re-
duce crowd-out in other tiers.
– Still will suffer from crowd-out of 73% of 
enhanced silver eligible population that is 
currently enrolling in enhanced silver plans.
– In states with small differences between 
bronze and silver premiums, could push 
silver premiums below bronze with potential 
distortionary effects.
SCORE: 3

+ Relatively low cost in comparison to addi-
tional subsidies.
+ Possibility of positive welfare spillovers 
to other income groups, through improved 
enrollment decisions.
– If effect on enrollment is small, then 
low cost somewhat cancelled out be low 
benefits.
SCORE: 5

Equity

+ Likely to restore distribution of benefits for 
lower-income enrollees towards the original 
design of the ACA.
– Benefits only accrue to those between 133% 
and 250% of FPL.
SCORE: 3

+ Would benefit all exchange enrollees.
– Potential for large differences in quality of 
decision support across states.
SCORE: 4

Political 
feasibility

+ Potential for state action with Section 1332 
waiver and state funding.
+ Some states (Massachusetts, for example) 
already enhance premium subsidies.16

– Highly unlikely at federal level given it nec-
essarily increases spending and targets those 
increases to low-income households.
SCORE: 3

+ Already underway at federal level and 
several states have begun to offer decision 
support.18

– Potential for resistance from federal and 
state agencies that have already developed 
decision support systems.
SCORE: 4

Table 2, continued: Summary of options by criteria
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state and federal governments should increase 

premium subsidies for silver plans, and improve 

enrollment decision support. Both of these op-

tions have good potential to efficiently achieve 

these goals, and will do so equitably and with re-

alistic odds of passing through the political sys-

tem. The two solutions are by no means mutually 

exclusive. They attack both of the causes of exces-

sive cost-sharing and inadequate risk protection: 

inability to afford premiums for silver plans, and 

complexity in the enrollment decision process.
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INTRODUCTION

This paper draws on literature from political sci-

ence and political economy to explore how the 

ideas of accountability and coordination may 

shape health policy in different countries. It 

builds a case study of two countries: the United 

States and Switzerland. The argument made is 

that the U.S. is a liberal market economy with 

health policies that emphasize accountability, 

while Switzerland is a coordinated market econ-

omy with health policies that emphasize coor-

dination. In a recent study comparing eleven 

countries on healthcare performance, the United 

States ranked last while Switzerland ranked sec-

ond (Figure 1). We can derive valuable informa-

tion about the intersection of accountability, co-

ordination, health policy, and health outcomes by 

contrasting the two countries. Their similarities 

also make them an ideal case study: both coun-

tries have gone through national reform in the 

recent past, have mostly fee-for-service systems, 

and are striving to lower costs while improving 

quality and safety. The following questions guide 

the hypothesis building in this paper: If the over-

arching goal of healthcare is supporting healthy 

lives, what roles do the ideas of accountability and 

coordination play in shaping policies? Further, 

does a country’s political economy shape how 

ideas of accountability and coordination impact 

its health policies? The contribution of this the-

ory building paper posits that ideational factors 

like accountability and coordination are enacted 

differently depending on the market economy of 

a country, and thus shape health policy different-

ly, which in turn produces different health popu-

lation outcomes for each country (Figure 2).

HOW IDEAS SHAPE POLICY

Policy researchers since at least the 1990s have 

formally sought to explore how ideas shape pol-

icy,1 2 3 4 however, little research examines how 

ideas in healthcare may shape health policy. The 

purpose of this paper is to explore how the ideas 

of accountability and coordination in healthcare 

have become deeply embedded aspects of both 

the recently passed Affordable Care Act of 2010 

in the U.S. and the national health reform Loi 

de l’Assurance Maladie (LAMAL) of 1994 in 

Switzerland, respectively. Ideas are defined as 

“claims about descriptions of the world, causal 

relationships, or the normative legitimacy of cer-

tain actions.”5 Some authors describe the interac-

tion between ideas and politics as historical insti-

tutionalism,3 4 6 a perspective that uses concrete 

examples from a given period to explain how 

institutions form and emerge from a particular 

context (e.g., election years spawn different pol-

icies than non-election years). Recent additions 

to the frame of historical institutionalism include 

an analysis of the importance of paradigms7 and 

social learning to policy.8 9 Daniel Beland argues 

that selection of issues in the policy milieu, the 

particular content of policy proposals, and the 
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construction of policy reform are not adequately 

addressed by historical institutionalism alone3; 

so too do ideas impact policy through the  “con-

struction and problem definition for the policy 

agenda, the shaping of the assumptions that af-

fect the content of reform proposals, and as dis-

cursive weapons that participate in the building 

of reforms.”4

ACCOUNTABILITY IN HEALTHCARE

Accountability in public administration is of-

ten linked to performance outcomes. Tying ac-

countability to outcomes is based in the notion 

that accountability leads to “greater transparency 

and openness, access to impartial arenas where 

abuses can be challenged, pressure and oversight 

to promote appropriate behavior, and improve-

ments in quality.”10 In the case of  U.S. health 

policy, accountability came to the forefront in an 

Institute of Medicine report: “To Err is Human: 

Building A Safer Health System,”11 that estimat-

ed 100,000 people in the U.S. die each year due 

to preventable medical harm. The report, com-

pounded with narratives on errors at the provider 

level as well as hospital-acquired infections, gal-

vanized healthcare leaders, academics, profes-

sionals, and policy experts, to search for ideas to 

solve the healthcare delivery system crisis. One 

answer was to hold the healthcare delivery sys-

tem more accountable in the form of value-based 

payments that includes reimbursement for pa-

tient outcomes in safety, quality, and cost rather 

than pure fee-for-service payments that reward 

only services rendered.

The United States and Switzerland have differ-

ent approaches to accountability in healthcare 

delivery. For example, the U.S. healthcare deliv-

Figure 1: Country rankings from the Commonwealth Fund Study (16 June 2014)
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ery system accountability is more focused at the 

firm level through employer-sponsored health-

care, where the market determines contracts 

and payment terms. The Swiss model empha-

sizes private responsibility via consumer-driven 

healthcare, augmented through state action with 

national health insurance oversight. Individuals 

are mandated to choose among various insur-

ance options, with the federal government facil-

itating interactions between professional groups 

and insurers that set reimbursement rates to-

gether each year.

COORDINATION IN HEALTHCARE

A recent report by Stanford for the Agency for 

Healthcare Research and Quality (AHRQ) chal-

lenged researchers by noting that more than 40 

definitions, conceptual models, and measures 

exist to define coordination.12 A recent study of 

European countries showed that each country 

has its own methods, mechanisms, and instru-

ments and thus follow different pathways toward 

coordination and integration.13 The argument 

made in the study is that economic forces alone 

do not yield highly integrated systems; primary 

care and community health services need strong 

support. In addition, the institutional and nor-

mative contexts of national, regional, and local 

governments greatly influence the coordination 

and integration of the health system. Coordina-

tion challenges between providers—and between 

providers and patients—were observed features 

of eleven countries in a recent Commonwealth 

study (Figure 1). The United Kingdom and Swit-

zerland had the lowest rates of coordination gaps, 

while the United States had among the highest, 

especially in terms of medical bill payment and 

foregoing follow-up care because of costs.14 Poor 

coordination leads to inefficiency, higher costs, 

poor quality, less safety, and consumer dissatis-

faction.15 

The U.S. and Switzerland address coordination 

challenges differently. In the U.S., coordina-

tion is mostly addressed through accountability 

mechanisms (e.g., the rise of accountable care 

organizations that are reimbursed partially for 

healthcare value, rather than purely services ren-

dered). There is also increased scrutiny by reg-

ulators penalizing unnecessary readmissions to 

hospitals. In Switzerland, coordinating mecha-

nisms operate at both the federal and state levels 

like fixed reimbursement rates established by the 

national medical professionals association and 

the national insurance association each year—

with governmental oversight.

Figure 2: Hypothesized model of the translation of ideas into health outcomes through policy
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THE STRUCTURE OF THE MARKET 

ECONOMY CAN IMPACT HOW 

IDEAS SHAPE POLICY

In “Varieties of Capitalism,” Hall and Soskice 

describe an actor-centered political economy 

where organizations  rationally advance interests 

using strategic interactions in the marketplace to 

accomplish goals.9 Hall and Soskice argue that 

Liberal Market Economies (LME) like the U.S. 

overcome challenges of market relationships 

primarily through encouraging competition. In 

contrast, Coordinated Market Economies (CME) 

like Switzerland coordinate activities among ac-

tors using strategic interactions to develop core 

competencies in the marketplace. CMEs use 

non-market coordination activities like network 

monitoring and incomplete contracting, making 

relationships central to building core competen-

cies.9 

Organizations also operate in a national econom-

ic context, and thus work in ways that are con-

sistent with institutional support. Institutional 

support here is defined as “a set of rules, formal 

or informal, that actors generally follow, whether 

for normative, cognitive, or material reasons.”16 

17 Market economies and their institutional sup-

port then can impact how ideas like account-

ability and coordination may impact the health 

policy process. Liberal market economies like 

the U.S. use competition and arbitration as the 

norm for bilateral accountability with binding 

contracts. In contrast, coordinated market econ-

omies like Switzerland rely on relational forces 

like coordination, network monitoring, and net-

work exchanges. The resulting policy outcomes 

are accountable care organizations in the U.S. 

and coordination mechanisms like the setting of 

common reimbursement rates in Switzerland.

CASE STUDY: UNITED STATES

The U.S. Congress passed healthcare reform in 

2010: “The Patient Protection and Affordable 

Care Act” (ACA). An overarching goal of the ACA 

is to expand health insurance, and to achieve the 

triple aim: improving the patient experience of 

care, improving the health of populations, and 

reducing the per capita cost of healthcare.18 19 

The ACA consists of multiple challenges and 

opportunities for changing many aspects of the 

healthcare delivery system, such as accountable 

care organizations (ACO’s), prospective payment 

systems, bundled payments, and technology 

strategies.20 Accountable care organizations pre-

ceded the ACA,21 22 23 24 though ACA policymakers 

further incentivized creation and use of ACOs 

with inclusion of multiple levels of accountabil-

ity. For example, these measures include reim-

bursement based on value delivered to patients, 

patient centered medical homes that hold teams 

accountable for care delivered, and population 

health management systems that hold commu-

nities and organizations accountable for care de-

livered.25

Better care transitions for patients from hospi-

tals to their home, and readmission penalties 

for unnecessary readmission back to hospitals, 

may also be linked to accountability systems in 

the U.S.25 26 Rising cost pressures throughout 

the healthcare delivery system and insurance 
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markets in the U.S., which in 2012 were $2.8 

trillion, or 18% of total spending on all goods 

and services, are sharply contrasted with Euro-

pean countries where spending hovers between 

6-8%.27 Past efforts at curbing cost while im-

proving quality has had mixed results and some 

unintended consequences, such as decreased 

access, poorer patient outcomes, and short-lived 

reductions in spending.28 29 This cost-quality co-

nundrum has created tremendous pressure on 

healthcare delivery organizations to transform 

and account for value delivered.30  

CASE STUDY: SWITZERLAND

Swiss healthcare governance is complex and 

multifaceted, with at least three levels of influ-

ence and regulation: (1) federal, cantonal (state), 

and municipal bodies (2) recognized civil society 

organizations or “corporatist bodies”, and (3) the 

Swiss people, who can veto or demand reform 

through public referenda. Switzerland passed 

national healthcare reform, called Loi de l’Assur-

ance Maladie (LAMAL), in 1994. Switzerland’s 

legislative process is a form of direct democracy 

and subject to a direct electoral veto through a 

citizen’s referendum. The threat of a referendum 

forces parliament to draft legislation that ideally 

is referenda proof, meaning it will not be sub-

ject to a referendum by being aligned with spe-

cial interest groups that can sway the referenda.31 

In the case of healthcare reform, special interest 

groups consist of the professions (e.g., health-

care professionals and health insurers) who are 

concerned with the professional fees that can be 

charged and the role of the state in the health 

insurance market.32 Prior attempts at universal 

health insurance before 1994 had been defeated 

by a referendum, with support from a combina-

tion of special interest groups: the Swiss Medical 

Association, the Swiss Employers Association, 

the Swiss Farmers Association, and the Swiss 

Small Business Association.33

The successful passage of LAMAL acted as a 

unifying theme and may be thought of as a call 

for national “solidarity.”34 The argument Stjerno 

makes is that inequality in the form of health dis-

parity may be perceived as a threat to the national 

sentiment of fairness and solidarity in countries 

with coordinated market economies. Having 

equal access to health is seen foundational to the 

Swiss national character, and is built by coordi-

nated capitalistic networks of healthcare delivery 

services.35 The Swiss coordinated market econ-

omy is a form of “managed competition,” since 

the reform effectively blurred the boundary be-

tween private and public insurance.36 37 A critical 

component of managed competition is that the 

federal government acts as a mediator between 

insurance and health professions and helps set 

reimbursement rates. Managed competition is 

a key difference between coordinated and liber-

al market economies and helps explain in part 

why coordination is more central to the Swiss 

system.38 39 40

DISCUSSION

There are important differences in how the U.S. 

and Switzerland approach, define, and politicize 

the ideas of accountability and coordination. Both 

of these underlying constructs have been shown 
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to be linked to healthcare system outcomes like 

cost, quality, service, and safety.41 42 22 The health-

care system in each country reflects its politics, 

market economies, culture, and institutional 

norms. Social solidarity was a key ingredient for 

the passage of national healthcare legislation in 

Switzerland in 1994. The United States passed 

national healthcare reform legislation in 2010 in 

part to address insurance issues and escalating 

costs. Compared to the U.S., the social solidari-

ty and coordinated market economy of Switzer-

land, provides an environment that allows for 

more coordinated management of healthcare 

delivery services. The professional associations 

and insurance association once a year set the tar-

get rates for the healthcare system, facilitated by 

the federal government.43 The conditions under 

which the U.S. might consider setting common 

insurance rates across the country are unclear. 

The ACA, in the form of mandatory insurance 

marketplaces at the state level, implements one 

such mechanism, but it is uncertain how the use 

(and utility) of this mechanism will evolve.44

One potential consequence of the differences be-

tween a CME and LME is that Switzerland uses 

more coordination language (“solidarity”) and 

coordination mechanisms (“target rates”) for 

it’s health policies. There are no formal ACOs 

in Switzerland, while Germany and other coun-

tries have started to explore the ACO construct 

through pilot programs.38 10 The U.S. uses more 

of the accountability language in the discursive 

health political arena. Since formal accountable 

care organizations have just recently emerged, it 

may be that the health outcomes at the country 

level have not yet been fully recognized and may 

yield higher performance in the long run for the 

U.S.

Coordination challenges exist in all countries, 

but can look and feel different depending on the 

political economy of each country. What policy 

levers might be pursued in the U.S. to coordinate 

professional associations and insurance groups? 

One potential solution is to continue to refine 

the ACA so that more care coordination activities 

are rewarded. While national common insurance 

tariffs are unlikely in the U.S., it is conceivable 

that common insurance rates could be set at the 

state level. There is wide variation in how each 

state coordinates healthcare services, and more 

attention could also be paid to establishing great-

er equality in structure, process, and outcomes 

across state lines.

Finally, the U.S. is currently experimenting with 

“Accountable Communities for Health,” where 

providers, insurers, churches, schools, and social 

services organizations come together to define 

health for their community.45 Coordinating a 

wider community for healthcare outcomes may 

contribute to better outcomes in the near future. 

Additionally, the passage of the ACA created or-

ganizations like the Patient Centered Outcomes 

Research Institute (PCORI), which funds re-

search that explores the important role patients 

and families play in their own health. Foster-

ing health and healthy living at the individual 

and community level may help the U.S. achieve 

higher levels of coordination similar to Europe-

an countries. If the United States is able to har-
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ness best practices from both accountability and 

coordination, it may very well be able to surpass 

European countries in meeting the triple aim 

(improved patient experiences of care, improving 

the health of populations, and reducing the per 

capita cost of healthcare), a goal we must always 

hold in our minds as caring policy professionals.
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EXECUTIVE SUMMARY

Increasing resistance to antibiotic drugs in hu-

mans poses a growing threat to public health. 

Thanks to the increased availability of data and 

investment in research, much resistance can be 

attributed to use that is subtherapeutic (i.e., with 

a low and consistent dosage) in livestock, intend-

ed to promote physical growth and prevent dis-

ease. When transferred to humans, drug-resis-

tant bacteria fostered by these prevalent uses can 

reduce the efficacy of medically important drugs. 

Despite growing public awareness and demand 

for antibiotic-free meats, current drug develop-

ment is not able to keep pace with resistance. It 

is thus imperative to force a reduction in the sub-

therapeutic use of antibiotics in livestock. 

The FDA has previously released guidelines to 

promote the judicious use of medically import-

ant drugs in livestock to eliminate use for growth 

promotion and to increase veterinarian over-

sight of use for disease prevention or treatment. 

Additionally, in early 2015, President Obama 

released an action plan to set national priorities 

in areas such as surveillance and diagnostics to 

reduce the resistance caused by excessive antibi-

otic use, and it includes the FDA guidelines as 

goals. Because these guidelines are not mandato-

ry and have failed to reduce sales and antibiotic 

use in livestock in the US, national legislation is 

necessary to control this public health threat. To 

achieve this, the House Energy and Commerce 

Committee should work to pass Congresswoman 

Louise Slaughter’s (D-NY) Preservation of 

Antibiotics for Medical Treatment Act as a pri-

ority in the next election cycle. This will require 

bipartisan education and increased sponsorship 

from the sustainable livestock industry to gain 

support and ultimately be signed into law. 

STATEMENT OF PROBLEM 

According to the Centers for Disease Control 

and Prevention (CDC), antibiotic resistance has 

become one of the world’s most pressing public 

health problems.1 Antibiotics are drugs designed 

to kill bacteria that cause diseases. Bacteria can 

evolve in response to natural selection for those 

strains that survive the use of such a drug, so 
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they develop population-level resistance. This 

process is accelerated when antibiotics are used 

unnecessarily and in large quantities. Recent 

studies suggest that other prevalent public health 

problems, such as obesity, type 2 diabetes, and 

allergies, may also be caused by the alteration of 

gut bacteria directly results from antibiotic use.2 

Indeed, studies suggest excessive use of antibi-

otics today. Half of US hospital patients, admit-

ted for any condition, are given antibiotics, about 

one-quarter of which are given prophylactically 

(or to prevent infection).3 The CDC estimates that 

about half of all antibiotics given to humans are 

unnecessary or misused.4 Additionally, 80% of 

antibiotic drugs used in the US are given to live-

stock, and 61% of those sold for use in livestock 

are considered medically important.5,6 These are 

often given to animals to prevent the threat of 

infection from confined and unsanitary living 

conditions. These antibiotics are then trans-

ferred to humans through meat, drinking water, 

and even through respiration, as a recent study 

by McEachren et al. suggests.7 Consequently, 

the CDC estimates that two million Americans 

contract infections and 23,000 die due to antibi-

otic resistance each year.8 While many farmers 

and food producers have voluntarily reduced or 

ceased to use animal products treated with anti-

biotics due to growing public concern, data from 

the Food and Drug Administration (FDA) sug-

gest that sales of antibiotics increased by 20% 

from 2009 to 2013.9 An updated report of anti-

biotic sales and distribution in the US in 2015 

showed that indeed, antimicrobials increased 

by 4% from 2013 to 2014, and those considered 

medically important increased by 3%.10 And as 

recently as May 2016, the CDC reported the dis-

covery of an E. coli bacterium with a gene grant-

ing resistance to all available antibiotics for mul-

tiple-drug-resistant infections.11

Additionally, drug development has stagnated as 

bacteria have evolved faster than humans can de-

velop drugs. Only two new systemic drugs (drugs 

that enter the circulatory system and affect the 

entire body) have been developed in the US since 

2008, corresponding to a steady decrease from 

16 each four-year period since the mid-1980s 

(see Figure 1).12 In addition to the increased com-

plexity required in developing more advanced 

antibiotics, the decline in new systemic drug 

production has also been driven by an often in-

scrutable regulatory process and lower financial 

payoff compared to higher-priced drugs, such as 

those developed to treat cancer. The result is a 

lower financial incentive to focus pharmaceuti-

cal research in the area of antibiotic resistance.

While extensive education and bipartisan sup-

port would be needed, a national policy imposing 

Figure 1. Antibiotic drug development in U.S.



Preventing the Spread of Antibiotic-Resistant Bacteria

67

stricter regulation on antibiotic use can signifi-

cantly mitigate this problem.

POLICY SOLUTION 

Numerous bills have been proposed in Congress 

that would limit or eliminate certain uses of 

antibiotics in livestock. The most prominent 

is the Preservation of Antibiotics for Medical 

Treatment Act (PAMTA), proposed five times by 

Representative Louise Slaughter (D-NY). It in-

cludes the following primary components13:

•	 Amending the Federal Food, Drug and 
Cosmetic Act so that drug manufacturers 
must prove that any nontherapeutic use of 
antibiotics won’t contribute to antibiotic 
resistance;

•	 Phasing out nontherapeutic use of antibiot-
ics for growth promotion in animal feed and 
water;

•	 Prohibiting the subtherapeutic or preventa-
tive use of antibiotics in animals; and

•	 Relying on veterinarians for oversight, pre-
scription, and inspection of living conditions.

The most recent bill, HR 1552, was introduced 

to the House of Representatives on March 23, 

2015, and has been referred to the Subcommittee 

on Health under the Energy and Commerce 

Committee.14 No version has yet had a hearing 

in the Subcommittee on Health, a necessary 

step before it can be heard by the entire House 

committee.15

In the meantime, Congresswoman Slaughter 

also introduced the Delivering Antimicrobial 

Transparency Act (DATA) in 2013 and again in 

2015 to complement the function of PAMTA.16 

It would require meat producers to submit 

information about all use to the FDA to improve 

tracking and surveillance.16 This bill was referred 

to the Subcommittee on Health as well, but did 

not receive a hearing. 

While these bills await further action at the 

federal level, states have proposed legislation 

that, if passed, could complement the function 

of PAMTA. In 2014, for example, California 

Assemblymember Kevin Mullin proposed bill 

AB 1437, which includes provisions similar to 

those in PAMTA and also requires notification 

of antibiotic use to the state.17 Governor Jerry 

Brown also signed bill SB 27 in 2015, which, after 

taking effect in 2018, will require veterinary pre-

scriptions for therapeutic antibiotic uses in live-

stock, ban their use for growth promotion and 

prophylaxis, and require regular data collection.18 

These are also similar to provisions in PAMTA 

and may bring more attention to the issue 

among Californian politicians or other executive 

agencies in other agricultural states to improve 

support for similar legislation.

CONSIDERATIONS FOR POLICYMAKERS

Public Perception

According to a national survey conducted on 

behalf of The Pew Health Group, less than half 

of the population is aware that taking antibiot-

ics unnecessarily weakens their effectiveness, 

and 41% have heard little or nothing about the 

problem of antibiotic resistance.19 So although 

this issue has not reached a large portion of the 

American population, it is increasingly receiving 

media coverage. News outlets on both sides of 
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the political spectrum have offered several ac-

counts of the story in recent years, and they in-

clude similar scientific information and coverage 

of proposed policies. A special feature on CBS 

from Katie Couric in 2010, for example, present-

ed resistance as a health crisis and concluded 

that the country has inadequate surveillance over 

the use of these drugs. It also recommended that 

consumers check foods labels to ensure they do 

not buy products from animals that were fed an-

tibiotics.20 Similarly, a 2015 story in conservative 

Townhall Magazine shared our national action 

plan (see following section). It presented statis-

tics about antibiotic use, an interview with an 

epidemiologist about implications of ineffective 

antibiotics for hospitals, and the importance of in-

fection prevention when drugs are not sufficient 

for treatment. It also supported Congresswoman 

Slaughter’s proposed bill.21 Sources with diverg-

ing political positions therefore agree on and 

emphasize similar points. Though they present 

some information from parties that oppose the 

public health initiative, they more importantly 

reach similar conclusions about the need for a 

means to reduce use of antibiotics in livestock. 

Such public awareness is critical to provide sup-

port for a federal bill. Voters must know that they 

have multiple options to advocate for such legis-

lation, either through financial giving in support 

of groups that have actively taken a position on 

the issue or by petitioning their Congressional 

representatives. Though the interests blocking 

the bill’s progression are powerful, awareness 

and action from constituents in response to 

increasing drug costs, sicknesses, and death is 

necessary to stimulate the legislative process.

Complementary Efforts

Meat producers who use antibiotics claim that 

their practices are responsible and necessary to 

keep animals healthy and to maintain a profit, 

and that they do not contribute to resistance.22 

Yet in recent years, many leading agricultural 

producers and restaurants are shifting to anti-

biotic-free meats in response to increasing de-

mand from consumers.23 Representatives from 

Chipotle, Niman Ranch, and Applegate Farms 

have testified in favor of antibiotic resistance 

legislation, and have shifted their supply to pro-

ducers who do not use antibiotics to raise their 

livestock.14 Even restaurants that have not priori-

tized sustainability or nutrition in the past, such 

as Chik-fil-a and McDonald’s—the world’s larg-

est restaurant chain—are now following suit.23 

Tyson Foods, the largest poultry producer in the 

US, has pledged to stop using all medically im-

portant antibiotics.24 It should be noted that it is 

typically easiest to reduce antibiotics in chicken 

production, among livestock, because they have 

shorter lifespans and lower overall production 

costs.16 This implies a lower economic risk asso-

ciated with eliminating their prophylactic drug 

use and explains why the poultry industry has 

voluntarily adopted such measures sooner than 

others.

In March of 2015, President Obama released the 

National Action Plan for Combating Antibiotic- 

Resistant Bacteria. It addresses many causes of 



Preventing the Spread of Antibiotic-Resistant Bacteria

69

the public health crisis, and offers the following 

five goals for mitigation25: 

•	 Slow the emergence of resistant bacteria;

•	 Improve national surveillance of resistant 
bacteria;

•	 Strengthen testing of bacteria for resistance;

•	 Fund further research for development of 
antibiotics and other drugs; and

•	 Improve international collaboration on re-
search and prevention.

The first goal includes an objective to eliminate 

use of antibiotics to enhance growth in animals 

and to require veterinary prescription for uses 

deemed medically important. This plan neither 

includes accompanying legislation that gives 

oversight to an executive or state agency, nor 

specifies targets for reduction in livestock. It will 

thus rely on voluntary measures, such as those 

mentioned above, from the industry. 

The Presidential Advisory Council on Combating 

Antibiotic-Resistant Bacteria was formed in the 

spring of 2015 and includes representatives from 

nonprofits, medical schools, schools of public 

health, patient advocacy organizations, and trade 

associations.26 The council supports the afore-

mentioned action plan that advises the Secretary 

of the Department of Health and Human 

Services on matters related to combating anti-

biotic-resistant bacteria.26 The FDA, USDA, and 

CDC also held a public meeting in 2015 to gather 

information on best practices for collecting data 

about agricultural antibiotic use for evaluations 

of stewardship efforts and relationships with 

resistance trends.27 The UK released its Review 

on Antimicrobial Resistance, which, like the 

American action plan, calls attention to the need 

for public awareness campaigns, supports faster 

drug development, and improves surveillance, 

among other objectives.28 A final action support-

ing the fight against antibiotic resistance was 

an FDA rule against over-the-counter cleaning 

products that contain antibacterial ingredients.29 

Though not addressing agricultural applications, 

it continues the important work of prioritizing 

the public’s health by restricting the excessive 

use of antibiotics in the US.

Regulatory Challenges

The incremental progress of previous poli-

cy actions has proven too slow to keep up with 

the pace of drug resistance. Extensive evidence 

shows that current restrictions and guidelines 

are insufficient to significantly limit antibiotic 

use. In 2014, only three percent of chickens were 

raised organically or without antibiotics in the 

US.23 A 2015 FDA study showed that some dairy 

cows still contain traces of drugs, even though 

nonprescription antibiotic treatment is prohib-

ited because it leaves residue in their milk.30 

Because tests would not typically investigate the 

types of antibiotics found recently in lactating 

cows, it is possible that many other dairy farm-

ers continue to use antibiotics prophylactically, 

as well. Additionally, data from FDA’s records 

show that antibiotic sales have increased in the 

last several years, despite some of the aforemen-

tioned shifts in production patterns.10 Finally, 

recent action in other countries suggests that 

guidelines or policies banning antibiotic use for 
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growth promotion alone is insufficient to reduce 

total use. In the Netherlands, for example, a ban 

on use for growth promotion actually increased 

use for disease prevention by driving producers 

to re-classify their application. Subsequent legis-

lation regulated preventative use, causing a 50% 

reduction in five years.31

State policies are also insufficient to address this 

growing international problem. Because meat is 

sold across domestic and international borders 

and similar antibiotics are used throughout the 

world, local restrictions or prohibitions on use 

would not adequately address impacts through-

out the country. Therefore, a national policy that 

restricts subtherapeutic use is necessary to make 

sufficient impact because voluntary measures 

have proven insufficient. The spread of antibiotic 

resistance, along with associated human deaths 

and high costs for medical research and health 

care, can only be stopped by restricting use in 

livestock to treating diseases. 

Economic Implications

In addition to reducing pharmaceutical costs 

for farmers and improved welfare for their live-

stock, passing such legislation could greatly re-

duce the vast health care expenditure associated 

with antibiotic resistance in the US. Most of the 

two million hospital-acquired infections and re-

sulting 99,000 deaths per year are caused by re-

sistant bacteria.32 The duration of stay for these 

patients is prolonged by 6.4 to 12.7 days, result-

ing in much greater burden on the hospital’s re-

sources.32 And for those who are able to receive 

stronger antibiotics, they may incur additional 

expenses and require longer recovery periods 

or increased risk of permanent disability.33,34 

Overall, the estimated medical cost per patient 

with an infection resistant to antibiotics can be 

between $18,588 and $29,069, which amounts 

to a total economic burden of $20 billion to the 

health care industry.32,35 It is estimated that a 

20% reduction in antibiotic-resistant infections 

could save $3.2 to $5.2 billion in annual health 

care costs.36

Passage of PAMTA can’t eliminate this burden 

entirely, and passing such national legislation 

certainly incurs expenses for oversight and in-

dustry modifications. Reducing the amount of 

drugs that can be administered to livestock will 

require improvements to the conditions in ani-

mals’ living conditions, causing farmers to incur 

initial expenses for converting their practices. 

However, in addition to benefitting agricultural 

operations in the long run, this policy likely has 

the best potential for reducing health care costs 

and improving Americans’ livelihood among 

the existing and proposed means to address the 

crisis. 

Support and Opposition

PAMTA has overwhelming support from more 

than 450 groups in the medical, public health, 

and environmental fields.3 Prominent organiza-

tions include the World Health Organization, 

American Medical Association, Environmental 

Defense Fund, and the Animal Law Committee 

of the NYC Bar Association. Food businesses and 

agricultural groups (ranging from farms to ad-

vocacy organizations) have also endorsed it. This 
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extensive list speaks to the consensus among ex-

perts regarding the public health threat and con-

tribution to drug resistance from the livestock in-

dustry. The support from businesses and farms 

that do not overuse antibiotics speaks to the fea-

sibility of conducting successful food production 

operations while reducing antibiotic use, which 

is a critical balance as our country’s agricultural 

system expands operations to supply the growing 

demand for such food. 

Meat and pharmaceutical industries are the pri-

mary forces preventing the bill’s passage.19 The 

National Pork Producers Council and National 

Beef Packing Company have spent $430,000 lob-

bying against regulation, arguing that evidence 

for their contribution to growing resistance is in-

sufficient to justify such legislation. Pfizer, a ma-

jor producer of antibiotics, has spent $900,000 

in opposition. Along with other groups such as 

the American Farm Bureau, the Animal Health 

Institute, Elanco Animal Health, and Merck and 

Co., these industries submitted 225 reports in 

opposition to the 2013 bill.38 As a result, PAMTA 

has yet to gain bipartisan support from this or 

any previous Congress, regardless of the major-

ity party.19 

RECOMMENDATIONS

The following pursuits may support the   passage 

of PAMTA:

1.	 Bipartisan congressional support

2.	 Integration into other health campaigns

3.	 Support from sustainable agricultural 
groups

4.	 Education of the Energy and Commerce 
Committee to initiate a hearing

Bipartisan support will be critical to pass PAMTA. 

One possible means would involve reaching out 

to the Republican medical professionals in the 

House. There are currently 15 physicians—11 

of whom are Republican—and three veterinari-

ans.38 Congresswoman Slaughter’s staff should 

obtain support from these doctors who could 

benefit from the improved health of patients and 

efficacy of prescribed drugs if our country can 

successfully address and reduce antibiotic resis-

tance. The veterinary field may also be directly 

impacted by and benefit from this bill if veteri-

narians must oversee all antibiotic prescription 

for livestock and can support national surveil-

lance about use and resistance. Additionally, 

Senator Rand Paul (R-KY) is a physician, and 

should be targeted to sponsor a corresponding 

companion bill in the Senate to launch a biparti-

san effort across both chambers of Congress. All 

of these professionals have medical training to 

understand the issue, making them more likely 

to support reform. 

Potential health campaigns may include First 

Lady Michelle Obama, who has advocated for im-

proved nutrition and health among Americans, 

and could be influential in raising awareness 

among congressional constituents of the need 

to reduce antibiotic use. Similarly, other cam-

paigns focused on nutrition and environmental 

sustainability can incorporate this relevant issue 

to attract attention. Finally, while the current list 

of organizations endorsing PAMTA includes 
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some agricultural groups and farms, recruiting 

successful, sustainable meat producers who do 

not use antibiotics subtherapeutically could add 

weight to the argument that such drug use is not 

necessary to make a profit from producing food. 

With an upcoming transition in the executive 

branch and the lack of attention given to the is-

sue during the election season, it is uncertain 

whether this issue will remain a priority for the 

US government. As surveillance and research 

continue to elucidate the problem, these efforts 

will be critical to support the passage of PAMTA. 

With such strong opposition to a bill that is clear-

ly supported by current scientific knowledge and 

the field of public health, education of members 

of the Energy and Commerce Committee and 

further endorsement from agricultural groups 

can add to existing evidence of the need for na-

tional legislation to prohibit antibiotic use for 

disease prevention and increase veterinary over-

sight to limit the contribution of antibiotics to 

increasing resistance. 
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BACKGROUND

While the magnitude of the impact of the college 

wage premium on income inequality is up for 

debate, there is no question that it plays a role. 

According to economist David Autor, it is “argu-

ably the most consequential” factor in driving the 

gutting of the American middle class.1 President 

Obama raised the issue in his final State of the 

Union Address in 2016, saying, “real opportunity 

requires every American to get the education and 

training they need to land a good-paying job.”2 

Since the 1970s, one way the federal govern-

ment has tried to lower the barriers to acquiring 

a college degree is by distributing Pell Grants to 

low-income youth entering undergraduate pro-

grams for the first time. Pell Grant eligibility 

is determined as one piece of the Federal Stu-

dent Aid application process administered by 

the Department of Education. Whether or not 

a student receives a Pell Grant, as well as the 

amount of the Pell Grant received, depends on 

her demonstrated financial need and the cost of 

attendance at the institution of higher education 

she attends, as well as her enrollment status (full 

or part-time). In the 2014-2015 school year, 8.2 

million students were awarded Pell Grants.3  

While the executive branch determines who re-

ceives Pell Grants, they do so in response to Con-

gress, which has the authority to determine what 

the maximum Pell Grant will be each year. In the 

2014-2015 school year, it was set at $5,730.4 Once 

the maximum grant is set, the Department of 

Education issues a corresponding schedule that 

shows the grant amount each student will receive 

based on the cost of attendance at their universi-

ty, their expected family contribution, and their 

enrollment status.5  The average grantee that year 
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received $3,673, for a total program expenditure 

of $30.3 billion.6

A recent report by the Pell Institute7 found that 

while the maximum Pell Grant amount has only 

increased by 18 percent in inflation-adjusted 

terms in the past 40 years, the average cost of 

college has increased by 128 percent in the same 

time period (see Figure I).8 

The Pell Institute therefore proposes doubling 

the current maximum grant amount.10 However, 

the current House Budget Proposal would freeze 

the maximum grant amount at the current level 

for the next ten years.11 These widely divergent 

ideas have emerged from opposing views of the 

impact that Pell Grants have on college access. 

While those in favor of raising the maximum 

grant believe that Pell Grants increase college 

enrollment and persistence among students 

who would otherwise not find college accessible, 

those who want to freeze the maximum grant 

believe that Pell Grants have driven up college 

tuition prices, thereby making college less ac-

cessible to any low-income student whose Pell 

Grant does not cover the entire cost of college.12

Changing the maximum grant amount is not 

the only way to adjust the Pell Grant Program. 

Other options aim to make the program more ef-

fective by strategically changing the schedule of 

payments to increase graduation rates, through 

measures such as offering additional grant mon-

ey for students who take summer school. The 

question, then, is: What adjustments to the Pell 

Grant program in the next reauthorization of the 

Higher Education Act (HEA) will most effectively 

Figure I: Average College Cost and Maximum Pell Grant Award Over Time9
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optimize the program’s impact on college attendance 

and graduation rates among low-income students?

ALTERNATIVES

The following four alternatives are the most high 

profile and comprehensive Pell Grant program 

proposals put forward in President Obama’s sec-

ond term by stakeholders in the government and 

think tanks. These four proposals can be divided 

into two categories: proposals to adjust the max-

imum grant amount, and proposals to adjust the 

schedule of grant payments to recipients.

Adjust the Maximum Grant Amount 

1. House Budget Committee Proposal for Fiscal 

Year 2017: The goal of this budget proposal is 

to balance the federal budget by 2026, and the 

maximum Pell Grant is only one of many types 

of federal spending to be frozen for ten years to 

reach that goal. Still, a vague argument against 

raising Pell Grants is offered in the committee’s 

resolution report, which explains the thinking 

behind the budget produced. The report alleges 

that the government has been “shoveling more 

money at the problem of rising tuition in higher 

education” and implies that college costs will be 

contained if federal student aid is capped.13

Were this policy to be implemented, the maxi-

mum Pell Grant could not increase from its cur-

rent amount of $5,81514 until the year 2026. It 

is difficult to predict how many students will be 

Pell Grant recipients during that period, because 

the Pell Grant program responds to economic 

cycles. The number of recipients has declined in 

recent years, after peaking following the Great 

Recession of 2008 (see Figure 2).15 Assuming 

that between the downward trend correcting for 

the Great Recession’s bump in grantees and the 

overall upward trend in college attendance, the 

average number of Pell Grant recipients over the 

next ten years will continue to be approximately 

eight million per year, that would leave around 

80 million young people receiving a static Pell 

Grant while college costs continue to rise. 

2. Pell Institute Proposal: The Pell Institute 

calculates that today, the maximum Pell Grant 

would need to be $13,000, rather than the cur-

rent $5,815, for it to account for the same per-

centage of college costs that it did when the 

program was ‘fully implemented’ in the 1970s.

The proposal argues that Congress should raise 

the maximum Pell Grant accordingly so that the 

program can once again be ‘fully implement-

ed’. The proposal to raise the Pell Grant to this 

amount seems based on anchoring the increase 

at a historical level, rather than on any evidence 

about an optimal level for getting students to en-

roll in college.17

 Given that the whole schedule of payments is 

tied to the maximum grant amount, this propos-

al would immediately more than double the cost 

of the Pell Grant program. Furthermore, for it 

to be logically carried forward into the future, 

it would require that the maximum Pell Grant 

amount be tied to the cost of attending college, 

which may provide perverse incentives for those 

pricing college tuition. 
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Adjust the Payment Schedule

3. President Obama’s Proposal: The main fea-

ture of the President’s proposal is to provide a 

new summer Pell Grant, which would allow stu-

dents to be in school year-round with less debt, 

theoretically helping them graduate sooner. This 

plan increases the maximum aid eligibility a Pell 

Grant recipient would have in a year, if she is 

enrolled in classes over the summer or in more 

than the required number of credits during a 

given semester. Thus, it does involve a program 

expansion, but a targeted one rather than a uni-

versal one.18

According to the most recent data, about 44 

percent of Pell Grant recipients are full-time 

students.19 Only students already in the full-time 

category could increase their grant by taking 

summer courses or increasing their course load 

during the semester; a part-time student who in-

creased her enrollment would simply move into 

the full-time category.. Thus, approximately 3.6 

million students per year could potentially qual-

ify for a larger grant, although presumably only 

a fraction of those eligible would be interested in 

increasing their enrollment hours.

4. The Hamilton Project Proposal: In a 2013 re-

port on redesigning Pell Grants, two researchers 

proposed redesigning the Pell Grant program, at 

minimal cost, to make it more supportive of col-

lege persistence and graduation. One key feature 

Figure 2: Pell Grant Program Growth Over Time16
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of this proposal is the offering of a ‘completion 

incentive,’ which consists of a small payment 

($250 or $500, depending on program length) 

upon timely graduation. This proposal would 

also provide similar funding increases to those 

offered in President Obama’s plan for students 

taking a heavier course load during the tradi-

tional school year and during the summer.20 

Similarly to the President’s proposal, this would 

increase annual eligibility for a targeted group, 

rather than unconditionally.

Again, this would only increase the maximum 

grant for a fraction of the Pell Grant students 

who are enrolled full-time. As for the on-time 

graduation bonus, a recent report by The Educa-

tion Trust found that only 50.7 percent of Pell 

grantees at four year institutions graduate in six 

years. This means that, assuming the on-time 

graduation rate is similar at two year institutions, 

only half of Pell grant recipients are within strik-

ing distance of the extra funds.21 Given the small 

suggested bonus amount for on-time graduation 

and the limited proportion of eligible students, 

that piece of the proposal would cost very little 

relative to the overall program price.

ANALYSIS OF THE ALTERNATIVES 

The three most important criteria for evaluating the 

above Pell Grant proposals are efficacy, cost, and 

political feasibility. A well-designed Pell Grant 

reauthorization will increase the impact of the 

program in terms of graduating low-income stu-

dents from college without dramatically increas-

ing the program budget, as large increases in 

federal spending are politically infeasible, at least 

in the short term.

1. Efficacy, or the ability to produce a desired out-

come or result, is the key issue underlying this 

policy question. In the context of Pell Grants, ef-

ficacy should be measured by how accessible the 

program makes college for low-income students. 

Policymakers, then, must ask: do Pell Grants 

cause colleges to raise their rates, making college 

Table 1: Alternatives Summary

Proposal Type Est. Reach Est. Cost

House Budget 
Committee

Maximum grant 
adjustment (freezing)

 about 80 million 
students over ten 

years 
No additional cost 

Pell 
Institute

Maximum grant 
adjustment (doubling)

 about 80 million 
students over ten 

years 

Program costs would more than 
double and continue to rise rapidly 

(over $30 billion annually)

President 
Obama

Schedule of payments change: 
add summer grants and allow for 

more than full-time 
enrollment

Fewer than 36 
million students 

over ten years

Less than 10% increase in program 
costs ($2 billion annually)

Hamilton 
Project

Schedule of payments change: 
allow for more than full-time 

enrollment and summer enroll-
ment, and pay an on-time 

graduation bonus

Fewer than 40 
million students 

over ten years 

about 10% increase in program 
costs ($3 billion annually)
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less accessible for low-income students, or do 

they provide a crucial support that allows low-in-

come students to attain a college degree when 

they otherwise could not?

While the logic model supporting the Pell Grant 

program seems strong, the empirical evidence 

of impact is not wholly decisive. National time 

series data over the period (in the mid-to-late 

1970s) when Pell Grants became widely avail-

able indicates no notable increase in college at-

tendance rates, which is seen by some as proof 

that the program does not induce low-income 

students to enroll in college. However, studies 

that use economic modeling to isolate the impact 

of tuition costs on enrollment decisions in gen-

eral find “significant positive effects of tuition 

reductions on enrollment levels.”22 

Even if the program’s impact is unclear as it re-

lates to drawing new students into college, re-

searchers have also looked beyond enrollment 

decisions to the impact of aid on persistence in 

college. Robust economic studies, such as one 

published by the National Bureau of Economic 

Research, have found evidence that “a Pell Grant 

reduces dropout rates.”23 One specification of 

the model used in this research estimates a four 

percent reduction in the likelihood that a student 

will drop out of college for each $1,000 increase 

in their Pell Grant amount.24 So, a student who 

received the maximum Pell Grant in the 2014-

2015 school year would have been about eight 

percent less likely to drop out than a student who 

received the average grant amount.  

On the other hand, there is some evidence that 

increased availability of aid leads to higher tuition 

prices.25 Proponents of freezing the maximum 

Pell Grant point to a recent New York Federal 

Reserve Bank paper that found some evidence 

of increases in federal aid being ‘passed through’ 

to tuition sticker prices. For Pell Grants, each 

additional dollar added to the maximum grant 

translated into a $0.40 increase in officially list-

ed tuition costs.26 However, even if that increase 

were fully passed through to low-income stu-

dents (which is unlikely, given that Pell grant re-

cipients do not pay the sticker price), they would 

still be receiving a discount equal to 60 percent 

of their Pell Grant amount, since only $0.40 on 

every dollar is ‘passed through’.

Furthermore, a meta-analysis of the larger body 

of research on this question reveals that “the 

findings are ambiguous. Some studies find a 

relationship between Pell grants and tuition in-

creases; others do not. Some find a relationship 

in some college sectors but not others, and other 

studies find exactly the opposite result.”27

In sum, the evidence on this question is not 

overwhelmingly conclusive. There is conflicting 

evidence about the impact of Pell Grants on col-

lege prices, and on college enrollment decisions. 

The body of evidence indicating that Pell Grants 

increase college persistence among low-income 

students is persuasive, but the real possibility 

that Pell Grant increases are passed through to 

students is also important to factor in.

Applied to the alternative proposals for amending 

the Pell Grant program, this evidence supports 
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changing the program by adjusting the schedule 

of payments rather than by freezing or doubling 

the maximum grant. Freezing the maximum 

grant would avoid any risk of Pell Grant increas-

es driving tuition increases. However, it would 

also cause the percentage of tuition covered by 

aid to decrease as college costs continue to rise, 

thereby decreasing the beneficial effects of the 

program on college enrollment and persistence. 

On the other hand, doubling the maximum grant 

and committing to the idea that it should be tied 

to the cost of college as the Pell Institute proposal 

suggests would create incentives for colleges to 

increase tuition accordingly. In the short term, 

doubling the maximum grant would decrease tu-

ition costs for low-income students the most, and 

therefore have the biggest impact on increasing 

college attendance and persistence rates. Given 

the estimates on the impact of financial aid on 

college attendance discussed above, doubling the 

amount of the grant would decrease the likeli-

hood of a Pell grantee dropping out by anywhere 

from two percent to 24 percent, with the average 

reduction being ~15 percent. However, this posi-

tive impact would likely be short lived, as colleges 

could eventually implement a corresponding in-

crease in tuition costs.

Changing the schedule of payments as proposed 

by both President Obama and the Hamilton 

Project would reduce the cost of tuition for stu-

dents enrolled more than full-time or in summer 

school without changing the maximum grant 

amount in an obvious way, making it less likely 

that colleges would respond by raising tuition. 

The reduction in tuition costs would be smaller 

than with a doubled maximum grant, and there-

fore the positive impact in terms of enrollment 

and persistence rates for each class of Pell Grant 

recipients would be less dramatic. 

For example, summer Pell Grants would poten-

tially reduce dropout likelihood by about eight 

percent (given the projected cost of $1,915 per 

student). A similar impact would be realized if 

payments were distributed for students enrolled 

more than full-time over a standard school year, 

since the net payment would be the same as the 

summer option. Adding an on-time graduation 

payment could bump that figure to nine percent 

or 10 percent.  While only a fraction of Pell Grant 

recipients would receive these adjusted grants 

(unlike under the Pell Institute proposal where 

all recipients would benefit), the impact would 

be more likely to persist over time, and therefore 

could ultimately affect many more students. 

2. Cost is an important consideration as well, 

given the persistent national budget deficit and 

growing national debt, as well as political resis-

tance to spending among some in power. For the 

past five years, the federal government has spent 

over $30 billion annually on Pell Grants, which 

is more than four times as much, in real terms, 

as the program cost when it was launched in the 

1970s. The increased cost is largely attributable 

to increased eligibility and take-up. In real terms, 

the maximum grant amount has actually fallen 

(though the average grant amount has increased 

by about 25 percent).28



Optimizing Federal Pell Grant Policy

82

Assuming that (roughly) doubling the maximum 

Pell Grant amount from $5,730 to $13,000 would 

also mean doubling the grants given to recipients 

not receiving the maximum, it would essentially 

double program costs, adding another $30 bil-

lion annually to the budget. Given that the total 

Federal budget for education programs in 2015 

was $87.37 billion, this would be quite a signifi-

cant increase.29

President Obama’s plan to provide summer Pell 

Grants has been projected by the Department 

of Education to cost an average of $1,915 for 

700,000 students, or $1.3 billion annually. With 

the addition of a small increase in the maximum 

grant for students enrolled more than full-time, 

his full proposal is billed at a price of $2 billion 

annually (less than 10 percent of the current total 

Pell Grant budget).30

As for the Hamilton Project proposal, it would 

likely be in the same price range. The proposal’s 

authors calculate the probable cost of the gradua-

tion incentive at $125 per recipient, or just over $1 

billion annually, which is less than five percent 

of the program budget.31 Given that the rest of 

the Hamilton Project plan is similar to President 

Obama’s, the Obama plan cost of $2 billion can 

be added to that $1 billion, bringing the total cost 

to just over $3 billion annually (approximately 10 

percent of the current total Pell Grant budget).

While the most affordable proposal is clearly 

the House Budget Committee’s plan to freeze 

the maximum Pell Grant amount for a decade, 

the targeted aid increases proposed by the Presi-

dent and the Hamilton Project are both relatively 

affordable when compared with the Pell Institute 

proposal and overall Pell Grant program budget.

3. Political feasibility is simpler to analyze, but 

more changeable over time. The latest House 

Budget Committee proposal makes it plain that 

there is currently no appetite for spending in 

Congress. Furthermore, leading Republicans 

have been intentionally obstructing Congressio-

nal action in general while running out President 

Obama’s time in office, including preventing the 

accomplishment of tasks that would not require 

any spending, like the appointment of a new Su-

preme Court Justice. 

With Donald Trump as President Elect and Re-

publicans holding onto their majorities in both 

houses of Congress, the advent of a new admin-

istration does not offer much potential for en-

acting any changes to the Pell Grant Program 

other than freezing the maximum benefit. Any 

plan that would incur additional costs and thus 

hinder Republicans from achieving their stated 

aims of cutting taxes and balancing the budget 

will not be feasible as long as Republicans con-

trol the government. In the current political envi-

ronment, it seems most likely that a determina-

tion not to increase spending on Pell Grants will 

rule the day. 

RECOMMENDATION

The evidence on the efficacy of the Pell Grant 

program does not merit doubling the program 

budget. However, the positive impact of the 

program does seem sufficient to justify a 7-10 

percent increase in the program budget, if that 
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increase were distributed in a way that did not 

give colleges a clear incentive for increasing their 

costs. Specifically, offering students Pell Grant 

extra funds for more than full-time enrollment 

and an on-time completion bonus could be good 

policy changes. Furthermore, these incentives 

could be offered to recipients randomly to allow 

for evaluation of their impact, which could pro-

vide a better understanding of the program’s ef-

fects going forward. 

My recommendation is that the next Demo-

crat-controlled Congress propose a targeted plan 

for increasing Pell Grant spending, to fund stu-

dents enrolled more than full-time and give a bo-

nus to those who graduate on-time, as part of the 

next iteration of the HEA. This proposal should 

take the best features from President Obama’s 

plan and the Hamilton Project proposal and add 

an evaluation component to collect data on how 

much an on-time graduation payment actually 

alters student behavior.

In my view, offering an additional Pell Grant 

for students enrolled more than full-time is 

more likely to hasten graduation than offering 

a larger grant for students enrolled in summer 

school. First, not all schools offer summer school 

coursework, which would make it logistically 

difficult for some students to take advantage of 

increased Pell grant opportunities through no 

fault of their own. Second and more significant-

ly, many low-income students rely on the income 

generated over the summer to cover their non-ac-

ademic expenses during the school year. Even if 

the summer Pell Grant amount was equal to the 

amount of lost earnings, which is unlikely, that 

money would go towards summer school tuition 

and leave students without funds to cover living 

expenses. On the other hand, the number of 

credits per semester currently required to qualify 

as full-time for Pell Grant purposes (12) is lower 

than the number that would be necessary for a 

student to graduate in four years (15).32 If on-time 

Table 2: Alternatives Ranked on Criteria

Proposal
Impact on College 

Costs 
(for all students)

Impact on 
College Success

Added Cost by 
Percent of Current 

$30 Billion Program

Political 
Feasibility

House Budget 
Committee

None
Negative (harder for 

students to persist and 
succeed)

No additional cost High

Pell Institute

Negative (easy for 
colleges to raise 

costs in line with 
more generous aid)

Largest positive effect, 
and population affected, 
but might only persist 

for a short time

Program costs would 
more than double 

and continue to rise 
rapidly (over $30 
billion annually)

Very Low

President Obama Negligible
Moderately positive for 
a subgroup of students, 

and lasting 

Less than 10% 
increase in program 

costs ($2 billion 
annually)

Low

Hamilton 
Project

Negligible
Moderately positive for 
a subgroup of students, 

and lasting
about 10% Low
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graduation is a goal of the program, it certainly 

makes sense to incentivize enrolling in the num-

ber of credits that will allow students to accom-

plish it. 

A timely graduation bonus could be an effective 

incentive for the marginal students who are on 

track to graduate but struggling financially (the 

same group whose persistence is supported 

by getting Pell Grants). Whether the proposed 

amounts of $250 or $500 would be enough of a 

bonus seems more questionable, however, given 

that students are often forced to take a semes-

ter off in order to earn more money to contin-

ue their education, and the amount that could 

be earned in a semester would far exceed $500. 

Therefore, a pilot program should test different 

bonus amounts to evaluate their differential im-

pacts and provide insight into whether a gradua-

tion incentive could work, and at what price. 

Therefore, I recommend pursuing adjustments to 

the Pell Grant program to provide additional fund-

ing for students who enroll in more credits than the 

current full-time guidelines require, and to offer a 

timely graduation bonus through a randomized 

pilot program that will be formally evaluated for 

impact. Politically, such a plan is unlikely to suc-

ceed in a Republican controlled government, so 

Democrats should wait to pursue it until they 

control Congress. 
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INTRODUCTION

A major problem identified during the financial 

crisis in 2007-2008 was that banks didn’t hold 

enough equity capital to absorb unexpected loss-

es in conditions of extraordinary stress. In the 

aftermath of the crisis, one of the top-priorities 

of the G20 leaders was thus to improve capital 

requirements for banks. The G20’s 2 April 2009 

Declaration on the Strengthening of the Finan-

cial System called for internationally consistent 

efforts aimed at improving the quantity and qual-

ity of capital in the banking system.

In 2010, the members of the Basel Committee 

on Banking Supervision, an organization com-

prising the biggest world economies’ central 

bankers, agreed to double the capital ratio re-

quirement for banks. In other words, they com-

mitted to double the amount of shareholder equi-

ty banks are required to hold for a given amount 

of assets, adjusted for how risky these assets are. 

This means that the bigger the bank is and the 

riskier its assets are, the bigger the amount of 

“safe capital” – mostly in the form of common 

equity- it needs to hold. The Third Basel Ac-

cord—commonly named Basel III—was sched-

uled to be introduced internationally from 2013 

to 2015. In the European Union (EU), Basel III 

was implemented through the Capital Require-

ments Directive IV (CRD IV) in 2013.

Capital ratio requirements were crafted at the 

international level, but they have been imple-

mented and enforced differently across jurisdic-

tions. In particular, there are variations in how 

banks measure the level of risk level of their as-

sets, which impact the calculation of the capital 

ratio they have to meet. Under Basel III, banks 

are allowed to apply internal models of risk as-

sessment, and evidence has shown that banks 

tend to assign different weight to the same type 

of assets. As a result, banks across different ju-

risdictions calculate their capital ratio differently, 

even though they have the same risk profile and 

should, under homogeneous conditions, apply 

the same calculation.  

Why do banks weigh risk differently across ju-

risdictions? Although there are many poten-

tial factors to explain these variations, evidence 

points to the importance of domestic supervisory 

practices—some banks simply get more lenient 

treatment than others. This paper suggests that 

domestic political dynamics has impacted the de-

gree of stringency in the enforcement of capital 

ratio requirements. To illustrate this claim, this 

paper sketches a comparative case study of two 

countries: France and the UK.  Given the size of 

their respective financial sectors and their both 

having a significant number of systemically im-

portant financial institutions —otherwise known 

as “Too Big To Fail” banks—these two coun-

tries are key to the stability of the international 

financial system. Relative to each other, France 

has been lenient and the UK has been strict in 

their enforcement of banks’ capital ratio require-

ELSA MASOC

EDITED BY EJ TOPPIN, MAXWELL AARONSON, AND JOON HUN SEONG



Differential Enforcement of Banks’ Capital Ratios

88

ments. This difference is not necessarily due to 

British supervisors being inherently better than 

the French. It is explained by domestic political 

dynamics. More specifically, differences in the 

enforcement of capital ratios are due to the dif-

ferent industrial strategies of governments rel-

ative to their domestic banking sector after the 

crisis, where these strategies were shaped by 

banks’ positioning in their respective economies 

and the level of access top bank managers have to 

government officials. 

The second section describes international and 

European rules in matters of capital ratio re-

quirements. The third section maps out the 

variations in enforcement of these rules across 

jurisdictions. The fourth section proposes an ex-

planation as to why enforcement varies, with a 

focus on France and the UK. The fifth section 

casts light on the consequences of these varia-

tions. In light of the argument elaborated in the 

previous sections, the last section suggests pos-

sible paths to improve the regulation of capital 

ratio requirements and how this would contrib-

ute to enhanced long-term stability of financial 

markets. 

BASEL III, CRD IV AND INTERNATIONAL 

CAPITAL RATIO REGULATION

The key contribution of Basel III to financial reg-

ulation is the requirement that banks increase 

their capital ratio. Capital ratio requirements de-

fine the minimum amount of regulatory capital 

(mostly shareholder equity) a bank needs to hold 

for a given amount of assets. This ratio is argu-

ably a key indicator of a bank’s solvency and resil-

ience. The calculation of the capital ratio is based 

on Risk-Weighted Assets (RWAs). Banks’ assets 

are weighted depending on their risk profile. In 

other words, riskier assets will be assigned more 

weight, and the bank will have to hold more capi-

tal for this asset. Basel III requires banks to hold 

4.5 percent of common equity (up from 2 percent 

in Basel II) of risk-weighted assets. This ratio is 

thus calculated as:

capital/RWA ≥ 4.5 percent

Consequently, the bigger the numerator (Cap-

ital) and the smaller the denominator (RWAs), 

the better the capital ratio of the bank would be.

In the European Union, the Capital Require-

ments Directive IV (CRD IV) translates Basel 

III requirements into European law. The 1600 

pages of the final CRD IV text are a testament to 

its level of detail and complexity. Scholarship in 

public policy has shown that detailed and com-

plex regulations tend to be easier to arbitrage . In 

this case, this assertion is supported by the large 

discrepancies in risk weights attributed by differ-

ent banks across different countries to similar 

assets. As developed in the next section, there are 

significant variations in how the denominator of 

the equation determining the required capital ra-

tio is calculated across jurisdictions.

VARIATIONS IN RWA

The implementation of such an ambitious rule 

as Basel III is by definition challenging and dif-

ficult. But more central to the arguments of this 

paper, there are variations in how banks use in-

ternal models of risk assessment to weight their 
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assets, and thus to determine the level of capital 

they have to hold. Differentiated enforcements 

of capital rules through different calculations of 

RWAs is not new. In 1999, the Basel Committee 

had already noted that “with increasing sophisti-

cation of the banks and the development of new 

innovative techniques in the market, the largest 

banks have started to find ways of avoiding the 

limitation which fixed capital requirements place 

on their activities relative to their capital. For 

certain banks, this is starting to undermine the 

comparability and even the meaningfulness of 

the capital ratios maintained.”

With the caveat that market reality is a lot more 

nuanced and complex than what can be de-

scribed here, it is possible to lay out significant 

observable variations in RWAs across jurisdic-

tions. It has actually been abundantly document-

ed that different banks can give very different 

risk weights to identical assets  . This study also 

stresses important variations across jurisdictions. 

Consider the example of the UK and France. In 

the UK, corporate exposure of banks is weight-

ed on average at 65 percent. In France, corporate 

exposure of banks is weighed on average at 47 

percent. The same trend is observed in exposure 

to residential mortgage: in the UK, this exposure 

is weighed on average at 18 percent, against only 

11 percent in France. Concerning the exposure 

to other financial institutions, British banks give 

them an average weight of 18 percent, against 14 

percent in France. In short, French banks apply 

on average much lower weight than their British 

counterparts to similar assets.

THE USE (AND ABUSE) OF INTERNAL 

MODELS OF RISK ASSESSMENT

What can explain the difference in how banks 

weigh the risk of assets across jurisdictions? Un-

der Basel III, banks are allowed to use internal 

models to attribute risk weights to certain types 

of their assets. These models take several dimen-

sions into account in their calculation of the risk 

of an asset. Consequently, variations in bank 

RWAs may be due to multiple, different factors, 

such as differences in domestic economic cycles 

and foreign market exposures, business models, 

and lending practices or provisioning practices . 

It is extremely difficult, and beyond the scope of 

this paper, to determine to what extent each of 

these factors influence banks’ RWAs. However, 

there is enough evidence to assert that a signifi-

cant proportion of the variation is due to the in-

centive banks have to artificially minimize their 

RWAs and, in this manner, reduce the overall 

level of capital they are required to hold, and in 

turn increase their lending and investment capa-

bilities. 

Several studies have shown that banks have im-

proved their capital ratios by spinning off un-

wanted assets and recalculating the risk weight-

ings attached to some assets.  For example, the 

Financialisation, Economy, Society & Sustain-

able Development Project (FESSUD), funded by 

the EU released in 2014 a working paper that as-

serts that banks have long anticipated higher cap-

ital requirements and are therefore concentrat-

ing their efforts more on adapting their internal 

risk models than on increasing their core capital. 
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As an illustration of such practices, it is noted 

that Deutsche Bank reduced its RWAs by 55 bil-

lion Euros in the last quarter of 2012 to achieve 

a higher capital ratio. This could not possibly be 

due to an actual reduction of balance sheet posi-

tions and estimates show that about 50–75 per-

cent of the reduction was actually due to “finer 

calibration” of risk model . According to a large 

rating agency, the ratio of RWAs to balance sheet 

size in the banking sector was reduced between 

2007 and 2012 from 75 percent to 35 percent. 

The report concludes that this can “hardly be ex-

plained by the reduction of risky business” .

THE POLITICAL ROOTS OF DIFFERENTIAT-

ED ENFORCEMENT 

There is a clear incentive for banks to ‘game the 

system’ by underestimating risks and accord-

ingly optimizing their capital. But why do some 

banks seem more inclined to do so than others? 

This is because supervisory practices vary at the 

national level, and some banks simply get more 

lenient treatment than others. As a matter of 

fact, model approvals are neither uniformly ro-

bust nor uniformly reviewed across jurisdictions. 

This variation has nothing to do with the fact that 

some regulators are ‘better’ or more virtuous 

than others. It is due to political dynamics within 

each country. More specifically, it is due to the in-

dustrial strategies governments employ regard-

ing their domestic banking sector after the crisis, 

the strategies shaped by the position of banks in 

the domestic economy, and the degree of access 

domestic bankers have to their government offi-

cials and regulators. This section illustrates this 

claim by building on two country cases: France 

and the UK.

In the UK, the shock of the financial crisis was 

especially strong. The scale of the banking crisis 

in the UK takes root in the great transformations 

of British banks’ business models during the 

1990s and 2000s. British banks turned them-

selves away from simple banking activities (i.e. 

taking deposits and making loans) to embrace 

riskier and more market-based activities, like 

securities trading . Major banks, like Northern 

Rock and the Royal Bank of Scotland, went bank-

rupt and had to be bailed out by the taxpayer in 

2007 and 2008 respectively. Public money was 

used to re-capitalize those banks. The total cost of 

the banking bailouts for the taxpayer was higher 

in the UK than in any other European country . 

Public blame on banks was exceptionally high in 

the UK. The YouGov-Polis Programme for Pub-

lic Opinion Research published that in 2012, 73 

percent of the British population described the 

reputation of banking as bad, the highest figure 

of 26 industries tested . In addition to the public, 

politicians and regulators alike also blamed the 

banks. For example, Business Secretary Vince 

Cable publicly called the British banking sector 

a “massive cesspit”  while Martin Wheatley, head 

of the Financial Conduct Authority (FCA), now 

famously claimed about the bankers he was reg-

ulating, “[w]e shoot first, we ask questions later.” 

By contrast in France, 76 percent had a good im-

age of their own bank, and 50 percent had a good 

image of French banks in general. The political 

backlash towards banks was much tougher in the 
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UK than in the other European countries.

The landscape of the British financial industry is 

also very unique. On one side, five British retail 

banks massively dominate the market for retail 

banking.  On the other side, London is to a large 

extent an offshore financial center – meaning that 

it is the place from which many global (non-UK 

based) financial institutions operate. The British 

economy is largely dependent on the City.  The 

UK’s financial and related professional services 

employ seven percent of the working population. 

The industry also accounts for 11.8 percent of 

GDP and contributed £66 billion in tax revenue 

in 2014/15 alone, accounting for 11 percent of to-

tal UK tax receipts as the largest contribution of 

any sector. There is little disagreement between 

the two main British parties about the necessi-

ty to “enhance the City.” Here, it is important 

to note that the growth of the City does not rely 

much on retail banks, but rather on the activities 

of foreign global banks, which are based in other 

jurisdictions and are thus regulated not by Lon-

don, but by their own domestic regulators.

The objective of the British government after the 

crisis was thus twofold: 1) Preserving the City 

while attracting further foreign investment, and 

2) protecting British taxpayers from potential 

failure of domestic banks. Both objectives were 

consistent with the decision to make of British 

banks an “example of good governance deserving 

the trust of investors.” As an anonymous Labour 

member of the Parliamentary Committee on 

Banking Standards put it: “We needed to protect 

investors and trust. We, as an economy, depend 

on foreigners. The view on both [parties] was that 

we had to increase trust in the financial system.” 

This political agenda was supported by a pro-

active attempt by British regulators to closely 

monitor the implementation of Basel III, and 

even tighten capital ratio requirements for UK 

banks. As soon as 2009, the Financial Super-

visory Authority (FSA)  published its concern 

about the dispersion in risk assessment across 

British banks.  In February 2016, British regu-

lators voiced their concern that European ‘max-

imization harmonization’ rules, which impose 

a level playing field, would make it harder for 

them to demand stricter capital requirements. 

In other words, they were worried that European 

regulation would disrupt the British efforts for 

more stringent regulation by forcing them to fol-

low a laxer European standard. The PRA hired 

new experts capable of closely monitoring banks’ 

internal models of risk assessment. As a senior 

manager at the Bank of England put it, “Risk 

analysts at the PRA [were] seriously monitoring 

models. They got a good understanding of how 

firms were exploiting loopholes. There [was] a 

lot of scrutiny.” Another Treasury official bluntly 

explained the differentiated enforcement of capi-

tal requirements, “[w]e’ve been tougher than the 

French and the Germans because we have much 

more to lose.”

In France, the political dynamics at play are very 

different. The banking crisis did not impact the 

country as overtly as in the UK. The banking bail-

out put together in 2008 was not directly costly 

to the French taxpayers. The anti-banking polit-
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ical backlash was real, but less intense than in 

the UK. Moreover, the French economy and the 

position domestic banks occupy in it are very 

different from the UK. The five biggest French 

banks, even though they operate internationally 

and have developed strong market activities at 

the global level, also remain virtually the only 

dominant players in retail banking and corpo-

rate lending, both very important sectors of the 

French economy. This means that France mas-

sively depends on its domestic banks both for 

the funding of its non-financial businesses, and 

for the international glitter of the country on the 

(highly profitable) arena of global finance. 

Finally, the well documented proximity between 

French banking and public elites made it easier 

for the latter to be especially attentive to bank-

ers’ main arguments concerning the implemen-

tation of Basel III capital requirement. First, 

French bankers argued that higher capital ratio 

requirements would reduce the amount of capi-

tal available for lending to businesses and force 

them to raise interest rates, thus reducing do-

mestic growth. Second, they complained about 

the disadvantage that they were facing vis-à-vis 

their US counterparts still subject to the less 

constraining Basel II capital requirements. As a 

matter of fact, these two lines of arguments have 

been developed by public and private actors alike, 

both during interviews and in public venues. For 

example, the Governor of the Banque de France 

(BdF), Christian Noyer, overtly supported French 

banks in their critiques of Basel III capital ratio 

requirements. Because the strict enforcement of 

Basel III capital requirements in France is wide-

ly considered to be detrimental to French banks 

and consequently to the French economy, there 

has been no proactive attempt by regulators to 

monitor the use of internal models of risk assess-

ment by banks.

CONSEQUENCES OF DIFFERENTIATED EN-

FORCEMENT

Basel III’s objectives were to increase banks’ cap-

ital ratio requirements, homogenize them across 

countries, and make them more transparent in 

order to improve the long-term stability of finan-

cial systems. Yet, the differentiated enforcement 

of capital ratio requirement across countries has 

produced consequences that seriously under-

mine these objectives.

It is now well known that uncertainty about 

banks’ balance sheets is one very predictable trig-

ger of financial crisis. The 2007-2008 financial 

crisis showed the damage that can be inflicted by 

solvency concerns on financial institutions. Sol-

vency concerns can be based on actual solvency 

issues, but also on investors’ perception on sol-

vency issues which can sometimes be excessive 

or irrational. The lack of credibility for solvency 

measures obviously deteriorate investors’ per-

ception on solvency issues. Today, investors’ con-

cerns about the reliability of the denominator of 

capital ratios (i.e. RWAs) bear similarities to their 

previous loss of confidence in the numerator (i.e. 

Core Capital) in the run-up of the 2007 finan-

cial crisis. The resulting opacity is an issue for 

all stakeholders, from regulators to investors and 

to financial institutions themselves, insofar as it 

does not foster trust and appetite for bank shares. 
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COPING WITH DIFFERENTIATED 

ENFORCEMENT

Building on the present analysis that stresses the 

importance of domestic politics as an explanato-

ry factor, two mutually exclusive alternatives to 

improve enforcement of capital requirements 

across jurisdictions have been identified. Neither 

is without flaws and choosing one over the other 

necessarily involves trade-offs.

The first option consists of suppressing the chan-

nels through which domestic politics impact 

the enforcement of capital ratio requirements, 

namely the reliance on internal risk assessment 

models and the reliance on a national supervisor 

for enforcement. Unsurprisingly, this option is 

the favored outcome of international and global 

regulators and supervisors. This would require 

an establishment of a truly global supervisory 

agency with access to individual banks’ data and 

the resources to closely monitor every important 

financial institution in the world. Having recog-

nized the problem with internal models, the Ba-

sel Committee on Banking Supervision decided 

in 2015 to restrict the use of internal models by 

large banks and to align them more closely with 

the standardized approach (i.e. risk measure-

ment techniques developed by the Basel Com-

mittee itself) and even threatened to ban the use 

of internal risk assessment altogether. European 

regulators and supervisors are also aware of the 

problem. In November 2014, European Central 

Bank (ECB) Governing Director Sabine Laut-

enschlager said at the “Euro Finance Week” in 

Frankfurt that the ECB was intending to closely 

examine whether banks are identifying the risks 

of their loans properly: “In the next two to three 

years, we will look at each model. This is a big 

project.”

Yet, there are several reasons to doubt that these 

initiatives would be as effective as intended. 

First, the question remains regarding the con-

crete feasibility of such an agenda for interna-

tional supervisors. Today, global regulators and 

supervisors largely depend on national authori-

ties to do their job, as well as for resources and 

information. For example, a bureaucrat at the 

European Banking Authority (EBA) voiced con-

cern that it was very challenging to get nation-

al supervisors to communicate reliable data to 

them. Overcoming this dependency on nation-

al authorities would require huge investments 

in terms of money and human resources. It is 

not clear that national governments, from which 

these resources ultimately come, would credibly 

commit to it. Second, banks have been very vocal 

in their opposition to the attempt at undermin-

ing the use internal models of risk assessment 

models. And the factors explaining why national 

authorities are sensitive to banks’ arguments —

namely the position of big domestic banks in the 

domestic economy, the industrial strategy of gov-

ernments after the crisis, and the access to public 

officials by top bank managers - are very difficult 

to remove. An offensive led by under-resourced 

and understaffed global supervisors on internal 

models of risk assessment would potentially lead 

states and banks to further bond together and de-

fend their collective interests. They would likely 

do so in ways still more informal, more opaque 
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and difficult to monitor than banks’ own internal 

models.

The second option consists of recognizing na-

tional specificities, and even more, recognizing 

the legitimacy of, and formalizing the influence 

of, domestic politics in the crafting of banking 

regulation and supervision. Today, the objective 

for supranational regulators such as the Basel 

Committee is to set up global standards because 

banks operate globally and are deeply inter-

twined. This approach is justified because the 

health of any big bank on the planet is de facto 

the concern of any government, and virtually of 

any citizen. And yet, the globalization of finance 

must not make us forget that banks are institu-

tions that are deeply rooted in their national polit-

ical economies. That fact, coupled with the actual 

globalization of finance, is what makes financial 

regulation so challenging. The global financial 

system is deeply intertwined but there is no one-

size-fits-all regulation for banks. Pretending that 

the links between banks and their national po-

litical economies no longer exist, or betting on 

the possibility that global regulation will lead to 

breaking these links, is unrealistic at best, and 

dangerous at worse. As this analysis has shown, 

the result of global regulation on capital ratio re-

quirements has not been the homogenization of 

a theoretical best practice or the overcoming of 

domestic politics, but the use and abuse of the 

regulation to fulfill a banking strategy largely 

shaped by domestic politics. 

The alternative option would thus be to acknowl-

edge the fact that global banks are embedded in 

their domestic political economies and to give 

jurisdictions some formal leeway in the crafting 

and enforcement of financial regulation, includ-

ing capital requirements. Higher capital require-

ments involve trade-offs that may have import-

ant repercussions on national economies. For 

example, they may penalize the universal model 

of banking, upon which the French economy 

greatly relying. It might be legitimate for differ-

ent jurisdictions to arbitrate these tradeoffs in 

different ways. If the objective of the regulation 

of capital ratio requirements is financial stability, 

national authorities could be allowed to design 

different ways of reaching it. If they decide to im-

pose relatively lower capital ratio on their banks, 

they should say it explicitly, develop the reasons 

why this method is not suitable for the banks 

operating under their jurisdictions, and explain 

the alternative approaches that they are imple-

menting to reach financial stability. This would 

not equate to giving a blank check to banks and 

domestic authorities. On the contrary, this would 

force jurisdictions to explicitly state and clarify 

the rules to which banks are subject, but also to 

make plain the banking model and the business 

strategies that are being pursued or enhanced at 

the national level. As for the banks themselves, 

it would force them to explicitly formulate what 

their business model is, and to present it to the 

assessment of different stakeholders: investors, 

but also bank customers, elected officials and 

more generally, citizens. Whether or not the 

rules and strategies implemented by govern-

ments and banks to pursue financial stability 

are satisfying would be available for assessment 
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to all the stakeholders (law-makers, consumers 

groups, investors, engaged citizens, etc.), and 

not only the very few insiders capable of decrypt-

ing the actual implementation of capital ratio by 

banks. This second option might be disappoint-

ing in that it recognizes that the world of bank-

ing remains complex, heterogeneous, and an 

essential element of domestic politics. However, 

it might also be more pragmatic as well as more 

democratic and thus more effective to preserve 

financial stability in the longer-run.
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