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Preface 

Controversy attends the quality control (QC) systems in the Food 
Stamp, Medicaid, and Aid to Families With Dependent Children 
Programs. That controversy, as well as the depths of feelings of all 
who have made their interests known to the panel, have made our 
task challenging and meaningful. It has been my pleasure to chair 
the panel appointed by the National Research Council to examine 
the quality control systems in question. 

The panel would like to acknowledge all of the people who have 
given their assistance to, and provided support for, the panel's 
work. Many people offered to the panel their time, opinions, 
analyses, and insights into quality control. Individuals in public 
service and private firms, representing particular interests or their 
personal views, made contributions to our work. Many people 
throughout federal and state welfare agencies and various interest 
groups provided much help. Unfortunately, there are too many to 
be acknowledged here individually. The panel is most grateful to 
all of these people for their contributions. 

The panel itself consists of individuals with varied experi
ences and views, some forged in public service and others in the 
disciplines of statistics and quality control. These views created 
intensive and divergent debates. In the end, the report that the 
panel has produced expresses a basic and fundamental consensus. 
David Swoap's disagreement and ultimate dissent on one funda
mental issue-that of the proper scope of quality control in the 

vii 
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family assistance programs-helped to hone the panel's majority 
view on this basic issue. 

The panel is greatly indebted to its staff for their effective 
work. We are particularly indebted to Dennis A.ffholter and 
Fredrica Kramer, the panel's study director and associate study 
director, respectively. They managed to organize and prepare 
a report that carefully reflects the panel's thinking and views, 
while making their own significant intellectual contributions. They 
pushed for needed clarifications when divergent views existed 
among the panel members, and they worked to accommodate 
those views within the context of the panel's consensus. 

The panel also would like to express special appreciation to 
Gary Causer, research associate, for his efforts in describing mod
ern thinking about quality, and Judy Uhlmann and Elaine Mc
Garraugh, research assistants, for their substantial efforts in or
ganizing the basic data for the analysis. Deborah Reischman and 
Patrice Snowden served as administrative secretaries to the panel. 
We could not have devoted our time and energy to the difficult 
matters at hand except for the smooth logistics that characterized 
all of our meetings. 

We are also indebted to the panel consultants who assisted 
our work by developing working papers on a variety of subjecte
Michael Cohen, Tore Dalenius, Richard Royall, and Wray Smith. 
Their papers were of great help to the panel. 

The panel appreciates the assistance and support given it by 
staff officers of the National Research Council. David Goslin, ex
ecutive director of the Commission on the Behavioral and Social 
Sciences and Education, provided the institutional backing to ex
pedite every step of the process, from proposal development to 
the review and release of the panel's report. Eugenia Grohman, 
associate director for reports of the Commission, effectively man
aged editorial work on the report, and also provided the detailed 
follow-up required to meet the panel's tight schedule. Edwin Gold
field, director of the Committee on National Statistics, and Miron 
Straf, research director of the Committee, helped in establishing 
the panel and supporting its work. 

Reviewers of this report from the Commission and from the 
Committee also are to be commended. Not only did their reviews 
substantially improve the panel's report, but they shouldered their 
review responsibilities under the same tight time echedule that the 
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Summary and Recommendations 

SUMMARY 

Background 

In 1 981 the Food and Nutrition Service of the U.S. Department 
of Agriculture began imposing financial penalties for states with 
excessive overpayment error rates in the implementation of the 
Food Stamp Program. Fourteen states were initially notified of 
sanction liabilities for fiscal 1981 , totalling $29 million; for 1985, 45 
states and 3 other jurisdictions operating the Food Stamp Program 
were notified of sanction liabilities that total $201 million. Aid to 
Families with Dependent Children and Medicaid-the two other 
major family assistance programs-also levy financial penalties for 
excessive overpayments. Observers estimate that by 1989 the total 
financial liabilities of the states for all three programs will be at 
least $3 billion, if the current systems for levying penalties remain 
in place. 

Almost all of the states have appealed the sanctions through 
the administrative process, and several states are disputing Food 
Stamp liabilities for fiscal 1981 through the courts . In the face 
of accelerating confrontation and litigation, Congress in the Food 

1 
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2 RETHINKING QUALITY CONTROL 

Security Act of 1985 instituted a temporary moratorium on the 
collection of sanctions, and it mandated studies of the system 
through which the sanctions are determined, the quality control 
system. 

The Panel's Charge 

Congress directed the Secretary of Agriculture to study the quality 
control (QC) system used in the Food Stamp Program and to con
tract with the National Academy of Sciences for an independent 
study. In separate legislation, Congress also directed the Secretary 
of Health and Human Services to study the QC systems used for 
the two other programs-Aid to Families With Dependent Chil
dren (AFDC) and Medicaid-and to contract with the Academy 
for an independent study of those QC systems. The Panel on 
Quality Control of Family Assistance Programs was set up under 
the Committee on National Statistics to carry out these studies. 

The separate congressional mandates have resulted in separate 
reporting schedules. This first report of the panel focuses primarily 
on the QC system for the Food Stamp Program. The panel's 
second report will cover the quality control systems for the AFDC 
and Medicaid Programs. The panel notes that in all states the 
state agency that determines eligibility and benefits for the Food 
Stamp Program also determines AFDC eligibility and benefits; 
in many states, the same agency also determines eligibility for 
Medicaid . Consequently, the panel's second report, which will 
consider program operations for AFDC and Medicaid, may also 
have material that is relevant to operations of the Food Stamp 
Program. 

The congressional mandates contain two charges: (1) to study 
"how best to operate" the quality control systems "in order to 
obtain information . . . to improve the quality of administration" 
of these three programs, and (2) to provide a reasonable basis 
upon which to withhold federal funding from states with "exces
sive levels of erroneous payments." The panel interprets its charges 
broadly : improving the quality of administration must be linked 
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SUMMARY AND RECOMMENDATIONS 3 

to the achievement of program objectives; hence, maintaining fi
nancial accountability must also serve those ends.* 

On the basis of its analysis, presented in this report, the panel 
recommends a new system to replace the current quality system 
for the Food Stamp Program. 

Family Assistance Programs, Quality Control, 
and the Current Controversy 

The Food and Nutrition Service (FNS) in the U.S. Department 
of Agriculture (USDA) is responsible for the Food Stamp Pro
gram, for which federal expenditures will be about $1 2 billion in 
fiscal 1 987. The Office of Family Assistance (OFA) in the U.S . 
Department of Health and Human Services (HHS) is responsible 
for AFDC. Fiscal1 987 federal expenditures for AFDC will be $8-
1 0  billion. The Health Care Financing Administration (HCFA) 
in HHS is responsible for Medicaid. In fiscal 1987 federal expen
ditures for Medicaid will be about $27 billion. Together these 
programs account for just over 4 percent of the federal budget, 
but about 40 percent of federal spending for benefit programs to 
assist poor people. 

All three family assistance programs are administered by the 
states, either directly or through local agencies, often by the same 
agency. In all three programs, state and federal governments 
share the costs of administration . The federal government pays 
all of the benefit costs (food stamp issuances) in the Food Stamp 
Program, while states share in the benefit costs (payments) of 
both AFDC and Medicaid. States exercise a variety of policy 
prerogatives in all three programs, although the prerogatives are 
much more circumscribed under the Food Stamp Program. The 
exercise of these prerogatives creates intergovernmental conflict, 
since each jurisdiction has its own interests in policy and program 
administration. 

Since the imposition of financial penalities in fiscal 1981 ,  every 
state but one has been found liable for some penalties under the 
QC provisions of the programs under study. The imposition of 
these penalities has heightened the current controversy and led 

• A panel member diuen'• from 'hia in,erpre'a'ion and from several 
poin'• in 'he panel's analysis and four of i'• recommenda,iona; aee Appendix 
A. 
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4 RETHINKING QUALITY CONTROL 

to the congressional mandates for the NAS studies. But that 
controversy also exposes the divergence of interests among those 
concerned with the administration of family assistance programs 
and the appropriate use of quality control systems in them. 

To the federal government , the penalties represent one way of 
controlling program costs due to fraud and abuse and other so
called "misspent" funds. To some representatives of client interests 
the quality control systems raise concerns about denial of needed 
benefits. To the states, the systems represent a combination of 
these concerns, perhaps dominated by their financial liabilities . 
The panel finds that each of these perspectives represents policy 
objectives that "quality control" and management improvement 
systems can and should address. 

Under federal law, state agencies operate quality control sys
tems for all three programs. Since its inception in 1964, the quality 
control system for AFDC has focused consistently on overpayment 
errors, although underpayment (and certain nonpayment) errors 
are measured. A major change in 1 970 established the QC system 
now used in AFDC; the AFDC QC system provided the model 
for the Food Stamp and Medicaid QC systems. The quality con
trol systems in all three programs focus primarily on one type 
of payment inaccuracy, overpayments to eligible households or 
individuals and payments to ineligible households or individuals. 

Since the 1960s, concerns have been raised in Congress about 
growing caseloads and costs, beginning with AFDC but extend
ing to Food Stamps and Medicaid, and those concerns became 
linked with concerns about ineligibility and overpayments and 
about fraud and abuse. But caseload growth reflected the influ
ence of many factors, including social, demographic, cultural, and 
economic factors and policy changes. Particularly in the Food 
Stamp Program, some caseload growth resulted from explicit pol
icy choices that expanded the eligible population and also in
creased participation rates among eligible households. 

The current QC systems do not measure the achievement of 
program objectives other than payment accuracy. For the Food 
Stamp Program, such other objectives include improved nutri
tional status, effective coverage of the eligible population, and the 
timely provision of benefits to eligible applicants. 

Efforts to hold state agencies accountable to QC-based per
formance standards can be traced at least to 1973, although the 
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SUMMARY AND RECOMMENDATIONS 5 

imposition of financial sanctions and disallowances on state agen
cies began only for fiscal 1981 .  Currently, the "official payment 
error rates• on which state-level performance standards are based 
are set at 5 percent for the Food Stamp Program and 3 percent for 
AFDC and Medicaid . Official fiscal 1984 estimates of the national 
payment error rates are 8.6 percent for Food Stamps, 6.0 percent 
for AFDC, and 2. 7 percent for Medicaid. 

The Food Stamp Program 

Sampling and Reviews 

The QC system for the Food Stamp Program has been charac
terized as a two-tiered system of state and federal government 
activities. State Food Stamp officials sample monthly from their 
active cases and "negative case actions• (terminations or denials 
of benefits) , and state QC reviewers verify the accuracy of eligi
bility and benefit determinations in the sampled cases. Federal 
officials in regional offices subsample the completed QC reviews 
and re-review those case findings. 

The state sample designs and sampling procedures must be 
approved by FNS and must meet prescribed standards for prob
ability samples with minimum specified sample sizes, which vary 
with the size of a state's caseload. Federal law and regulations pro
vide the standards for QC review findings. Before 1982 , however, 
state plans that were approved by FNS provided standards for QC 
review findings. Federal-state disagreements on case findings are 
resolved through arbitration, first in regional FNS offices, then, if 
needed, in the national office. 

Estimates of Error Rates 

FNS estimates the official payment error rate, which includes the 
value of payments to ineligible recipients and the value of overpay
ments to eligible recipients. This payment error rate is based on the 
federal sample review data adjusted by data from the state sample 
reviews to improve accuracy. FNS also estimates an error rate for 
underpayments, again using this combined approach. In the state 
QC samples alone, FNS estimates an error rate for negative case 
actions-terminations or denials of benefits to eligible recipients. 
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6 RETHINKING QUALITY CONTROL 

However, the last two error rates, for underpayments and for neg
ative case actions, are not included in the official payment error 
rate and therefore do not contribute to financial penalties. 

For the period from fiscal 1980 through fiscal 1984, the re
ported annually national payment error rates show some decline :  
9 .5 1 ,  9 .90, 9 .55 ,  8.32, and 8.64 percent , respectively. The reported 
national underpayment error rates have hovered just under 2.5 
percent for those 5 years. FNS reported negative case action error 
rates only through fiscal 1983, and these show a decline from about 
4.0 percent in fiscal 1980 to 2.9 percent for fiscal 1983. 

Sanctions and Rewards 

If a state's official payment error rate is larger than the established 
performance standard, the state is notified of its potential liability 
for sanction. For each of the first three percentage points above 
the performance standard of 5 percent (5.00+ to 6.00 percent, 
6.00+ to 7.00 percent , and 7.00+ to 8 .00 percent) , the state loses 
5 percent of its federal funding for administration. For error rates 
above 8 percent, each additional percentage point costs the state 
10 percent of its federal share for administrative costs. A state 
with an official error rate between 7 and 8 percent would incur a 
15 percent loss in its federal administrative funding, but a state 
between 8 and 9 percent would incur a 25 percent loss. Because of 
this so-called step function, a small change in a state's error rate, 
say from 7.99 to 8.01 percent , can make a big difference in federal 
penalties . 

States can also receive a performance-based bonus-60 per
cent instead of 50 percent of administrative costs from FNS-if the 
sum of a state's official payment error rate and its underpayment 
error rate meets or falls below the standard set for the payment 
error rate, and if the state's negative case action error rate also 
meets a standard set by the Secretary of Agriculture. Currently, 
the standard for the negative case action error rate is simply the 
national estimate for that error rate. 

Waivers and Appeals 

A state may request a waiver of its sanction liability for "good 
cause" as specified in the Food Stamp Act . Whether or not it seeks 
such a waiver, a state may appeal the liability established by FNS, 
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SUMMARY AND RECOMMENDATIONS 7 

to a Grants Appeals Board that consists of USDA headquarters 
staff who do not work in FNS .  Following the Board's decision, a 
state may file suit in a U.S .  District Court . 

Evaluation of QC System 

Strengths and Weaknesses in the Food Stamp QC System 

The panel finds that the Food Stamp QC system has certain 
strengths, which should not be lost in efforts to improve it . The 
current system produces and reports annual estimates of state 
payment error rates that can be tracked over time; such data 
were unavailable before the system was implemented. Producing 
those estimates is a complex job and for the most part it is done 
on schedule. Compared to some public programs with similar 
missions, the QC systems used in the family assistance programs 
a.re relatively sophisticated. The administrative resources required 
for the QC work represent a resource upon which to build. And 
the pervasive emphasis on doing good work throughout the Food 
Stamp Program, reinforced by the current QC system, ought not 
to be lost as changes are made. 

The Food Stamp QC system primarily serves the federal gov
ernment's interest in monitoring one kind of payment accuracy, 
overpayments. It offers little to state and local program managers 
in support of continued improvement in administration. The QC 
emphasis on overpayments may also lead to the neglect or detri
ment of important program objectives other than overpayment 
accuracy. Some critics of the QC system, for instance, claim that 
"case churning" {recipients or eligible applicants losing benefits 
for a short time, for procedural reasons) is a direct result of eli
gibility determination procedures designed to protect against the 
possibility of overpayment errors. The current QC system also 
fails to address the problem of state agency responses to sanction 
liabilities that may directly conflict with the achievement of other 
program objectives. 

The panel finds that federal monitoring of states' performance , 
and the connection between measured performance and financial 
consequences to promote improved performance, can be improved . 
The current performance standard ignores state-to-state differ
ences in caseload mix that may be beyond the control of state ad
ministrators and that may influence measured performance. The 
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8 RETHINKING QUALITY CONTROL 

panel also finds problems with the regression-adjusted estimator, 
now used to determine official payment error rates. In addition , 
QC sample designs cause the reliability of state-level estimates to 
vary from state to state. AB a result, the risk of oversanction or 
undersanction due to sampling error varies from state to state. 
Furthermore, FNS violates sound statistical reporting practice by 
failing to routinely calculate and publish estimates of sampling 
error. Finally, the current sanction and reward structure provides 
inconsistent incentives for improving performance because of the 
step function for sanctions and the single bonus awarded at one 
performance threshold. 

The Concept of Quality Improvement 

Quality improvement experts take a broad view of quality and its 
management, and the panel finds that view relevant to the Food 
Stamp Program. Quality improvement involves a broad range of 
activities designed to assist in the achievement of program ob
jectives. Systems for quality improvement include three kinds of 
activities : process control, process improvement, and service or 
program improvement. Process control is concerned with main
taining performance at the limits of capability of a process as 
designed. Process improvement examines possibilities for process 
redesign to improve performance capability. Service or program 
improvement considers questions of program redesign to better 
satisfy existing objectives or to serve different program objectives. 

Quality improvement systems require both routine and spe
cial studies of performance , measured against a broad array of 
program and policy objectives. The panel finds that certain fea
tures of comprehensive quality improvement systems are relevant 
to family assistance programs: quality improvement is driven by 
the analysis of performance data that measure the achievement of 
program objectives; quality improvement requires timely feedback, 
so that the responsible officials have the needed access to perfor
mance information; and quality improvement requires action that 
is consciously designed to improve performance and is monitored 
and assessed to ensure its effectiveness. These features apply at all 
levels in a service operation, from the point of delivery to the cen
tral office, although the studies, measures, and tools most useful 
for one level may differ from those most useful at or for another. 
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SUMMARY AND RECOMMENDATIONS 9 

The panel finds that the Food Stamp QC system lacks many 
of the elements of a comprehensive quality improvement system. 
For process control and for planning process improvements, state 
and local managers require more performance data, at lower levels 
of aggregation, than are now provided through the QC system. 
Furthermore, the federal government also has an interest in state 
and local improvements: it is only at the point of service delivery 
that the federal government's program objectives may be realized. 
The current QC system does not serve that interest well . 

RECOMMENDATIONS 

The panel recommends a number of changes that together will 
render the QC system a more effective tool for quality improve
ment. This section summarizes the panel's recommendations for 
a new quality improvement system. The panel's detailed rec
ommendations follow this section, and a full discussion of the 
recommendations appears in Chapter 6. 

Basic Structure for Quality Improvement 

The so-called two-tiered "quality control" system hinders quality 
improvement and unnecessarily fosters conflicts among state and 
federal participants. Federal monitoring activities for payment 
accuracy should be separated from other state and federal quality 
improvement activities (recommendation 1) .* 

Improving quality requires that performance measures reflect 
the achievement of program objectives. H the measures do not 
represent all important objectives, the quality improvement system 
may promote some to the neglect of others. Performance measures 
to be used in quality improvement systems for the Food Stamp 
Program should reflect broadly the intent expressed in the Food 
Stamp Act (recommendation 2) .* 

Building State Quality Improvement Systems 

States should develop their own quality improvement systems but 
with federal assistance and guidance . In order for that develop
ment to occur, Congress should mandate a 5-year maintenance 

• A panel member diuen�a; see Appendix A. 
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10 RETHINKING QUALITY CONTROL 

of fiscal effort for state QC activities to protect current resources 
from competitive budget pressures. States should redirect the use 
of those resources to building more effective state and local qual
ity improvement systems (recommendation 3) . Federal and state 
agencies should work cooperatively, jointly, to expand their qual
ity improvement activities, with the federal government taking 
a lead role for the provision of various forms of assistance ( rec
ommendation 6) . Federal and state agencies also should use this 
5-year period to evaluate the states' emerging quality improve
ment systems to determine how much to spend on those systems 
(recommendation 4) and to develop and refine other performance 
measures to which states could be held accountable (recommen
dation 5) . 

Federal Monitoring and Holding States Accountable 

The panel proposes that Congress and FNS also adapt a broad 
quality improvement perspective to the task of monitoring state 
performance . Quality improvement systems should be designed 
to identify and attend to systemic problems in performance and 
to assign the responsibility for improving performance to the ap
propriate levels and managers within the Food Stamp Program's 
service delivery system, some of which may be national and some 
of which may be state specific. 

Setting Performance Standards with 
Financial Consequences 

The panel precedes recommendations 7 through 11 with a caveat. 
The panel cannot set precise performance standards or magnitudes 
of sanctions and rewards tied to measures of achievement against 
those standards: they are policy choices; the empirical evidence 
necessary to frame them precisely is not available; and they should 
change over time to reflect changes in capability. 

The panel offers these recommendations as a whole, however, 
to make clear its conclusions about the direction and relative 
magnitude of these choices, based on assumptions about capability 
and in order to promote desired changes in the current system. 

In the classic view, a quality control system for a program 
operating within attainable levels of performance sanctions and 
rewards only those performers at the extremes of performance. In 
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SUMMARY AND RECOMMENDATIONS 11 

the face of demonstrated improvements in performance from fiscal 
1980 through fiscal 1984, a QC system that finds three-fourths 
or more of its operating units to be performing poorly has one 
of two problems, or perhaps both: either the standards by which 
performance is judged are too stringent, or the QC system has 
failed to put in place the necessary quality improvement systems 
to achieve the performance levels indicated by the standards within 
the prescribed time period. In light of the evidence on improved 
state performance, a Food Stamp sanction and reward mechanism 
should identify only state agencies whose performance is unusually 
good or bad. 

Within this framework, the panel sets forth the key elements 
for a new quality system that would, in their related effects, set 
direction and relative magnitudes of sanctions and rewards: 

performance standards should change over time to reflect 
changing performance capabilities; 
when states are operating at attainable levels of perfor
mance, thresholds for sanctions and rewards should be 
set so that only states at the extremes of good or bad 
performance are subject to rewards or sanctions; 
standards should reflect state-to-state differences in case
load composition; 
the system should include rewards as well as sanctions 
that are calculated against benefit costs; 
measures of performance to which financial consequences 
are attached should include criteria in addition to over
payments; 
federally approved state plans should provide the mea
surement standards against which to assess performance. 

For this new system for setting sanctions and rewards, the panel 
recommends particular federal monitoring responsibilities. They 
include monitoring the consequences of sanctions within states 
that fall below the desired standard and special monitoring of and 
technical assistance for states with serious performance problems. 

The panel recommends that FNS set performance standards 
to reflect state-to-state differences in caseload composition with 
respect to groups of recipients that may be differentially prone 
to error (recommendation 7) . The panel also recommends that 
rewards as well as sanctions be established as a proportion of the 
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12 RETHINKING QUALITY CONTROL 

benefit dollars in error above or below established performance 
standards (recommendation 8).* With this change in determining 
the magnitude of sanctions, the panel notes that the proportion 
should be established such that a state's liability should not be 
substantially larger than that which would have been incurred 
under the current system. 

Rewards for good performance or penalties for bad perfor
mance should be based on reliable measures of the achievement of 
desired objectives. The panel finds that only data on payment or 
issuance inaccuracy are now widely available as reliable measures 
of program performance. Measures of underpayment errors and 
erroneous nonpayments, as well as overpayments and payments 
to ineligible recipients, should be included (recommendation 10) .* 
The panel recognizes that policy makers may differentially value 
different kinds of payment errors. Such preferences can be rep
resented by attaching numerical weights that correspond to the 
relative values of the different components of error, but the panel 
believes that each of the four types of error is important and that 
the weights should reflect this. 

The panel recommends that FNS resume approval of state 
plans in order to establish standards against which to hold states 
accountable . Only payment errors associated with violations of the 
state plans should be counted for the purposes of levying sanctions 
and awarding performance bonuses (recommendation 1 1) .  Federal 
reviewers should continue to collect information on other sources or 
causes of error, however, so that systemic problems of performance 
can be identified and corrected (recommendation 11) .  

The panel wishes to ensure both that appropriate corrective 
action is taken by poorly performing states and that state agen
cies do not take measures in order to pay QC penalties that hinder 
program administration or whose effect will directly conflict with 
other program objectives. The panel therefore recommends that 
FNS carefully monitor the consequences of sanction to ensure 
that corrective action is taken. It further recommends that such 
monitoring assess the consequences of sanction payments to state 
agencies and take appropriate steps to minimize the dysfunctional 
effects created by the burdens of sanctions (recommendation 9). 

• A panel member dissents; see Appendix A. 
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SUMMARY AND RECOMMENDATIONS 13 

The panel also recommends the establishment of a special Secre
tary's discretionary fund, for the provision of aggressive technical 
assistance to and on-site monitoring of states with serious per
formance problems (recommendation 9) . The panel believes that 
under the new monitoring system, fewer states would be subject 
to sanctions and therefore that such careful monitoring of the 
consequences of sanctions is feasible. 

Sampling Error, Resolution of Differences, and 
Other Data Reporting 

The panel recommends that FNS/USDA establish procedures for 
state reviews of findings of erroneous issuances by federal review
ers and that those procedures include steps for the resolution of 
state-federal differences (recommendation 12) . The panel further 
recommends that FNS design samples for federal estimates of 
issuance inaccuracy, for which state agencies will be held account
able, to achieve equal precision in total issuance inaccuracy rates 
across states (recommendation 14). The panel also recommends 
that FNS routinely report estimates of the standard errors of all 
performance estimates that it publishes (recommendaton 13) . 

Resolving the Problems of Past QC Sanctions 

The panel recognizes that its recommendations for the develop
ment of quality improvement systems cannot feasibly be applied 
retroactively for resolving the pending QC-based sanctions under 
the Food Stamp Program. The panel therefore makes separate 
recommendations on how FNS can clear up the backlog. 

The recommendations on disputed sanctions are recommen
dations of expedience . FNS should use the lower bound of an 
interval estimate of payment error rates, for the years from fiscal 
1981 through fiscal 1987, to determine whether a state should be 
sanctioned (recommendation 15) .  Such a measure would mitigate 
some of the potential unfairness built into current sanctioning pro
cedures. However, FNS should use a point estimate for establishing 
the magnitude of a sanction once the sanction decision has been 
made in order to use the best estimate of the true error rate (recom
mendation 16) .  The panel has examined the regression-adjusted 
estimator currently used for estimating official error rates and it 
finds this estimator lacking for a variety of reasons. The panel is 
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14 RETHINKING QUALITY CONTROL 

exploring alternative estimators and will report its critique as well 
as proposed solution (s) in its second report. 

DETAILED RECOMMENDATIONS 

Recommendation 1: The FNS/USDA sampling and 
measurement activities for monitoring issuance accuracy 
in the Food Stamp Program should be made indepen
dent of state-level sampling and measurement activities 
for quality control, quality measurement , and quality im
provement.* 

Recommendation 2: Measures of quality should be 
set against broad program objectives, beginning with the 
language of intent in the Food Stamp Act. Federal perfor
mance measures should begin with payment accuracy but 
should be added to over time and as data from monitor
ing and evaluation activities permit greater breadth and 
specificity.* 

Building State Quality Improvement Systems 

Recommendation 3: Congress should mandate that 
state welfare agencies maintain current levels of effort 
in their quality control operations for 5 years and that 
state quality control resources be redirected toward the 
development of quality improvement systems. 

Recommendation 4: Congress, FNS, and the states 
should each set in place evaluations to determine appro
priate levels of support for quality improvement at the 
end of the 5-year maintenance-of-effort period. 

Recommendation 5: Congress and FNS should mount 
evaluation efforts during the 5-year maintenance-of-effort 
period to develop objective standards for expanding the 
scope and specificity of quality measurements to which 
states can be held accountable. 

Recommendation 6: The federal government should 
help states to develop quality improvement systems. It 

• A panel member diaeenu; see Appendix A. 
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should provide technical expertise and financial and regu
latory support and should disseminate information about 
best practices. FNS should support activities that include 
multistate, randomized experimentation with innovative 
practices and interagency cross-program efforts. State 
agencies should develop quality improvement strategies 
and share information with other states with similar needs 
or interests. 

Improving the Federal Monitoring System 

Recommendation '1: FNS should set performance stan
dards to reflect state-to-state differences in caseload com
position with respect to groups that are differentially 
prone to error. FNS should initially examine the pos
sibility of using at least three groups as likely candidates 
for such corrections at this time: all households with re
ported earnings, all nonearning households with one or 
more elderly recipients, and all other households . 

Recommendation 8: Sanctions and rewards should be 
calculated as a proportion of the benefit dollars in error 
above or below the performance standards. Because the 
base for calculating sanctions will be different from that 
under current procedures, the sanction proportion will 
need to be revised .* 

Recommendation 9: FNS should monitor the conse
quences of sanctions to ensure that corrective action is 
undertaken. Congress and FNS should take steps to min
imize potentially harmful effects on program administra
tion and program objectives, for example, in the structur
ing of payment schedules for sanctions. In addition, as a 
non-routine response to major deficiency findings, USDA 
should establish a special Secretary's discretionary fund 
for aggressive technical assistance and on-site monitoring 
when a state Food Stamp agency has been determined to 
have serious performance problems. 

Recommendation 10: The USDA should use estimates 
of issuance inaccuracy in the Food Stamp Program for the 

• A panel member diuenta; see Appendix A. 
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16 RETHINKING QUALITY CONTROL 

purpose of linking financial consequences to state agen
cies' performance, based on the absolute dollar value of 
each of four distinct types of errors: issuances to ineligible 
recipients, overissuances to eligible recipients, underis
suances to eligible recipients, and issuances that should 
have been made to applicants or recipients who were 
wrongly denied or terminated . Issuance inaccuracy rate 
estimates should be made for each type of error by divid
ing the estimates of the total dollar value of errors for each 
component by the total value of issuances actually made. 
The performance estimate upon which to make sanction 
and reward decisions should be based on a weighted av
erage of the four estimates of issuance inaccuracy rates. 
Although the panel believes that the determination of 
weights is a policy decision, it believes that each of the 
four types of error is important and that the weights 
should reflect this.* 

Recommendation 11: FNS should approve state plans 
for the Food Stamp Program, and the plans should con
stitute the criteria against which states are held finan
cially accountable. Federal reviewers should identify those 
sources of error that are associated with violations of the 
state plan. Federal reviewers should continue to report 
on the sources or types of errors that are now measured 
through QC systems. 

Recommendation 12: Under the new system that the 
panel recommends, FNS /USDA should establish a process 
to accommodate state differences with federal findings of 
issuance inaccuracies and should establish procedures for 
the timely resolution of differences through the national 
office with respect to those findings. 

Recommendation 13: FNS should routinely report es
timates of sampling errors for all performance estimates 
based on sample data. 

Recommendation 14: FNS should design samples for 
the purpose of estimating issuance inaccuracy rates to 
achieve equal precision across states. 

• A panel member diaents; see Appendix A. 
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Resolving Past Sanction Liabilities 

Recommendation 15: For the purpose of determining 
whether a state agency should be sanctioned under the 
current QC system for fiscal 1981 through fiscal 1987, 
FNS/USDA should use a lower bound for the yet-to-be
recommended estimator. The width of the interval be
tween the point estimate and the lower bound should be 
the same for all states. The width should be based on the 
estimated sampling error for the state agency with the 
largest sampling error in its payment error rate estimate. 
H the lower bound is at or below the sanction threshold, 
then a state would not be sanctioned. If the lower bound 
is above the threshold, then a state would be sanctioned . 

Recommendation 16: If the decision to sanction for 
years fiscal 1981 through fiscal 1987 has been made, the 
yet-to-be-recommended point estimate of payment error 
should be used to establish the magnitude of the sanction 
to be levied. 

17 
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1 
The Current Controversy 

BACKGROUND 

Since the imposition of financial penalties in fiscal 1981 ,  every state 
but one has been found liable for some penalties under the quality 
control ( QC) provisions of the three major family assistance pr� 
grams: Aid to Families With Dependent Children (AFDC) , Food 
Stamps, and Medicaid. Notifications of QC-based liabilities for 
fiscal 1985 for AFDC have been sent to 47 jurisdictions ( 43 states, 
the District of Columbia, Guam, Puerto Rico, and the Virgin Is
lands) ; 48 jurisdictions (45 states, the District of Columbia, Guam, 
and the Virgin Islands) have been notified of liabilities for fiscal 
1985 Food Stamp penalties. At stake are hundreds of millions of 
dollars per year: by some estimates, the total will be at least $3 
billion if the current system remains in place through 1989. For 
two of the largest state programs, in California and New York, 
liabilities already assigned through fiscal 1984 total $141 million 
and $123 million, respectively. 

Several states have jointly sued the U.S. Department of Agri
culture (USDA) over QC-based sanctions in the Food Stamp Pr� 
gram for fiscal 1981 .  Many states also have administrative appeals 
for fiscal 1981 pending within the U.S. Department of Health and 

18 
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THE CURRENT CONTROVERSY 19 

Human Services (HHS) , concerning QC-based sanctions for both 
Medicaid and AFDC. If the state welfare agencies lose their ap
peals in the Department, more legal actions can be anticipated. 

In the face of heightened tension and legal battles, the 99th 
Congress intervened. It placed a temporary moratorium on the 
collection of sanctions and disallowances based on the information 
reported from the quality control systems; it also directed the 
secretaries of USDA and HHS to conduct studies of the QC systems 
and to contract with the National Academy of Sciences (NAS) for 
"concurrent independent" study of those systems. 

THE PANEL CHARGE 

The congressional mandate is twofold, reflecting the goals of mak
ing QC systems serve state management purposes and of holding 
states accountable for payment accuracy. The Food Security Act 
of 1985, signed in December 1985, section 1538 (a) (1) , pertaining 
to quality control of the Food Stamp Program, states: 

(B) The study shall-

(i) examine how beat to operate such system in order to obtain 
information that will allow the State agencies to improve the quality 
of administration; and (ii) provide reasonable data on the basis 
of which Federal funding may be withheld for State agencies with 
exceaive levels of erroneous payments. 

Similarly, the Consolidated Budget Reconciliation Act of 1985, 
signed in April 1986, section 12301 (a) (1) , pertaining to the AFDC 
and Medicaid programs, states: 

The study shall examine how beat to operate such systems in 
order to obtain information which will allow program managers to 
improve the quality of administration, and provide reasonable data 
on the basis of which Federal funding may be withheld for States 
whh exceuive levels of erroneous payments . 

The panel interprets its charges broadly: improving the qual
ity of administration must be linked to the achievement of pro-
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20 RETHINKING QUALITY CONTROL 

gram objectives; hence , maintaining financial accountability must 
too serve those ends.* 

THE ROLE OF QUALITY CONTROL 

Despite the current controversy, few people oppose the idea of 
"quality control" in public programs. Quality control is of partic
ular interest for programs that provide money or in-kind services. 
The Food Stamp, AFDC, and Medicaid programs represent 40 per
cent of such federal benefit spending, and moreover, that spending 
represents money or services defined as necessary to provide min
imum cash, food, and medical care to people in need. Interest 
in quality control in these programs is heightened because they 
involve a web of federal, state, and local administrative relation
ships, which complicates their administration and generates a set 
of potentially conflicting interests. The current dispute accentu
ates the federal government 's interest in payment accuracy, but 
both state and federal governments have obvious interests in de
veloping quality control systems, as do welfare advocates. Those 
interests can be expressed in at least three ways. 

First , public officials at all governmental levels are accountable 
for the expenditure of funds; governments that delegate spending 
authority seek to ensure that the authority is properly executed. 
The intergovernmental delegation of spending authority for many 
family assistance programs makes public accountability particu
larly complicated and diffuse. Second, measures of program per
formance can provide useful information for the policy process and 
assist in making policy corrections. Federal and state policy mak
ers and others involved in the policy process all have an interest in 
identifying and understanding program achievements and limita
tions. Third , monitoring program operations through QC systems 
can promote administrative efficiency ; efficiency is of greatest in
terest to those directly responsible for program administration at 
the state and local level, but it may also result in cost savings at 
the federal level. 

• A panel member dissents from this interpretation and from aeveral 
points in the panel's analysis and four of its recommendations; see Appendix 
A. 
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THE PANEL STUDY 

This report deals primarily with quality control in the Food Stamp 
Program. It is the first report of the Panel on Quality Control of 
Family Assistance Programs. The panel has reviewed relevant lit
erature, and conducted field work . It has. amassed an extensive 
library of materials relevant to quality control, over 500 items 
currently. The panel has examined detailed QC data provided by 
the Food and Nutrition Service (FNS) , the arm of USDA that 
administers the Food Stamp Program at the federal level. It has 
reviewed the quality control and quality improvement literature , 
and it has reviewed relevant legislative history to better under
stand the context in which the QC systems have developed. 

The panel has reviewed the major QC evaluation research 
efforts that have been undertaken by the U.S. General Accounting 
Office, contract research firms, and others, from the formative 
days of QC to the present. And it has received dozens of detailed 
analyses from states, public interest organizations, and others with 
direct interest in the QC controversy and the panel's deliberations. 
The panel held six full panel meetings between July 1986 and May 
1987; for two full days, it heard testimony directly from several 
of the interested groups, as well as from representatives of the 
interested federal agencies. It has interviewed former and current 
federal officials with knowledge of federal QC history. The panel's 
staff also interviewed officials engaged in quality control in other 
public programs and in private industry. 

Members of the panel and staff visited local, state, and federal 
welfare programs to observe local intake and eligibility procedures, 
state QC review processes, and the federal re-review process. Dur
ing these site visits, panel members and staff interviewed line 
workers, line supervisors, welfare administrators, QC review staff 
at the state and federal level, and those responsible for corrective 
action planning, as well as technical and policy staff at the state 
and federal level. 

The visits covered a range of geographic regions and program 
types. Reviews were conducted in local or state programs in Cali
fornia, Georgia, Maryland, New Jersey, New York , North Carolina, 
South Carolina, Tennessee, and Wisconsin, and with officials from 
FNS ,  the Office of Family Assistance and the Health Care Fi
nancing Administration regional offices in Trenton , Philadelphia, 
Atlanta, and Sacramento. These lengthy visits served to introduce 
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22 RETHINKING QUALITY CONTROL 

the panel to the QC system at federal, state , and local levels. The 
panel also has undertaken an intensive analysis of the current sta
tistical techniques used for calculating official federal error rates 
and for imposing sanctions. 

The panel's work is not done, and under other circumstances 
it would have chosen to complete its work and release one report 
that covered all three QC systems. The panel recognizes, however ,  
the force of congressionally set schedules. Those schedules result 
in contractual obligations to submit a report to USDA and to 
Congress on the Food Stamp Program several months before a 
similar report is to be submitted to HHS and to Congress on 
AFDC and Medicaid. The congressional schedule also required 
that the panel compress a study schedule of what might otherwise 
take 2 years or longer into half that time. 

The staggered reporting schedule poses other difficulties for 
the panel . Although there are some differences between the QC 
systems in the three programs, they share much in common. Fur
thermore, at state and local levels, administration of these pro
grams is not so easily or so clearly distinguished as are the federal 
programs themselves. This report suggests a basic strategy for 
quality improvement with specific recommendations explicitly for 
the Food Stamp Program-though many of them are likely to 
be applicable to the other programs as well . The panel will con
sider issues of program interrelationships between the Food Stamp, 
AFDC, and Medicaid Programs in its second report . The panel's 
recommendations are in Chapter 6. They are preceded by the 
panel 's findings and analysis. Chapter 2 describes the nation's 
basic family assistance programs, the three programs under study, 
their trends over time, and the history of QC systems in those pro
grams. Chapter 3 describes the current QC system for the Food 
Stamp Program, Chapter 4 addresses the basic critiques of the 
current system, and Chapter 5 offers lessons from quality control 
experts. 
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2 
Quality Control in 

Family Assistance Programs 

The AFDC, Food Stamp, and Medicaid Programs serve related 
purposes and overlapping populations, and their quality control 
systems are similar. The Food Stamp and Medicaid quality control 
systems are modeled on the one developed for the AFDC Program 
in the early 1970s. Each focuses on measuring and controlling the 
cost of ineligibility and abuse. This chapter describes the context 
in which the current QC systems developed and in which they now 
operate: how the three programs fit into the larger framework of 
federal family assistance programs, how the programs work, how 
they have changed over time, and finally, how those changes relate 
to the development of quality control . 

FEDERAL BENEFIT PROGRAMS 

The combined total of federal spending for Food Stamps, AFDC, 
and Medicaid was more than $43 billion in fiscal 1985; estimates 
for fiscal 1987 by the Office of Management and Budget and the 
Congressional Budget Office are $47 and $49 billion, respectively. 
In fiscal 1985, the average monthly caseload for AFDC was 10.9 
million individuals, food stamps were issued to an average of nearly 
20 million individuals monthly, and nearly 22 million people per 

23 
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24 RETHINKING QUALITY CONTROL 

TABLE 1 Federa l Spend i ng for Human Resource Programs 1 9 8 5  

Program Category 

S oc i a l  Security 
I ncome Secur itya ( includes 

AFDC and Food Stamp s ) 
Med icare 
Hea l thb ( in c l udes Med i ca i d )  
Educat i o n , T ra i n i ng , Emp l oyment , 

and S oc i a l  S e rv i ces c 

Veterans Bene f i t s  a nd S e rv i c e s  

Tot a l  

Expend itures 
( in $ b i l l ions )  

1 8 8 . 6  
1 2 8 . 2  

6 5 . 8  
3 3 . 5  
2 9 . 3  
2 6 . 4  

4 7 1 . 9  

a inc ludes genera l reti rement and d i s ab i l ity i nsurance , 
fede ra l emp l oyee ret i rement and d i s ab i l ity , unemp l oyment 
compensation , hous i ng a s s i stance , food and nut r i t i on 
a s s i stance , and other i ncome secur ity . 

br n c l udes h e a l th care s e rv i ce s , hea l th resea rch , educat ion 
and tra i n i ng o f  hea l th care work force , and consumer and 
occupa t i o n a l  h e a l th and sa fety . 

C i nc l udes e l ementary , secondary , and vocat ional educat i o n ; 
h ighe r  educat ion ; research and general educational a id s ; 
tra i n i ng and emp l oyment ; other l abor services ; and s oc i a l  
s e rv i c e s . 

S ou rce : Data f rom O f f ice of Management and Budget ( 19 8 6c ) . 

month received services from Medicaid . Because the recipient 
populations overlap , many of the individuals counted in each of 
the caseloads may also be counted in the other caseloads. 

Despite these totals of cost and caseload, the three programs 
represent only a little more than 4 percent of the whole federal 
budget and only a small part of federal expenditures for bene
fit programs. They accounted for just over 9 percent of all hu
man resources spending in fiscal 1985, while spending for old age, 
survivors , and disability insurance benefits (commonly known as 
Social Security) accounted for 40 percent (see Table 1 ) .  

The three family assistance programs, however, account for 
about 40 percent of spending for benefit programs specifically 
targeted for people in need , which include housing assistance , 
Supplemental Security Income (SSI) , and many other, smaller 
programs. 
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QUALITY CONTROL IN FAMILY ASSISTANCE PROGRAMS 25 

A U.S. General Accounting Office (GAO) (1985) survey iden
tified obligations for 150 "benefit programs" that accounted for 
almost one-half of the federal budget. Although the study sur
veyed expenditures for fiscal 1983, relationships among programs 
have remained much the same. Of the programs surveyed, 95 were 
"noncontributory" or "needs based" : that is, recipients are not 
required to make any contributions to the benefit pool because 
they qualify on the basis of need. The remaining 55 were "in
surance based," such as Social Security, Medicare, unemployment 
compensation, and civilian and military pensions. The 95 needs
based programs accounted for only 18 percent of the $409 billion 
total expenditures for "benefit programs," or about 8.6 percent 
of the total federal budget for that year. Figure 1 approximately 
replicates the GAO construction, using fiscal 1985 budget figures; 
they illustrate the large portion of total federal spending that 
benefit programs represent, and the relatively small portion that 
constitutes the three programs under study. 

The five largest needs-based programs, however-Medicaid, 
Food Stamps, Supplemental Security Income (SSI) , AFDC, and 
Section 8 housing assistance-accounted for 63 percent of the total 
expenditures for the 95 needs-based programs studied for fiscal 
1983. Unlike the other three programs, neither SSI nor Section 8 
rent subsidies rely on state administration (although some states 
do supplement SSI payments) . The AFDC, Medicaid, and Food 
Stamp Programs, therefore, constitute the principal components 
of the intergovernmental system of needs-based assistance. Table 
2 shows federal spending levels for these three programs. 

AFDC, MEDICAID, FOOD STAMPS: 
BASIC CHARACTERISTICS, COMMON THREADS 

The AFDC, Food Stamp, and Medicaid Programs have multiple 
and related objectives, and serve overlapping populations. All 
three operate in the 50 states, the District of Columbia, Guam, 
and the Virgin Islands. AFDC and Medicaid also operate in Puerto 
Rico, and Medicaid operates in American Samoa and the Northern 
Mariana Islands. Since 1982 Puerto Rico has had its o�n block 
grant program to deliver food stamps. All three programs have 
experienced substantial growth in total program costs in the last 
two decades, and finally, share some important, common problems. 
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26 RETHINKING QUALITY CONTROL 

Total ($979 billion) Human Resources ($471 billion) 

FIGURE 1 Total Federal a.nd Human Resource Budgets, 1985 

a lncludes national defense, physical resources, a.nd other functions. 
blncludes health, education, training, employment , social services, a.nd vet
erans benefits a.nd services . 

Source: Data. from Office of Management a.nd Budget {1986b, 1986c) . 

Program Populations 

AFDC is the principal cash transfer program for needy children 
and their parents-mostly single mothers. At state option and 
with certain restrictions, coverage may be extended to fami
lies with a second, unemployed, parent-usually a father. Half 
of the states offer this "unemployed parent" program. Parents, 
guardians, and children who are over age 16 are entitled to AFDC 
benefits if they meet income and assets test and fulfill certain 
conditions . One such condition is the requirement to register for 
employment and training services unless exempted for specified 
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Q UALITY CONTROL IN FAMILY ASSISTANCE PROGRAMS 27 

TABLE 2 Federa l Spend ing for Fam i ly As s i stance Programs 
( in $ b i l l ions ) 

F i s c a l  1 9 8 5  
Program Actual 

Med icaid 2 2 . 8c 
Food Stamps 1 1 .  7 d 

AFDC 8 . oc 

F i s c a l  1 9 8 7  
Est imated 

OMBa 

2 6 . 7  
1 1 . 8  

8 . 0  

cBob 

2 7 . 3  
1 1 . 7  
1 0 . 1  

Note : The 1 9 8 5  f igures for Medicaid and Food stamps 
include adm i n i strat ion and bene f i t  costs ; the f i gure for 
AFDC includes bene f i t s  only . 

a oata from O f f ice o f  Management and Budget ( 1 9 8 6 a ) . 
b Data from Congress i on a l  Budget O f f ice , pers ona l 

commun ication . 
Coata from u . s .  Department of Hea l th and Human S e rv i c e s  

( 19 8 6 ) . 
doata from O f f ice o f  Management and Budget ( 1 9 8 6b ) . 

reasons, which include responsibilities for child or other dependent 
care, certain incapacities including age, work of at least 30 hours 
per week, and full-time school attendance for children over 16. 

Medicaid is the principal vehicle for providing health care to 
the nation 

,
s poor. It pays health care providers to serve all AFDC 

recipients, for whom Medicaid eligibility is automatic, and most 
SSI recipients. In addition, others who meet Medicaid eligibility 
criteria-a population defined as medically needy, including many 
in long-term care facilities-may be covered at state option. Medi
caid requires that certain health-care services be included in each 
state

,
s program, permits specific other services to be included at 

state option, and prohibits the expenditure of federal Medicaid 
funds for all other health-care services. 

The Food Stamp Program provides coupons (food stamps) 
redeemable for food or food products to people with low income. 
Since there are few conditions of eligibility other than need, the 
Food Stamp Program serves virtually anyone who can meet its 
income, assets, and work tests, including, for instance, working 
poor people, single individuals, the elderly poor (most of whom 

Copyright © National Academy of Sciences. All rights reserved.

Rethinking Quality Control:  A New System for the Food Stamp Program
http://www.nap.edu/catalog.php?record_id=18900

http://www.nap.edu/catalog.php?record_id=18900


28 RETHINKING QUALITY CONTROL 

also receive SSI) ,  and AFDC recipients who meet the program's 
income and assets tests. While it does not serve individuals in 
long-term care facilities, the program does offer assistance under a 
variety of conditions to low-income individuals who live in group 
settings, in certain treatment facilities, and who receive prepared 
meals. 

Program Structures 

The federal government sets certain national standards for, and 
restrictions on, state and local administration of the AFDC, Medi
caid, and Food Stamp Programs. Federal policy, starting with 
AFDC and later with Food Stamps and Medicaid, evolved from a 
tradition of local control . AFDC was added on to a set of tradi
tionally local activities serving the poor, and the other programs 
added on to it . All three programs preserve shared federal, state, 
and local responsibilities, although state prerogatives and financial 
participation in Food Stamps are more restricted than they are 
in AFDC and Medicaid. State and local agencies responsible for 
the administration of AFDC also administer key functions of the 
other welfare programs. Therefore ,  the administration of AFDC 
at the state and local level dominates and largely determines the 
setting in which the Food Stamp Program is administered. 

AFDC 

AFDC is authorized under Title IV of the Social Security Act. 
State agencies administer the program or supervise local admin
istration. There is no national benefit standard or standard of 
need: states set standards of need, and they establish benefit lev
els against their own standards; therefore, they may pay less than 
what they themselves have defined to be minimum standards of 
need. 

The federal government 's share of benefit costs is based on a 
formula that reflects state per capita income; hence, the federal 
government bears more of the cost in poorer states. The federal 
share of benefit costs can vary between 50 and 83 percent. For 
program administrative costs, most are split 50-50 between fed
eral and state governments, and local governments may share some 
portion of the state costs where AFDC is locally administered un
der state supervision. Federal sharing of administrative costs is 
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QUALITY CONTROL IN FAMILY ASSISTANCE PROGRAMS 29 

higher for certain expenditures, including design and implementa
tion of automated claims processing. 

The federal government places many restrictions on who may 
receive AFDC benefits. The law mandates the maximum amount 
of resources a recipient household may have-$1 ,�with certain 
"exclusions" and "disregards. • The law also mandates various re
cipient safeguards, reporting requirements, and other conditions 
concerning eligibility, participant compliance, and state adminis
trative responsibilities. 

Although the principal benefit of AFDC is cash payments, 
the program may, and in some cases must, provide for a variety of 
other services toward the goals of achieving rehabilitation and self
sufficiency. These include, for example, family planning services, 
employment and training services, certain forms of emergency 
assistance, and social and supportive services. 

Since the federal government does not administer AFDC di
rectly, states and localities must carry out the needed referrals, 
administrative linkages to other programs, or direct service provi
sion. Thus, often complicated linkages have been attempted to a 
variety of other social and rehabilitation services, including those 
administered by the state employment services, the local admin
istrators of the Job Training Partnership Act, a variety of state 
and local social service agencies, and the state child support en
forcement system. Since AFDC also confers categorical eligibility 
for health care through Medicaid, a separate set of relationships is 
necessarily created with the state's health care providers. 

Medicaid 

Medicaid is authorized under Title XIX of the Social Security Act. 
AB with AFDC, state and local agencies operate the program: they 
certify recipients' eligibility and pay providers. State and local 
welfare agencies determine eligibility for most Medicaid recipients. 
All AFDC recipients and most SSI recipients are categorically 
eligible for Medicaid. In addition, states may extend coverage to 
individuals who by certain criteria are determined to be medically 
needy. Medicaid has its own set of intergovernmental relationships 
deriving from its population in institutions and long-term care 
facilities and its relationship with health care providers. 

The federal government reimburses states for all covered 
health-care services by a formula that, as with AFDC, is inversely 
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30 RETHINKING QUALITY CONTROL 

related to state per capita income, and pays between 50 and 83 
percent of benefit costs (except for family planning services, which 
are 90 percent reimbursed) . Administrative costs are split 50-50, 
with some exceptions that include the development of automated 
claims processing systems and control of fraud and abuse. 

The law requires that Medicaid provide inpatient and out
patient hospital services, laboratory and X-ray services, skilled 
nursing facility care for people over 21,  some home health services, 
early periodic screening diagnosis and treatment (EPSDT) for peo
ple under 21 ,  family planning services, and physicians' services. In 
addition, states have many prerogatives concerning services that 
will be covered under their Medicaid programs. Optional services 
include drugs, services in intermediate care facilities, eyeglUBes, 
and inpatient psychiatric care for people between 21 and 65. States 
also may set limits on the amount of care in different categories. 
States must provide certain services if they provide coverage to the 
medically needy. The Tax Equity and Fiscal Responsibility Act of 
1982 also permits states to impose "nominal" copayment charges, 
with exceptions for certain recipient groups and certain services. 

Food Sta.mps 

The Food Stamp Program, as currently constituted, is authorized 
by the Food Stamp Act of 1977 and subsequent amendments. 
Unlike AFDC and Medicaid, the Food Stamp Program is wholly 
federally designed and benefits are wholly federally funded. The 
program also requires fewer links with other programs than does 
AFDC . But the operations of the Food Stamp and AFDC Pro
grams are intermingled at the state and local level in at least two 
ways. On a mechanical level, Food Stamps is administered by 
the same state agencies that administer AFDC. State agencies' 
procedures must provide for a single interview for food stamp re
cipients who may qualify for AFDC despite different income rules 
and different eligibility verification procedures. And while SSI re
cipients may apply for food stamps at Social Security offices, the 
state AFDC agency still certifies eligibility, determines benefits, 
and issues coupons. On a policy level they became intermingled 
because income determines Food Stamp benefits. Since AFDC 
grants count as income in such determinations, states may set 
their AFDC benefits to take into account the value of food stamps 
as an offset to the valuation of AFDC benefits. 
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As with AFDC and Medicaid, state agencies are reimbursed 
for 50 percent of their Food Stamp administrative costs. Also, as is 
true for AFDC, certain administrative activities, including inves
tigations and prosecutions and certain automatic data processing 
activities, are reimbursed at a higher rate. 

The Food Stamp Program's principal objectives are to al
leviate hunger and malnutrition among low-income households. 
There are few services mandated other than the provision of food 
stamps to achieve these program objectives. Though the vehicle 
of delivery is normal channels of trade, there is some expectation 
that stimulating food purchasing power will benefit the nation's 
agriculture by promoting, in the words of the 1977 Act, " . . .  
the distribution in a beneficial manner of the nation's agricultural 
abundance . . . .  " Little else in the enabling legislation emphasizes 
this link. 

Program Changes Over Time 

Although it is arguable whether the basic objectives of the pro
grams have changed substantially over their respective lives, the 
programs have expanded coverage-either through incremental 
changes in administrative procedure or by explicit legislative 
changes. As a result of this expansion and other forces external to 
the program, they have experienced enormous growth in the last 
two decades, in both populations served and in program expendi
tures. Tables 3 through 5 and Figures 2 through 4 illustrate that 
growth for the Food Stamp, AFDC, and Medicaid Programs. 

Expenditure and caseload growth have been a concern since 
the 19608 in the AFDC program. That concern was an impor
tant factor in the focus on ineligibility in the creation of AFDC's 
quality control system; the Food Stamp quality control system, in 
tum, grew out of that history. In fact, the major growth occurred 
at different times and for different reasons in each of the programs. 
While costs have risen for all three programs, the AFDC caseload 
has actually been relatively stable since the early 1970s; the Medi
caid caseload has been stable since 1975 (although its cost has 
risen faster than the costs for AFDC and Food Stamps) ; the Food 
Stamp Program caseload started to decline only recently. And 
when expenditure growth is adjusted for inflation, growth in real 
costs is not nearly as substantial as it appears when expressed in 
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TABLE 3 Food stamps Expenditures and Caseload , 1 9 6 4 -8 5 

Year 

1 9 6 4  
1 9 6 5  
1 9 6 6  
1 9 6 7  
1 9 6 8  
1 9 6 9  
1 9 7 0  
19 7 1  
1 9 7 2  
1 9 7 3 
1 9 7 4  
1 9 7 5  
1 9 7 6  
1 9 7 7  
1 9 7 8  
1 9 7 9  
1 9 8 0  
1 9 8 1  
1 9 8 2  
1 9 8 3  
1 9 8 4  
1 9 8 5  

Out l aysa 

( in $ mi l l ions ) 

3 0 . 5  
3 4 . 4  
6 9 . 5  
1 1 4 . 1  
1 8 4 . 7  
2 4 7 . 8  
5 7 6 . 8  

1 , 5 6 7 . 7  
1 , 9 0 9 . 2  
2 , 2 0 7 . 5  
2 , 8 4 4 . 8  
4 , 5 9 9 . 0  
5 , 6 3 2 . 0  
5 , 3 9 8 . 8  
5 , 4 9 8 . 8  
6 , 8 2 1 .  7 
9 , 1 1 7 . 1  

1 1 , 2 5 2 . 9  
1 1 , 0 1 4 . 1  
1 1 , 8 3 9 . 2  
1 1 , 6 5 1 . 0  
1 1 , 7 0 1 . 1 

Note : Expend iture data inc l ude admini strative 
costs . 

aoata from O f f ice of Management and Budget 
( 1 9 6 1 - 1 9 8 4 ) . 

boata from u . s .  Congress , Senate ( 1 9 8 5 : 1 6 7 - 1 7 2 ) . 

Case1 oadb 

( in thous ands 
o f  peop l e )  

3 6 6 . 8  
4 2 4 . 7  
8 6 4 . 3  

1 , 4 4 7 . 1  
2 , 2 1 0 . 0  
2 , 8 7 8 . 1  
4 , 3 4 0 . 0  
9 , 3 6 7 . 9  

1 1 , 1 0 9 . 1  
1 2 , 1 6 5 . 7  
1 2 , 8 6 1 . 5  
1 7 , 0 6 4 . 2  
1 8 , 5 4 8 . 7  
1 7 , 0 7 7 . 1  
1 6 , 0 0 0 . 8  
1 7 , 6 5 2 . 9  
2 1 , 0 7 1 . 0  
2 2 , 4 3 0 . 6  
2 2 , 1 3 3 . 4  
2 1 , 6 2 1 . 4  
2 0 , 8 6 7 . 5  
1 9 , 9 00 . 0  

current dollars. But the perception of growth is related to current 
dollars. 

There have been many explanations for the caseload and ex
penditure growth. Some growth was clearly due to explicit legis
lated changes. AFDC's caseload has changed dramatically both in 
size and composition since 1935, due to changes outside the pro
gram, as well as to two explicitly legislated expansions in coverage. 
The population receiving food stamps and the size of benefits have 
been expanded by explicit and repeated changes in the law. Some 
growth represented shifts from one funding source to another. For 
instance, prior to 1974 many individuals who later participated in 
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TABLE 4 AFOC Expend itures and Casel oad , 1 9 6 0 - 8 5  

Yea r  

1 9 6 0  
1 9 6 1  
1 9 6 2  
1 9 6 3  
1 9 6 4  
1 9 6 5  
1 9 6 6  
1 9 6 7  
1 9 6 8  
1 9 6 9  
1 9 7 0  
1 9 7 1  
1 9 7 2  
1 9 7 3  
1 9 7 4  
1 9 7 5  
1 9 7 6  
1 9 7 7  
1 9 7 8  
1 9 7 9  
1 9 8 0  
1 9 8 1  
1 9 8 2  
1 9 8 3  
1 9 8 4  
1 9 8 5  

Bene fit Paymentsa ( in $ m i l l ions ) 

Federa l Share 

6 1 1 . 2  
6 5 5 . 9  
7 7 0 . 2  
8 2 6 . 8  
8 8 3 . 0  
9 5 6 . 5  

1 , 0 3 1 . 0  
1 , 1 7 0 . 5  
1 , 4 04 . 4  
1 , 7 1 7 . 2  
2 , 1 8 7 . 0  
3 , 0 08 . 3  
3 , 6 1 1 . 9  
3 , 8 5 6 . 1  
4 , 0 7 1 . 3  
4 , 6 2 5 . 5  
5 , 2 5 7 . 8  
5 , 6 2 5 . 6  
5 , 7 0 1 . 3  
5 , 8 2 5 . 4  
6 , 4 4 8 . 4  
6 , 9 2 8 . 0  
6 , 9 2 2 . 3  
7 , 3 3 2 . 2  
7 , 7 2 1 . 7  
8 , 0 2 7 . 2  

Total 

1 , 0 2 1 . 1 
1 , 1 1 9 . 0  
1 , 3 3 8 . 6  
1 , 4 2 5 . 9  
1 , 5 3 6 . 8  
1 , 7 2 4 . 9  
1 , 8 5 9 . 0  
2 , 06 5 . 2  
2 , 5 4 1 . 7  
3 , 1 8 9 . 1  
4 ,  0 8 1 . 9  
5 , 4 7 7 . 4  
6 , 5 5 3 . 6  
7 , 0 0 3 . 2  
7 , 3 7 1 . 0  
8 , 4 1 2 . 1  
9 , 6 7 6 . 0  

1 0 , 3 8 8 . 0  
1 0 , 5 9 1 . 2  
1 0 , 7 7 9 . 1  
1 1 , 9 5 6 . 0  
1 2 , 8 4 4 . 7  
1 2 , 8 5 6 . 7  
1 3 , 6 0 5 . 8  
1 4 , 3 8 0 . 5  
1 4 , 9 4 3 . 2  

33 

Case1 oad 
( in thousands 

o f  peop l e )  

3 , 0 0 5  
3 , 3 5 4  
3 , 6 7 6  
3 , 8 7 6  
4 , 1 1 8  
4 , 3 2 9  
4 , 5 1 3  
5 , 0 1 4  
5 , 7 0 5  
6 , 7 0 6  
8 , 4 6 6  

1 0 , 2 4 1  
1 0 , 9 4 7  
1 0 , 9 4 9  
1 0 , 8 6 4  
1 1 , 3 4 6  
1 1 , 3 04 
1 1 , 0 5 0  
1 0 , 5 7 0  
1 0 , 3 1 2  
1 0 , 7 7 4  
1 1 , 0 7 9  
1 0 , 3 5 8  
1 0 , 7 6 1  
1 0 , 8 3 1  
1 0 , 8 5 5  

Note : Expenditure data do not include admini strative costs . 

aoata from u . s .  Department of Hea lth and Human Services ( 1 9 8 6 ) . 

the Food Stamp Program received food through the commodities 
surplus program. Medicaid combined many already covered ser
vices under the new construction of Title XIX, although Medicaid 
costs have been significantly influenced by inflation and provider 
costs. But program costs in each program have grown consider
ably. 
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TABLE 5 Med i c a i d  Expend i t u res a nd Case l oa d , 1 9 6 7 - 1 9 8 5 

Expend i t u resa ( i n $ m i l l ions ) 
Casel oadb 

( i n thousands 
Year Fede r a l  S h a re Tot a l  Cost of peop l e )  

1 9 6 7  1 , 2 0 8 . 8  2 , 3 68 . 0  n . a .  
1 9 6 8  1 , 8 3 6 . 7  3 , 6 8 5 . 7  n . a .  
1 9 6 9  2 , 2 7 5 . 5  4 , 1 6 5 . 8  n . a .  
1 9 7 0  2 , 5 7 4 . 2  4 , 7 3 1 . 0  n . a . 
1 9 7 1  3 , 3 5 8 . 8  6 , 1 7 4 . 0  n . a .  
1 9 7 2  4 , 1 3 8 . 2  7 , 6 4 2 . 4  1 7 , 6 0 6  
1 9 7 3  4 , 9 7 9 . 2  9 , 1 0 5 . 1  1 9 , 6 2 2  
1 9 7 4  5 , 8 3 3 . 2  1 0 , 1 7 0 . 9  2 1 , 4 6 2  
1 9 7 5  7 , 0 5 6 . 4  1 2 , 6 3 5 . 5 2 2 , 0 0 7  
1 9 7 6  1 0 , 5 2 9 . 7  1 8 , 5 8 1 . 8  2 2 , 8 1 5 
1 9 7 7  9 , 7 2 7 . 2  1 7 , 2 1 1 . 2  2 2 , 8 3 1  
1 9 7 8  1 0 , 7 6 3 . 9  1 9 , 1 3 6 . 9  2 1 , 9 6 5  
1 9 7 9  1 2 , 0 4 8 . 8  2 1 , 8 08 . 0  2 1 , 5 2 0  
1 9 8 0  1 4 , 1 3 8 . 9  2 5 , 2 2 7 . 7  2 1 , 6 0 5  
1 9 8 1 1 6 , 7 6 6 . 3  2 9 , 7 5 9 . 5  2 1 , 9 8 0  
1 9 8 2  1 7 , 7 4 9 . 9  3 1 , 7 9 7 . 5  2 1 , 6 0 3  
1 9 8 3  1 9 , 3 2 6 . 2  3 4 , 6 8 4 . 6  2 1 , 5 5 4  
1 9 8 4 2 0 , 6 9 8 . 0  3 7 , 4 4 2 . 6  2 1 , 5 5 7  
1 9 8 5  2 2 , 8 4 3 . 7  4 1 , 2 5 9 . 3  2 1 , 8 0 8  

Note : E xpend i tu re data i n c l ude a dm i n i s t r a t ive and t r a i n i ng 
costs a nd med i c a l  a s s i sta nce payments . 

a oata for 1 9 6 7 - 6 9  f rom O f f i c e  of Management and Budget ( 1 9 6 1 -
8 4 ) ; d a t a  f o r  1 9 7 0 - 8 5  f rom u . s .  Depa rtment o f  Hea l th and Huma n 
S e rv i ce s  ( 1 9 8 6 ) . 

boata f rom u . s .  Depa rtment o f  Hea l th and Human S e rv i ces ( 1 9 8 6 ) . 

AFDC 

The AFDC Program was begun in 1935 as Aid to Dependent 
Children (ADC) , offering coverage only to children deprived of 
parental support "by reason of death , continued absence from 
the home, or physical or mental incapacity of a parent . . . .• 

Until the 1950s, only the children were financially supported. The 
first program change occurred when the mothers of those children 
became eligible, and the program became Aid to Families With 
Dependent Children. 

The second change involved the working poor. In the original 
New Deal conception, ADC was intended for those presumed to 
be permanently out of the labor force. Workers were to be covered 
in the core social insurance system by unemployment insurance 
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and old age assistance. But for a variety of reasons, many of the 
working poor were not covered by that system (Salamon, 1977) , 
and when concern about poverty reached national attention again 
in the 1960s, the program was extended, at state option and with 
several restrictions, to two-parent households in which the father 
was unemployed. 

Other shifts have challenged the assumptions of the original 
program design and have resulted in further program expansion. 
Originally, the program was designed on the assumption that 
mothers' principal responsibility was child rearing. AB female 
labor force participation increased, beginning in World War ll, 
AFDC mothers became increasingly indistinguishable from other 
women who worked; hence, assumptions about employability were 
challenged, and this issue continues to dominate the AFDC policy 
debate. At the same time, poor southern blacks, forced in large 
numbers out of employment by agricultural mechanization, also 
joined the caseload after the war (Piven and Cloward, 1971). 

Today, the typical AFDC household is a single mother with 
one or two children . The majority of the national caseload is 
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nonblack, although blacks on AFDC tend to be concentrated in 
urban areas and are therefore an especially visible recipient group. 
Public attitudes toward welfare have continued to show substantial 
ambivalence, particularly around issues of work and program costs 
(Free and Cantril, 1967, cited in Wilensky, 1975:37; Gilford et al. ,  
1983:43) . 

A dominant program goal in AFDC is self-sufficiency and the 
dominant strategy to achieve that goal is cash support, but AFDC 
has attempted to accompany cash benefits with the possibility of 
training, rehabilitation and other supportive services, with limited 
success. Until 1961 limited social services were provided by state 
or local welfare agencies. The Social Welfare Amendments of 1962 
attempted to integrate cash and services and to emphasize reha
bilitation and prevention rather than cash relief in the national 
program. But by 1969 new regulations and reorganization within 
the Department of Health, Education and Welfare (HEW) split 
cash support from services and minimized much of the casework 
function (Derthick, 1975) . The Work Incentive Program (WIN) , 
begun in 1967 to enforce the work requirement, also created an 
elaborate set of mandated services. But historically, few AFDC 
recipients have received the prescribed services and participated 
in WIN. Certain performance standards in the Job Training Part
nership Act, created in 1982, attempt to increase employment and 
training services for AFDC recipients, and several other employ
ment and training options created since 1981 attempt to increase 
the work effort of welfare recipients and reduce long-term depen
dency. 

At the service delivery level, AFDC remains a cash assistance 
program with relatively little casework and only episodic ancillary 
support. However, the various attempts throughout the program's 
history to develop multiple strategies to promote work and self
sufficiency have enhanced state prerogatives. They have also re
sulted in intricate and complicated program rules, a complex web 
of client protections, and complicated and frequently cacophonous 
relationships between state and federal administering agencies. 

Food StampB 

The Food Stamp Program also began in the New Deal, but it was 
ended in 1943 when the war effectively eliminated farm surpluses. 
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Begun again on a pilot basis in 1961 ,  the program was made 
permanent in 1964. 

The Food Stamp Program was developed to complement and 
compensate for gaps in coverage in the family assistance system 
(Berry, 1984:64; MacDonald, 1977:1) , and its history through the 
first decade was one of repeated and explicit expansions of coverage 
through changes in federal policy. When the program was made 
permanent in 1964, it was serving 370,000 persons a month at 
an annual cost of $30.5 million (Congressional Research Service, 
1979) . From then until 1974, repeated legislated changes expanded 
the population eligibile for food stamps. That expansion took two 
forms: increased geographic coverage, reaching the entire nation 
in 197 4, and changes in eligibility standards. 

In 1969, as a direct result of congressional and public con
cern over low participation, separate benefit schedules then op
erating for northern/western and southern states were merged. 
This merger reduced the amount participants had to pay to pur
chase food coupons and, in many instances, increased the value 
of monthly allotments and therefore program costs (Congressional 
Research Service, 1979:4) . In 1970 amendments set uniform na
tional income and eligibility standards, which in some areas of 
the country increased the eligibile population. The 1970 amend
ments also created annual indexing of allotments (Congressional 
Research Service, 1979) , and in 1973, semi-annual indexing was 
begun. Indexing was made annual again in 1980. 

Some growth in the Food Stamp Program reflects efforts to 
increase participation among those who are eligible. An •out
reach" amendment enacted in 1971 required states to undertake 
"effective action . . . to inform low-income households concern
ing the availability and benefits of the Food Stamp program." In 
April 1975, the U.S. Department of Agriculture (USDA) issued 
new regulations in order to comply with a court decision forcing 
more effective outreach. The department established one full-time 
outreach coordinator in each state who was responsible for de
veloping and monitoring annual state outreach plans, including 
efforts directed toward elderly and disabled people, migrants, the 
rural poor, and ethnic groups. 

To increase state participation, the federal matching rate for 
administrative costs was increased from approximately 30 to 50 
percent , making state participation more attractive-though other 
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requirements effectively mandated state participation. Coverage 
also was expanded to new groups, including alcohol and drug 
addicts in treatment programs and others receiving prepared meals 
in groups and in home aettings. One analyst attributes the 1973 
expansions in part to the failure of the Family Assistance Plan 
(FAP)-President Nixon's welfare reform proposal (MacDonald, 
1977) . By 1976 not only had the entire country been covered, but 
state agencies also had outreach efforts under way. 

The Food Stamp Act of 1977 repealed the Food Stamp Act 
of 1964 and completely rewrote the law to its preaent form. Al
though several measures were instituted to restrict eligibility and 
benefits, participation was once again increased by the elimination 
of any purchase requirement. Until that time, participants were 
required to purchase their coupons, at a discounted price, rather 
then simply to receive monthly allotments outright. The changes 
in the program were mBJor enough to require about 2 years for 
the transition to be completed. (During the transition, QC op
erations were suspended; they were resumed in fiscal 1980.) The 
elimination of the purchase requirement also was implemented in 
fiscal 1980. The caseload rose by about three and one-half million 
persons from fiscal 1979 to fiscal 1980 (see Table 3, above) . 

Since 1981 there have been several further efforts to contract 
the program. Among these, the Omnibus Budget Reconciliation 
Act (OBRA) of 1981 forbid any federal reimbursement to state 
agencies for outreach activities, lowered the so-called "net" in
come limit for eligibility, and established in addition an income 
eligibility limit on groas income after allowable exclusions but be
fore deductions. 

Food stamps may be used to purchase a variety of products in 
addition to food associated with enhancing basic nutrition: includ
ing, for instance, any food for personal consumption, seeds and 
plants, and, for certain eligible households in Alaska, equipment 
specifically used for procuring food through hunting and fishing. 
It also includes prepared meals for elderly and handicapped peo
ple, and for certain individuals in treatment facilities and group 
settings. 

Because the Food Stamp Program explicitly covers working 
poor people, it has escaped some of the conflict about employ
ability that has dominated the AFDC policy debate. The Food 
Stamp Program has had a work requirement since 1971 and allows 
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workfare. Otherwise it mandates little-and engages in little at 
the delivery level-in the way of direct services. It does create 
administrative relationships with food retailers , who tum in the 
coupons to banks for reimbursement. 

HISTORY OF QUALITY CONTROL 

The QC system for the Food Stamp Program is built directly on 
the one for AFDC, which was developed in the early 1970s around 
specific concern with ineligibility, fraud, and abuse. The history 
of quality control in the family assistance programs reveals that 
despite the concern and conftict around poverty, and attempts at 
comprehensive welfare reform, quality control has never focused 
on anything but ineligibility and overpayments. 

1962-1970: Early Quality Control Focus on 
Ineligibility and Payment Inaccuracy in AFDC 

The period of biggest increase in caseload and cost for the AFDC 
program provided the backdrop for the creation of the quality con
trol system for that program. Quality control systems for the Food 
Stamp and Medicaid Programs evolved from that developed for 
AFDC (U.S . Department of Agriculture, 1986b; U.S . Department 
of Health and Human Services, 1980) . Although program-specific 
differences may be found, the three QC systems share a common 
orientation and approach. All three focus on recipient eligibility 
status and benefit payment accuracy. None focuses on the effects 
of the receipt of benefits or on precisely how those benefits are 
used with respect to the achievement of program objectives. 

Quality control in AFDC can be traced to pilot programs as 
early as 1952, but the first in a series of sustained efforts that led 
to the current QC system began in 1962. Senator Robert Byrd 
(D-W.Va.) ,  then chair of the Senate Subcommittee for the Dis
trict of Columbia, ordered a special study of ineligibility among 
District of Columbia recipients of AFDC. The study reported that 
more than half of the District's recipients were ineligible. The 
study was criticized on methodological grounds-including sam
pling procedures and the validity of the measurementa-but it 
had the effect of raising concerns in Congress about the impli
cations for other large urban areas (U.S . Department of Health, 
Education and Welfare, 1974; U.S.  Congress, House, 1977:204.) 
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The full Committee ordered a national study of the problem, and 
HEW and the U.S. General Accounting Office undertook a na
tional eligibility review in 1963 involving, among other things, full 
field reviews. This study showed substantially lower rates of in
eligibility in AFDC caseloada than did the District of Columbia 
study-estimates ranged from 2 to 15 percent-but rates high 
enough to be of concem. 

In 1964 HEW wrote regulations to establish "quality control" 
systems nationwide, prompted by the concem over ineligibility 
rates, according to one federal official present at the time, and by 
the sense that the responsible federal agency should never again 
be unable to know what the error rate is (Bowes, 1987) . The 
focus of the new system was on only one aspect of management 
improvement, the correctness of caseworkers' actions. The sample 
design uaed caseworker actions as the sample units, which does 
not facilitate an accurate asael8ment of overall error rates, since 
cases on the active caseload but between redeterminations are not 
considered. 

By 1968 HEW was convinced that the 1964 version of QC was 
not working. States were slow to establish and make use of QC 
units within their agencies, and the QC systems were not con
trolling caaeload growth and costs (U.S. Congress, House, 1977) : 
AFDC caseloads had increased by 90 percent between 1960 and 
1968, and costs had more than doubled (see Table 4, above) . 

In 1968, other studies, particularly one of New York City 's 
AFDC caaeload, reported levels of ineligibility much higher than 
had been suspected (General Accounting Office and New York 
State, 1968, cited in U.S. Congress, House and Senate, 1972) . 
Although the implementation of a QC system had permitted HEW 
to track error rates based on caseworker actions, the agency was 
once again embarrassed because its sample inevitably produced a 
lower error rate than one that sampled all active cases (Bowes, 
1987) , as did the study in New York City. 

At this same time, HEW also began considering a simpli
fied form of eligibility determination, one that would rely primar
ily upon the declaration of applicants and recipients concerning 
the elements of their eligibility status. The so-called "declara
tion" system followed the split between social services and income 
maintenance. The split meant that many methods of verification 
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that state agencies had had available, like home visits, were effec
tively gone . It also carried with it a view, in some eyes, that am
come maintenance was perfunctory; any clerk could do it• (Bowes, 
1987) . With this change in the way eligibility was determined and 
the new eligibility studies, another fear was coupled to that of 
high error rates: with fewer verification requirements, greater pc>
tential would exist for abuse of the program by persons ineligible 
for benefits but claiming them nonetheless (U.S. Congreea, Houae, 
1977) . HEW began a comprehensive reassessment of the QC aye
tern, which led to a major revision in 1970. Meanwhile, AFDC 
caseloads continued to rise, and costs rose even faster. 

Three concerns came together, therefore, in the 1970 revision 
of QC systems for AFDC: (1)  the apparent failure of the 1964 
system to accurately estimate and report ineligibility rates and ita 
failure to control the costs associated with payments to ineligible 
recipients; (2) the failure of state agencies to fully implement 
and make effective use of QC systems; and (3) with simplified 
eligibility procedures, the fear of greater abuse of the program, 
and, consequently, of even larger amounts of misspent funds (or 
spending uncontrolled) .  

1970-1976: From QC Measures to 
Standards, with Consequences 

The 1970 QC system differed from that of 1964 in at least three im
portant ways (see U.S . Congress, House, 1977) . First, QC reviews 
were to be sampled from active caseloads, not from caseworkers' 
actions. (Not until 1976 was sampling from terminations and de
nials , and a review of their correctness added back to the QC 
system.) Second, more thorough reviews were to be done of recipi
ents' actual eligibility status and the benefits awarded, rather than 
simply relying on a review of material in the case file to determine 
the accuracy of caseworkers' actions. While some work in addition 
to so-called desk reviews had been done in QC eligibility deter
minations in the past (Bowes, 1987) , the field reviews to be done 
after 1970 required more extensive verification. Third, national 
performance standards were set , at 3 percent on the cue ineligi
bility measure, and 5 percent each on over- and underpayments in 
the state caseloads. The consequence of any state's failing to meet 
one or more of these so-called "tolerance levels" (plus a factor 
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for sampling error in the design of the state's QC sample) was a 
requireme�t that the state agency plan and implement corrective 
action. 

The 1970 QC revision required substantial changes to the sys
tem set up after 1964. To carry out the federal agency activities 
that were to be required , Congress approved federal QC staff po
sitions in 1971 and 1972 (U.S . Department of Health, Education 
and Welfare, 1974:17). But many state agencies did not move 
quickly to implement the new system. One source (U.S . Depart
ment of Health, Education and Welfare, 197 4:17) cites insufficient 
incentives for state compliance. Another source reports that dur
ing this time much attention and federal interest were diverted 
to welfare reform initiatives, and, if those reforms were enacted , 
they would have rendered much of the QC system obsolete (U.S . 
Congress, House, 1977) . President Nixon's welfare reform pro
posal, the Family ABsistance Plan (FAP) , went down to defeat in 
the Congress in 1969 and 1970, but reform still occupied part of 
the White House agenda. 

In the early 1970s, HEW contracted with a consulting firm, 
Westat, for help in improving the AFDC quality control system. 
Two early reports from Westat (1971 , 1973) show a considerable 
effort to bring to AFDC then-current thinking about "quality con
trol." Westat recommended, for instance, a sampling and review 
scheme that closely resembles the present QC systems. Westat 
developed a regression-adjusted estimator for obtaining estimates 
from two-phase samples; that estimator is now used in all three 
family assistance programs. Westat also suggested a shift from 
case accuracy to payment accuracy measures, and all three sys
tems now measure the dollar value of erroneous payments. 

Many of the Westat recommendations, however, were not im
plemented. Those not implemented included the use of much larger 
samples, which would have offered more detailed information with 
which to identify and plan corrective action strategies; the use 
of the lower confidence bounds around state-level error-rate esti
mates to trigger corrective action planning; the use of national 
performance "goals" with state-specific performance "standards" 
based on performance history; and routine cost accounting of QC 
and corrective action, for cost-benefit analyses. HEW's interest 
appeared increasingly to be in estimating payment accuracy at 
the state level. 
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In a 1972 study of welfare administration by the Joint Eco
nomic Committee of the U.S. Congress (U.S. Congress, House and 
Senate, 1972) , a link between payment error and fraud W88 made 
explicit: a full 7 pages of the 44-page report W88 a eection entitled 
"Error and Fraud Uncontrolled." In the committee hearings, then 
Under Secretary of HEW John Veneman reported that an April 
1971 study of cue records showed a 5 percent ineligibility rate, 
with over- or underpayment errors in about 25 percent of the cues 
reviewed. He cited the complexity and confusion of the national 
system, not fraud or abuse 88 the primary cause. Although the 
committee primarily agreed, its report concluded that " . . .  the QC 
system . . .  appears to be relatively ineffective in enabling welfare 
administrators to prevent error and fraud" (p. 41). 

HEW made a major revision to the QC system for AFDC 
early in 1973 : financial consequences were tied to performance 88 
measured against QC-based error rates. For state agencies with 
error rates exceeding the federal "tolerance levels," HEW would 
disallow the federal portion of costs represented in that exceaa. 
Planning and implementing corrective action would be required of 
all states, regardless of performance; continued improvement wu 
the obligatory goal. A federal official involved in QC at the time 
has reiterated that HEW's interest W88 in recovering erroneous 
overpayments (Schutzman, 1987) . 

HEW made some other revisions to the QC system over the 
next 2 years (U.S. Congress, House, 1977:208-209). These in
cluded the introduction of the regression-adjusted estimator for 
a federal re-review process and a distinction between QC-bued 
point estimates and estimates of the lower bound of confidence 
intervals constructed around the point estimates. The point esti
mates would be used for "discussion" purposes-presumably anal
ysis and corrective actions-while the lower bounds would be ueed 
for the enforcement of financial disallowances. 

197�1982: Financial Penalties 
Overturned, Then Restored 

In 1976 the U.S. District Court for the District of Columbia (Morf
land "· Mathew•) (Fed. Supp. 415: 1206-1214) overturned a critical 
eection of the regulations governing the system, implementing 
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some of the revisions, thoee on which tolerance levels had been es
tablished. The court ruled that the tolerance levels-set in regula
tions, not in law-were arbitrary and capricious standards against 
which to hold state agencies accountable. Hence, HEW could 
not establish disallowances on the. basis of performance measured 
against such standards. In response to the 1976 court decision 
federal program administrators moved in other ways to hold state 
agencies accountable for "excessive" levels of payment error. By 
1979, a joint federal-state task force developed a scheme for setting 
and resetting standards for AFDC on the basis of national rates of 
error reduction, which is one approach to reflecting performance 
history and system capability. The Food Stamp Program moved 
to adopt a similar approach shortly thereafter. 

Food Stamp and Medicaid officials readily acknowledge their 
historical and procedural debt to the AFDC QC efforts (U.S. De
partment of Agriculture, 1986b; U.S. Department of Health and 
Human Services, 1980) . Their QC systems also rely on an inten
sive review of samples of cases to make eligibility determinations 
and an &88essment of payment accuracy (in Food Stamps, coupon 
issuance value) for eligible recipients. State-sampled reviews are 
aubaampled and re-reviewed by federal officials. Although neither 
program is only a cash &88istance program like AFDC, neither pro
gram includes in ita QC system other pouible sources of errors, 
such as thoee of food retailers, who accept food stamps and present 
them for redemption, and thoee of health care providers, who bill 
state agencies for the services that they provide to Medicaid re
cipients. (Both progruna do have other systems that examine and 
attempt to monitor such errors.) All three family &88istance pro
gruna uae regression-adjusted official estimates of payment error 
rates, and all three now make financial sanction or disallowance 
decisions baaed on the point estimates produced. 

In an effort to remedy the lou of disallowances as a result of 
Marrlantl v. Mat/aew•, Representative Robert Michel (R-Ill.) in
troduced an amendment that legislated overpayment performance 
standards for Medicaid and AFDC, to become effective in fiscal 
1981. State officials contended that this amendment was never 
enacted since the appropriation bill to which it was tied died when 
funds were appropriated in a continuing resolution, but federal 
agency officials contended that the continuing resolution in effect 
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incorporated the Michel Amendment, and they therefore imple
mented its provisions. 

The standards set for overpayment errore by the Michel 
Amendment were more stringent than thoee that would have re
sulted from the federal-state task force's approach, and an amend
ment to the Tax Equity and Fiscal Responsibility Act (TEFRA) of 
1982 revised these standards and thoee for Food Stampe, making 
them still more stringent. For fiscal 1983, AFDC and Medicaid 
standards were 4 percent; TEFRA lowered the AFDC standards 
to 3 percent beginning in fiscal 1984, and the Medicaid standards 
to 3 percent beginning on April 1 ,  1983. Food Stamp standards 
were to reach 5 percent by fiscal 1985, with a graduated reduction 
for the 2 preceding years. 

1982-Present: QC Systems Retain Focus on 
Ineligible Recipients and Overpayments 

The quality control systems for the AFDC, Medicaid, and Food 
Stamp Programs underwent further changes after 1982, but not in 
their major aspects. They still use a two-phase sample approach, 
with state reviews and federal re-reviews. They use a regreesion
adjusted estimator to arrive at an official payment error rate (de
scribed in Chapter 3) . Although underpayments are measured 
and an estimated error rate is reported, that error rate ia not 
included in the performance standards. Negative case actiona
terminations and denials-are also sampled, reviewed, and the 
error rates for them are reported, but these reviews get leu in
tensive scrutiny (particularly at the federal re-review stage) , and 
they, too, are not incorporated in performance standards. 

The focus on the costs of ineligibility has been consistent 
throughout QC history. The early studies that inspired the im
plementation of QC in family assistance programs pointed to a 
problem of ineligible recipients. Each QC redesign has focused on 
eligibility issues and reducing the possibilities for abuse. In 1970 
the system moved to thorough, full field reviews on a sample of the 
active caseload. Over the next few years the Westat recommenda
tions for estimating state-level overpayments were implemented, 
but other recommendations applicable to state quality improve
ment were not. Each major change has also followed cloeely the 
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substantial growth of AFDC caseloads from 1960 through the 
mid-19708, with even greater increases in program costs. 

By the time caseload growth had become a source of general 
concern, the major studies related to QC concerns had already 
sounded an alarm about ineligibility. It is not surprising that 
concerns about caseload and cost increases might have become 
linked with concerns about eligibility, and implicitly about fraud 
and abuse. 

Food Stamp Error Rates: 1980--Present 

Since fiscal 1980 the Food Stamp QC system baa reported state
level estimates of underissuance error rates, payment error rates 
(which include overissuances to eligible recipients, aa well aa is
suances to ineligible recipients) , and "error concentrations.• Er
ror concentrations show the relative magnitude of payment errors 
attributed to particular types or sources of error. Only one such 
error code per case may be coded in a case review, so the error 
concentrations attribute the entire value of the error for any case 
to a single source, even though multiple sources may be present. 

Table 6 shows that Food Stamp payment errors for the most 
part are related to income or to deductions from income. Together 
these two sources or types of error consistently account for more 
than two-thirds of erroneous payments. 

The national overpayment error rate baa declined between fi.s
cal 1980 and 1984, but the decline baa not been consistent: the 
rates were 9.51 ,  9.90, 9.55, 8.32, and 8.64 for the 5 years, respec
tively. The national trend masks a variety of different behaviors 
among the states, although the state-level payment error rates 
over time also show improvements in performance over those 5 
years (U.S. Department of Agriculture, 1986a:Table 5} . At the 
same time, underpayment error rates show little change over those 
5 years. Table 7 summarizes the two sets of state error-rate dis
tributions for fiscal 19�1984. Figures 5 through 9 show greater 
detail in the distributions of the overpayment error rates for those 
years. 
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TABLE 6 Percent D i str ibut ion o f  Bene f it Do l l ars over i s sued , by S ource 

Month/Year I ncome Deduct ions Resources Other Non f inanc i a l  Computation 

1 0/ 7 9 - 3 / 8 0  4 6 . 1  2 4 . 6  2 0 . 4  n . r .  8 . 9  0 
4/ 8 0 -9/ 8 0  4 1 . 0 2 9 . 2  2 2 . 6  n . r .  7 . 3  0 
1 0/ 8 0 - 3 / 8 1 3 8 . 9  2 8 . 6  2 4 . 9  n . r .  7 . 6  0 
4/ 8 1 -9/ 8 1  3 7 . 1  2 9 . 8  2 6 . 4  n . r .  6 . 7  0 
1 0/ 8 1 - 3/8 2 3 9 . 9  3 3 . 1  1 7 . 9  n . r .  6 . 7  2 . 4  
4/ 8 2 - 9/ 8 2  3 8 . 3  3 3 . 5  1 9 . 4  2 . 8  6 . 1  n . r .  
1 0/ 8 2 -9/ 8 3  3 1 . 4  3 8 . 1  1 2 . 3  3 . 4  1 4 . 8  n . r .  
1 0/ 8 3 - 9/ 8 4  3 4 . 6  3 9 . 2  6 . 6  3 . 2  1 6 . 5  n . r .  

Note : n . r .  ind icates not reported . 

Source : Data from u . s .  Department o f  Agriculture ( 1 9 7 9 - 8 2 ; 1 9 8 3 - 8 6 ) . 
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QUALITY CONTROL IN FAMILY'A.S6/STANOE PROGRAMS 

TABLE 7 Number o f  States in D i f ferent Error Rate 

Ranges , Food stamp Program , by F i scal Year 

F i scal Year 

Error Rate 
Percentage 19 8 0 19 8 1  1 9 8 2 1 9 8 3  1 9 8 4  

Underpayment 

�1 . 7 0 1 0  5 8 8 1 1  
1 . 7 1 - 2 . 9 9 3 4  3 8 3 5  3 3  3 0  
�3 . 0 0 7 8 8 1 0  1 0  

overpayment 

�7 . 0 0 5 3 5 1 3  1 3  
7 . 0 1 - 1 0 . 9 9 3 9  3 1  3 6 3 1  3 5 
�1 1 . 0 0 7 17 1 0  7 3 

Source : Data from u . s .  Department o f  Agriculture 
( l 9 8 6a : 8 - 9 , Tables 4 and 5 ) , includes Di strict o f  
Columb i a . 

FIGURE 5 State-Level Food Stamp Overpayment Error Rates: Fiscal 1980 
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Note: Unit• are percentap1 to two decimal place1. The first entry, for 
example, 1how1 an error rate of 4.01 percent for Nevada; the lut entry i1 
17.78 percent for New York. 

Source: Data from U.S. Depanmeat of Acrieulture (1986a:8, Table 4) , 
includa Diltriet of Columbia. 
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50 RETHINKING QUAJJTY CONTROL 

FIGURE 6 State-Level Food Stamp Overpayment Error Ratea: Fiacal 1981 
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Source: Data from U.S. Department of Acriculture (1986a:8, Table 4) , 
includes District of Columbia. 

FIGURE 7 State-Level Food Stamp Overpayment Error Ratea: Fiacal 1982 
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includes Diatrict of Columbia. 
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FIGURE 8 State-Level Food Stamp Overpayment Error Rates: Fiscal 1983 
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Source: Data from U.S.  Department of Agriculture (1986a:8, Table 4), 
includes District of Columbia. 

FIGURE 9 State-Level Food Stamp Overpayment Error Rates: FiscaJ 198.( 
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Sourc,: Data from U.S. Department of Agriculture (1986a:8, Table 4), 
includes District of Columbia. 
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FIGURE . 10 Trends in Overpayment Error Rates: AFDC, Food Stamp, 
and Medicaid Programs 

.Note: Food stamp quality control operations were suspended after the pas
sage of the Food Stamp Act of 1977 due to the major chances in the procram; 
it was resumed in 1980. 

Source: Rust (1986) . 

CONCLUSION 

The history of QC beginning with AFDC suggests that QC re
sulted in large part from concern about overpayments, in the 
face of rising program costs. As shown in Figure 10, error rates 
for all three family assistance programs have been reduced since 
QC systems began. But QC systems cannot have been expected 
to reverse caseload growth or program costs because the major 
elements of that growth have not been ineligibility or overpay
ments. In fact, costs during the period described grew faster 
than caseloads. Caseload growth is frequently the result of pol
icy changes and intended expansion in coverage. Growth in costs 
reflect a variety of factors, including explicit policy choices and 
inflation in both the Food Stamp and Medicaid Programs, since 
food stamp allotments are indexed to increase with inflation, and 
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QUALITY CONTROL IN FAMILY ASSISTANCE PROGRAMS 53 

Medicaid costs reO.ect the increase in provider fees. QC systems 
now in place do not measure the effects of such choices. Nor do 
they measure the achievement of program objectives other than 
payment accuracy, or the relationship between the achievement of 
those objectives and costs. 
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3 
The Food Stamp Program and 

Its QC System 

The Food Stamp QC system focuses on the accuracy of states' 
eligibility and benefit determinations. This chapter describes the 
operations of the Food Stamp Program, as established in law and 
regulation, that might relate to quality control operations. They 
include: eligibility criteria and benefit standards established in 
law, with certain requirements of states in certifying and recertify
ing eligibility and determining benefits; national research, demon
stration , and evaluation requirements that are related to program 
quality ; and the operations of the Food Stamp QC system itself. 
The Food Stamp Program sets out requirements in many other 
areas, such as those that govern allowable and unallowable uses of 
food stamps; the printing, distribution, issuance, and redemption 
of food stamps; and the registration of retail outlets where stamps 
may be accepted . Although these provisions could clearly affect 
the quality of the program, they have never been tied to the QC 
system. 

The law itself and the rules and regulations governing eligi
bility and the process of determining eligibility are complex. It is 
reasonable to question whether and to what extent the complex
ities themselves are important sources of error. The current QC 

56 
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THE FOOD STAMP PROGRAM AND ITS QC SYSTEM 57 

system is not designed to undertake such analyses or to provide 
information that support such judgments. 

BASIC PROGRAM REQUIREMENTS 

Eligibility and Benefits 

Eligibility for food stamps is based primarily on income and assets, 
and the benefits are based on the amount of money required to 
provide a minimum but nutritionally sound diet . The case unit 
in the program is a household, which can consist of 1 or more 
persons. A food stamp household may not include all persons who 
live in that household-it is even possible for some individuals 
within a household to be barred from participation. There is a 
requirement for work registration and participation for some in an 
employment and training component of the program, but unlike 
other family assistance programs, there are few restrictions to par
ticipation other than need. State agencies must undertake certain 
verifications, .provide for a variety of protections of applicants' and 
participants' rights, and provide for appropriate employment and 
training services for certain participants. 

Income and Assets Tests 

Eligibility for food stamps requires, in most cases, two income 
tests and an assets test . Assets for a household usually cannot 
exceed $2,000; ($3,000 for households with an elderly member) . 
Income definitions specify deductions and exclusions (detailed be
low) . Households with an elderly or disabled person are not eligible 
if their income after specified exclusions and deductions exceeds 
the poverty line. For all other households, income after exclusion 
but before deductions may not exceed 130 percent of the poverty 
line, and income after both exclusions and deductions may not 
exceed 100 percent of the poverty line. 

Income. Determining countable income can be complicated. In
come includes wages and salary, and gross income from self
employment; training allowances; assistance payments such as 
SSI, AFDC, and general assistance; unemployment compensation ; 
annuities, pensions, and retirement benefits; strike benefits; foster 
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58 RETHINKING QUALITY CONTROL 

care payments; support payments or alimony; and dividends, in
terest , and royalties . Most income that accrues for periods shorter 
than a year, other than piecework or self-employment, is averaged 
over the entire 12-month period; some income, such as money for 
education-related living expenses, is averaged over the period for 
which it is received. Income that is not subject to monthly re
porting may be estimated prospectively ; other income is reported 
retrospectively. 

The allowable exclusions from income include: noncash pay
ments and infrequent income up to $30 per quarter; some deferred 
education and other loans; money for third-party beneficiaries 
not in the household; income of a student under 18; the costs of 
producing self-employment income and exact expense reimburse
ments; energy assistance payments or allowances; and certain non
recurring lump-sum payments; and income that other federal law 
excludes for food stamp eligibility determination. 

Deductions from income include a standard deduction of $99 
per month per household for the continental United States (more 
for other areas) , adjusted annually for changes in the Consumer 
Price Index (CPI) for urban consumers, plus 20 percent of all 
earned income to compensate for mandatory salary, education, 
and other work expenses. A dependent care deduction is allowed 
for actual expenses of up to $160 per household per month, to allow 
for employment, training, or education. An excess shelter expense 
is also allowed of up to $149 per month for the continental United 
States (annually adjusted by the CPI for urban consumers) , for 
shelter costs above 50 percent of monthly household income after 
all other deductions. The excess shelter deduction may include 
a standard utility allowance. Households containing an elderly 
or disabled person are also entitled to an excess medical expense 
deduction for allowable medical expenses exceeding $35 per month 
and an unlimited excess shelter deduction. 

A ssets. Liquid and nonliquid assets may not exceed $2,000 for a 
household or $3 ,000 for a household of two or more in which one 
person is age 60 or older . Assets include savings and retirement 
accounts, the value of licensed vehicles in excess of $4,500 at fair 
market value (except if used to produce income or necessary to 
transport a physically disabled household member) , and the full 
value of any other vehicles and mobile homes for vacation purposes. 
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Transferring assets in order to attempt to qualify for food stamps 
disqualifies an applicant for up to 1 year. 

Eligibility 

Eligibility is established for periods of 6 to 12 months for individ
uals who are required to submit monthly reports of income, and 
for 1 to 12 months for all other households, depending upon the 
predictability of the household income. For people categorically 
eligible for food stamps by virtue of their receipt of AFDC, SSI, or 
aid to the aged, blind, or disabled under appropriate titles of the 
Social Security Act, the period of eligibility must coincide with 
that for assistance in selected other programs, but may not be 
longer than 12 months. 

Individuals must be disqualified for making false or misleading 
statements or otherwise violating federal or state laws or regula
tions governing the program. Disqualifications are for 6 months 
for the first offense, 1 year for the second, and permanently for the 
third offense. 

Although the program's history is one of changes made to ex
pand coverage, more recent changes restrict coverage . Eligibility 
does not extend to strikers unless the households were already eligi
ble prior to the strike. Students are subject to special restrictions, 
and many are not eligible. Eligibility requires periodic reporting 
of income, depending on income and earnings status, and the pro
vision of a social security number for each household member, for 
use in a variety of reporting and verification procedures. 

In most households with earners aged 16 to 60 (except those 
of migrant farmworkers) those persons are required to register an
nually for work. An individual may be disqualified permanently 
if he or she refuses to accept a job without good cause or for 90 
days if he or she voluntarily quits a job without good cause. If the 
individual is the household head, the entire household is disqual
ified. Exemptions to the work registration requirement include : 
compliance with AFDC work registration requirements; depen
dent care responsibilities, including those for a child under age 6; 
provisions for some students enrolled at least half time and others 
who comply with special work requirements for students; regular 
participation in an alcohol treatment program; actual employment 
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for a minimum of 30 hours per week; physical or mental inabil
ity to work ; and receipt , or pending receipt, of unemployment 
compensation . 

Benefits 

Food Stamp allotments are determined on the basis of the USDA 
Thrifty Food Plan-a particular diet required to feed a family 
of two adults (man and woman) and two children-adjusted for 
household size. The cost of the Thrifty Food Plan is adjusted for 
areas outside the continental United States and updated annu
ally. It is assumed that a poor household will spend 30 percent 
of its countable income (that is, total income less exclusions and 
deductions) on the purchase of food. The Food Stamp benefit, or 
allotment , is the difference between the cost of the Thrifty Food 
Plan for an eligible household and 30 percent of its countable in
come. The minimum allotment for eligible households of 1 or 2 
persons is $ 10. After eligibility is determined , a household's allot
ment for the first month is prorated from the date of application 
for that month. 

Requirements of State Agencies 

The Food Stamp Program is administered by the state agency 
responsible for administering federally aided public assistance pro
grams, according to an approved state plan. State plans must in
clude bilingual personnel and materials as appropriate, but since 
1981 ,  states are prohibited from conducting outreach activities 
with federal funds. The law also mandates that states "to the 
extent practicable, verify the income and liquid resources of the 
household prior to issuance of coupons . . . .  , 

Other rules aim to provide various safeguards for people who 
are eligible . State agencies are required to provide an application 
on the same day as an initial request and to accept the application 
on that day; to comply with standards permitting telephone and 
mail contacts for certain individuals; and to determine eligibility 
within 30 calendar days of application. The law establishes stan
dards for timely notification of recertification, for safeguarding 
privacy, and for expedited coupon issuance (within 5 days) un
der certain circumstances. The law requires that the state agency 
provide fair hearings; promptly restore coupons wrongfully denied; 
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have a plan for providing benefits to disaster victims; and promi
nently display USDA posters and make available to participants 
USDA pamphlets that provide information about good nutrition 
and other related programs. 

HHS and USDA are required to develop a system of single 
interviews to determine eligibility for AFDC and food stamps; to 
permit SSI recipients to apply for food stamps at Social Security 
offices and be certified on the basis of information in the Social 
Security Administration's files; and to develop procedures that 
may permit, at state option, a single application form for food 
stamps and AFDC or other public assistance programs, as well as 
permit, at state option, a single verification based on the public 
assistance application. 

Furthermore, the secretaries of USDA and HHS are required 
to consult in issuing regulations so that, to the extent feasible , 
the definition, valuation, and calculation of income and assets 
for persons who receive benefits under both the AFDC and Food 
Stamp Program will be comparable. (About 40 percent of those 
who receive food stamps also receive AFDC benefits.) That com
parability is not always achieved. The bases for valuation of an 
automobile, for instance, are specified differently in the laws gov
erning the two programs, and they cannot be made comparable 
through regulations. 

Other rules are aimed at facilitating proper and accurate eli
gibility and benefit determinations. For verification of eligibility, 
states must request information available from the state employ
ment service, and in other cases, from the Social Security Adminis
tration or Internal Revenue Service. States are required to set up a 
system to protect against multiple receipt of benefits in more than 
one jurisdiction. States must also develop and submit for approval 
a plan for the use of an automatic data processing and informa
tion retrieval system. States are encouraged to have systems that 
include elements for the determination of eligibility, calculation of 
benefits, issuance of benefits, computer matches for income and 
asset verifications, reconciliation procedures, generation of statis
tics for program reporting, and coordination with related federal 
and state programs. Finally, states also must operate a quality 
control system (discussed below) . 
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National Research, Demonstration, 
and Evaluation Responsibilities 

Section 17 of the Food Stamp Act of 1977 as amended specifies a 
number of activities, described below, aimed at assessing program 
effectiveness, including several that are required. The activities 
may not relate directly to current QC activities. Also, some re
search efforts listed below such as the eligibility simplification and 
the evaluation of the effects of the Omnibus Budget Reconciliation 
Act (OBRA) of 1981,  have been completed. The important point 
to be noted is that these activities are relevant to improving the 
quality of the Food Stamp Program. The law specifies such activi
ties as pilot programs and experimental studies to test mechanisms 
for improved program efficiency and improved delivery of benefits, 
including the use of cash, checks, or vouchers in place of coupons. 
Also included is a requirement for up to 14 pilot projects to test 
eligibility simplification for recipients of food stamps and AFDC, 
Medicaid , or SSI. The law permits the USDA secretary to conduct 
up to ten pilot studies for implementing workfare, five statewide 
and five at the substate level. 

The law also mandates two sets of activities to assess the 
effects of the program and specific legislative changes on specific 
program objectives. It mandates that the USDA secretary: 

. • •  develop and implemen' measures for eva.lua,ing, on an annual 
or more frequen' buia, 'he effec,iveneu of 'he food •'amp pro
gram in achieving i'• •'a'ed objedives, including . : 'he program'• 
impac' upon 'he nu,ri,ional and economic •'a'u• of panicipa,ing 
households, 'he program's impac' upon all aec�n of 'he apicul
'ural economy, including farmers and ranchers, as well u re'aU 
food •'ores, and 'he program's rela,ive faimeu 'o houaeholde of 
differen' income levele, differen' age compoei,ion, differen' aile, and 
differen' regions of residence. 

The law further mandates that the aecretary: 

. . .  implemen' pilo' programs 'o 'es' various meana of meuuring on 
a con,inuing buie 'he nu,ridonal e'a'u• of low income people, wi'h 
special emphuia oh people who are eligible for food •'ampa, in order 
'o develop minimum common crihria and me,hoda for aya,ema,ic 
nu,ri,ion moni,oring 'ha' could be applied on a na,ionwide buia. 

The law also requires that the secretary conduct studies of the 
effects of reductions in benefits as a result of the Omnibus Budget 
Reconciliation Act of 1981 ,  the Food Stamp Amendments of 1981,  
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the Food Stamp Commodity Distribution Amendments of 1981 ,  
the Food Stamp Amendments of 1982 and "any other laws enacted 
by the Ninety-seventh Congress which affect the Food Stamp Pro
gram.• The study efforts must include evaluations of the effects 
of retrospective accounting and repaying procedures on benefit 
and administrative costs and error rates, and the degree to which 
eligible households are denied food stamp benefits for failure to 
complete periodic reports. Food stamp research and evaluation 
work is carried out by FNS; the budget for those activities for 
fiscal 1985 was $8.9 million. 

THE QUALITY CONTROL SYSTEM 

The quality control system establishes the means by which the 
federal government monitors state agencies' performance with re
spect to benefit accuracy, develops estimates of that performance, 
and imposes sanctions or rewards for that performance. This sec
tion describes the sample design for QC, how the reviews are done 
and the performance measures are developed, how performance 
estimates are derived from QC samples, and the sanctions and 
rewards that follow from estimated performance. 

AB with most of the costs of state administration of the Food 
Stamp Program, the federal government pays 50 percent of the 
costs of state QC operations. To promote certain activities that 
are intended to improve program administration, the federal gov
ernment pays a larger share of specific administrative costs; includ
ing 75 percent for the costs of designing and installing automatic 
data processing systems and for investigations and prosecutions 
of fraud. States are permitted to keep 50 percent of the value 
of payments that are recouped from ineligible recipients and of 
overpayments to eligible recipients, if the household is found to 
have intentionally violated program rules. For other recoupments, 
the state may keep 25 percent, as long as the overpayments were 
not due to state agency error. Although such incentive funding is 
not tied directly to the QC system, it is intended to improve the 
administration of the program. 

Performance as estimated under the QC system can affect the 
basic 50 percent federal share for most administrative costs. Poor 
performance results in a diminished federal share (detailed below) ; 
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good performance may result in an additional lO percent enhanced 
funding for basic administrative costs. 

The QC Sample Design 

Every month , state officials sample separately from two universes 
of cases: active cases, households that received food stamps, and 
negative cases, households that were denied food stamps or were 
terminated from the program. The state agency must submit a 
QC sampling plan for FNS approval. Federal Food Stamp officials 
at the regional level subsample from the state's QC sample. 

Sto.te Samples 

States may use simple random sampling, stratified random sam
pling, systematic random sampling, cluster sampling, or whatever 
probability sample design best meets a state's needs. If a state 
agency chooses to adopt a sample design other than simple ran
dom sampling, the design must be fully described and documented, 
submitted for approval as part of the state plan, conform to prob
ability sampling principles, and provide for estimates of payment 
error rates with at least the precision that would be obtained by 
simple random samples of the size that result from the use of FNS 
formulas for sample size calculation for simple random samples. 

FNS Handbook 311  (p. 12) states that: 

• . •  the determination of any sample si1e is hued on several factors. 
both statistical and administrative . . . A minimum sample aise 
is established to provide sufficient data. to support the ana.l�ic 
demands placed on the quality control sample. An upper limit 
on the sample si1e is set to balance the costs of additional data. 
collection with the potential gains in precision. 

In part, then, the prescribed sample sizes for simple random QC 
samples seem to reflect consideration of the precision of estimates 
of payment error rates to be derived from the sample. 

Above the minimum sample size requirements for the smallest 
states, however, size calculations are primarily established by the 
state's Food Stamp caseload. For active cases: 

(a) if a state's average monthly caseload is under 10,000, 
then the minimum QC sample size is 300 cases per year; 
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(b) if a state's average monthly caseload is over 60,000, 
then the standard minimum QC sample is 2 ,400 cases 
per year and the optional minimum is 1 ,200 per year; 
and 

(c) for all states with average monthly caseloads from 10,000 
to 60,000, the standard and optional minimum samples 
sizes for QC are derived by formula, n, and Do , respec
tively, 

n, = 300 + 0.042 (N - 10,000) and 
Do = 300 + 0.018 (N - 10,000) ,  

where N is the average monthly caseload. 

The optional minimum sample size may be chosen by state agencies 
if they agree not to dispute later sanctions, which are tied to 
estimated performance, on the basis of the precision of the estimate 
derived from the sample. If a state agency is unwilling to forego 
its ability to contest a sanction based on sampling error in the 
estimate, then it must use the standard minimum sample sizes or 
an alternative design that will provide for at least the precision 
afforded by the standard minimum random sample. 

For negative case actions, the sample sizes also vary by caseload 
size, totalling 150-800 case actions. 

Federal Subsamples 

The subsamples for federal re-reviews are drawn from both state 
samples, active cases and negative actions, and are a function of 
the state sample sizes. For active cases, federal subsamples range 
from 150-400 cases per year; from one-half (in the smallest caseload 
states) to one-third (in the largest caseload states) of the optional 
minimum state sample sizes. For negative actions, they range 
from 75-160 per year, but in fact negative action QC samples are 
rarely subsampled for federal re-review. If a state's sample design 
is stratified, the federal subsample will follow that stratification. 
(FNS Handbook 315 contains descriptions of subsample designs.) 

By following the criteria for setting state QC sample sizes, 
the subsample design seems to reflect primarily considerations of 
caseload rather than the precision of estimates to be derived from 
QC samples and subsamples. The established minimum sample 
sizes for small states, however, reflect some consideration of the 
precision of estimates. 
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Quality Control Reviews 

The purpose of drawing samples of active cases and negative ac
tions is to subject them to intensive review, to asaess the accuracy 
of eligibility determinations and benefit calculations. The data 
collected during QC case reviews make possible a variety of anal
yses of sources and types of errors and can be used to help with 
corrective action planning later. The review process runs on a 
schedule , as does the re-review of subsampled cases by federal offi
cials in regional offices. FNS maintains a system for the resolution 
of differences in findings between federal and state QC reviewers 
for the subsampled cases. 

Eligibility and Benefit RetJiew• 

FNS Handbook 310 sets out minimum standards of evidence for 
state reviews of each element of eligibility, including all sources of 
income and possible assets, but states may use stricter standards. 
Consequently, the standards vary across states. FNS describes pri
mary and secondary standards of evidence, but what constitutes 
acceptable documentation may also vary for elements of eligibil
ity that are to be verified. For the most part, documents from 
a government or public agency constitute primary evidence, and 
collateral information from any of a number of sources consti
tutes secondary evidence. When primary evidence is not available 
and secondary evidence is used, at least two pieces of secondary 
evidence are required. 

For some elements of eligibility, especially income, the depth of 
the investigation depends on the nature of an applicant's case. Af
firmative statements by an applicant of wages earned, for instance, 
may be documented with pay stubs, and self-employment income 
requires receipts and other documentation. But denials of income 
by an applicant require that the QC reviewer establish a work 
history, contact previous employers to ascertain the recipient's 
employment status with those employers for the month in quee
tion, and also query either the state employment security agency's 
or the Social Security Administration's records of reported was• 
or both. The QC reviewers are also instructed to look for other 
indications of possible employment, for instance (FNS Handbook 
310: 108) : 
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Inform.a\ion ob\ained while verifying o\her elemen\8 of eligibili�, 
wi\h individuala auch aa rela\ivea, achool ofticiala, landlord, etc., 
may ahow \he participant ia frequently abaent from the home. Thia 
may be an indica\ion of • • • % employmen\. Additional aituationa 
which the reviewer ahall inveatiga\e are: indication• that the head 
of the houaehold ia no\ at home during regular working houra and 
let.vea at the aame time every day;  difticul� in finding the head 
of the houaehold a\ home; aeaaonal employment at ita peak in the 
area where \he participant livea; ahel\er coa\a higher than reported 
income; and indicationa of a relatively high atandard of living. 

67 

Standards of evidence are described for all elements of eligi
bility and benefit calculations, including all the sources of income 
and deductions and assets detailed above. Indications of unre
ported income or assets must also be verified. For instance, a 
computer match of bank records may turn up an account that the 
participant had not reported. Household composition also must 
be verified. 

Federal and state reviewers use the same standards of evi
dence, but federal re-reviews are not done independently of the 
state reviews. Federal re-reviewers work from the completed QC 
case files submitted by states: they may simply accept the evi
dence reported; verify the evidence reported; or gather additional 
evidence, based on their own judgment about the usefulness or 
probable correctness of prior verification . 

Source• and Type• of Error• 

State and federal QC reviewers not only identify errors, but also 
calculate the value of such errors (except for those that lead to 
erroneous negative case actions) . The calculations cover payments 
to ineligible recipients, overpayments to eligible recipients, and un
derpayments to eligible recipients. In addition, certain case char
acteristics are recorded, such as household composition and income 
by source. State and federal reviewers distinguish "client-caused" 
errors from "agency-caused" errors, assign a judgment about will
ful misrepresentation by participants as opposed to other expla
nations for client-caused errors, and characterize major sources of 
error such as income, deductions, resources, and numerical mis
takes in calculating benefits. Finally, the source and type of the 
primary error also is coded on data entry forms. 
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Retliew Schedule• and Report• 

State agencies must report monthly on the list of cases and actions 
sampled for review. They must also report on the disposition of 
all sampled cases and actions, including those dropped from the 
sample for permissable reasons and not subject to review. The 
findings for 90 percent of the sample are due in the FNS regional 
office within 75 days of the end of the sample month. All case 
findings must be received by FNS within 95 days of the end of 
the sample month, including an explanation for all cases for which 
reviews were not completed and a schedule for their disposition. 
The reporting mechanism, a monthly status report, also must 
include a description of the sampling process. Finally, on a yearly 
basis, the edited results of all state QC reviews for the year are to 
be sent to FNS no later than 95 days after the end of the annual 
review period. 

Re•olution of DUagreement• Between 
Federal and State QC Retliewer• 

Federal and state QC reviewers sometimes disagree on the findings 
for particular cases. If their differences cannot be resolved by mu
tual discussion, states may submit their differences for arbitration, 
first within the FNS regional office and then, if they are not satis
fied, to the central FNS office. Federal and state reviewers agree 
on the vast majority of QC reviews, both for the many cases for 
which no errors are found and also for many in which some kind of 
error was found. Neither FNS nor others who addressed the panel 
could tell it what proportion of cases in the federal subsamples are 
submitted for arbitration in regional offices. Furthermore, none 
could tell the panel what proportion of these cases from regional 
office arbitration are appealed to the FNS national office. Of thoee 
case disagreements submitted by the states for further arbitration 
to the national office, however, about 20 percent of the regional 
FNS office findings are overturned or altered (Center on Budget 
and Policy Priorities, 1986) . 

Error Rate Estimates 

Several error rates are estimated annually from the QC sample 
and reviews. Some are based on the full state sample, others on 
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the federal subsample, and an official payment error rate then 
combines different estimates. This combined estimate is the basis 
for the "official payment error rate," the key for the establishment 
of state-level liabilities for sanction: the performance standard for 
state agencies is set for the official payment error rate, and states 
are sanctioned for failing to meet the standard. 

E1timate1 in the State Sample 

Four case error rates and four payment (or issuance) error rates 
are estimated from the state sample. Case error rates represent 
the proportion of all cases reviewed that are in error; payment 
error rates are the proportion of the value of all food stamps 
issued that were issued in error to all payments. The case error 
rates are for: (1) ineligible cases among the active case sample; (2) 
overpayments in the active case sample; (3) underpayments in the 
active case sample; and ( 4) cases in the negative sample that were 
wrongly denied or terminated. 

The first three of the payment error rates correspond to the 
first three case error rates, those among the active case sample .  
The fourth payment error rate is  an error rate for total overis
suances: the sum of payment error rates for ineligible recipients 
of food stamps and for overissuances to eligible recipients, that is, 
the sum of the payment error rates for (1) and (2) , above. 

E1timate1 in the Federal Sub1ample 

The federal re-review is not particularly concerned with case er
ror rates. The federal re-reviewers do calculate and report the 
four payment errors rates. In addition, the federal re-reviewers 
calculate two other estimates based on state findings (not federal 
findings) for the subsample: the underpayment (underissuance) 
error rate (i .e . ,  (3) above) , and the summed overpayment error 
rate (issuances to ineligible recipients plus overissuance to eligible 
recipients) . The state-based estimates in the subsample generally 
do not agree precisely with thoee for the larger sample, nor do 
they necessarily agree with those for the federal re-review of the 
subsample. 
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Officia.l Error Rate• 

Three separate estimates of error rates-the separate federal esti
mate baaed on the subsample, the state-baaed estimate in the fed
eral subsample, and the state estimate from the full state sample
are combined to arrive at official error rates. A regression-adjusted 
estimator is used to arrive at two official error rates: one for un
derpayments (item (3) above) , the other for overpayments (items 
(1) and (2) above) . The latter is the "official payment error rate." 

The use of a regression-adjusted estimator rests on statistical 
theory for deriving an estimate from a two-phased sampling de
sign such as that used in the QC systems (Cochran, 1977:Chapter 
12) . In the larger sample, one measure is taken (say x.) ; in the 
subsample, a different measure is taken (say Y;) , usually a more 
precise and more expensive measurement. To estimate a popula
tion parameter such as the payment error rate (call it ER) in these 
QC systems, information from both sets of measurements is used. 
In the larger sample, x1 provides one estimate of ER; in the small 
sample , both y and x2 provide other estimates. (The subscripts on 
x distinguish the estimate baaed on the larger or full sample from 
the estimates baaed on the subsample) . Sampling theorists uae 
the two x estimates to adjust or calibrate the y estimate-that is, 
to estimate what y would have been if the y i measures had been 
taken in the full state sample. 

One class of estimators simply adds to y a weighted difference 
between the two x estimates, that is, 

ER = y + c(x1 - x2) . 

One way to determine a value for c in the equation above is to 
replace it with an estimated regression coefficient, b, from the 
regression in the subsample of the y ;s on the x;s. The estimator 
then becomes 

ER = y + b(x1 - x2) . 

This is the regression-adjusted estimator used in the QC systems 
for the family assistance programs, where the y i measures are from 
the federal QC re-reviews and the x.s are the measures from the 
state QC reviews. In essence, the regression-adjusted estimator 
is designed to calibrate the federal error rate estimate by the dif
ference between the two corresponding state-baaed numbers. The 
statistical theory that underlies this official estimate of payment 
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error rates uses the presumed greater accuracy of the federal find
ings as the standard and incorporates the greater precision of the 
larger state QC sample to arrive at an estimate that is "better" 
than either a state-based or federal-based estimate alone. 

If there is no pattern of agreement between state and federal 
reviewers, then the expected value of b is 0. The official estimate 
will be that based on the federal reviews alone, and it will have 
only the precision afforded by the smaller, federal subsample . 
When state and federal reviewers agree completely, two important 
consequences ensue. First , b equals 1 .0. Second, the federal and 
state estimates in the federal subsample are equal , that is, y = i2 • 
Then the official estimate of the payment error rate, ER, becomes 
the state estimate in the full state sample, i1 • 

Performance Standards 

Official payment error rates are estimated separately for underpay
ments and for overpayments. However, only the latter, the "official 
payment error rate," is related to sanctions that are tied to esti
mates of performance. Sanctions are set as functions of differential 
federal sharing in the costs of administering the program. 

For fiscal 1981 and 1982, standards were set in a formula that 
reflected national average rates of error reduction. Beginning with 
fiscal 1983, however, states were to reduce their payment error 
rates over 3 years, reaching 5 percent by fiscal 1985. For most 
states, the error rates were set at 9 percent for fiscal 1983, 7 percent 
for fiscal 1984, and 5 percent for fiscal 1985 (and subsequent 
years) . For states with very high error rates (over 11  percent) for 
fiscal 1982, the declining targets were reductions over each of the 
next 2 years of one-third of the difference between the fiscal 1982 
performance and the 5 percent target for fiscal 1985. 

A number of consequences follow from performance estimates 
that derive from QC samples. State agencies must engage in cor
rective action planning, they may be subject to financial sanctions, 
and they may be eligible for rewards, for "enhanced" federal shar
ing in administrative costs for exceptionally good performance. 

CorrectitJe Action• 

In response to findings of deficiencies in QC reviews, and if their 
estimated error rates do not meet the established standard, a 
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state agency must develop a corrective action plan and submit it 
for FNS approval. Some deficiencies that may trigger corrective 
action planning may arise outside of the QC proceu-for instance, 
from FNS or USDA audits or investigations. Failure to complete 
QC reviews on time for 95 percent of the QC sample also will 
trigger corrective action plans, as will negative case action error 
rates higher than 1 percent. 

Corrective action plans must addreu the problems identified. 
The primary factors for determining the lll08t serious deficiencies 
to be addressed in the plan are the magnitude of the deficiency, the 
geographic extent of the deficiency, and the likelihood of succeea of 
planned corrective actions. Corrective action plans must include 
documentation of the problems to be corrected, their magnitude 
and geographic extent , the source by which they were discovered, 
and the anticipated actions that will eliminate or reduce the prob
lems. 

Corrective action plans also must be developed for appropriate 
project or management levels within the state agency, tailored 
to specific units for which the plan is operative. Such subetate 
plans also must meet the minimum requirements for the state 
corrective action plan. The state must monitor and evaluate the 
corrective action program at all levels at which it works within the 
state and must describe the monitoring and evaluation program 
in its corrective action plan. The intent here is to ensure that the 
planned corrective actions are implemented properly and that the 
anticipated results are achieved within the specified achedules. 

State corrective action plans are open-ended and remain in 
effect until all deficiencies are reduced or eliminated. As the defi
ciences are corrected or improved according to the plan, FNS is to 
be notified in writing, with documentation to support removing 
the deficiency from the plan. Such removal is subject to FNS re
view and validation. As a practical matter, corrective action plana 
frequently become annual activities because they are triggered by 
annual error rate findings. 

Sanction• 

When a state's official payment error rate does not meet the 
standard, the federal share of administrative coets is reduced. 
This is the sanction in the Food Stamp Program. Federal funds for 
'administration are reduced by 5 percent for each percentage point 
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or fraction above the error rate standard, for the first 3 percentage 
points above the standard, and by 10 percent for each percentage 
point or fraction above the 3 percentage point difference. That 
is, official payment error rates above the target rate by 1 ,  2, and 
3 percentage points would result in sanctions of 5, 10, and 15 
percent of the federal share of administrative costs, respectively, 
and official payment error rates above the target by 4, 5, and 
6 percentage points would result in sanctions of 25, 35, and 45 
percent of the federal share, respectively. The sanction against 
administrative dollars, however, cannot exceed a total that is 
equal to the value of food stamps issued in that year in excess of 
the allowable error rate. 

A provision of the Food Security Act of 1985 requires that 
states must be notified of their potential liability within 9 months 
of the end of the fiscal year. There are a variety of conditions 
under which states may request a "good cause" waiver from total 
or partial payment of sanctions, if such a request is made within 
30 days of the notification of potential liability. The conditions 
include natural disasters or civil disorders, strikes by workers in
volved in eligibility determination, significant caseload growth, 
changes in the Food Stamp or other programs adversely affecting 
the Food Stamp Program, misapplication of federal policy by or 
because of FNS representation, or other circumstances beyond the 
states' control. There is no time requirement for FNS to respond 
to requests for waivers based on "good cause" claims. 

A state may also appeal the federal sanction finding by re
questing a hearing, in addition to a review of the record, within 
10 days of notification and submitting within 30 days a written 
statement attesting to issues, position, pertinent facts and related 
items. The hearing must be scheduled within 60 days, and both 
parties may submit further information within 10 days of its con
clusion. A determination must be made within 30 days. Within 30 
days of final determination, the state may file for judicial review 
in the appropriate U.S.  District Court. Figure 11 ,  shows the time 
line for the appeals process. 

Reward• 

The reward for good performance-which also is tied to federal 
sharing of administrative costs-uses the underpayment error rate 
and the negative case action error rate in addition to the official 
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payment error rate. First, in order to be eligible for the incentive 
funding, the sum of a state's official payment 
error rate and its underpayment error rate must be no larger 
than the 5 percent performance standard. Then the negative case 
action error rate is examined: a state gets incentive funding only 
if its negative case action error rate is not larger than the national 
average negative case action error rate. 

When a state meets these tests, it is eligible for enhanced 
federal shares in the basic costs of administering the program; 60 
percent instead of the usual 50 percent . Very few states have ever 
qualified for this incentive payment, although one state, Nevada, 
has received it several times. 
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4 
Critiques of the Food Stamp QC System 

"Quality control" is a much studied subject .  It has many applic&
tions-in manufacturing, in service industries, and in some pub
lic programs. Quality control of the family assistance programs 
has generated intense feelings among many who are involved in 
or affected by either the program, the consequences of the QC 
measures, or both. These programs also present a unique set of 
problems associated with maintaining or improving quality. The 
panel has therefore drawn upon a variety of sources in its assess
ment of the current Food Stamp Program QC system . .  

The panel gathered a large body of analyses of the three 
QC systems under study. That body includes rigorous studies of 
program effects as well as a range of other analyses and observa
tions that have been presented to the panel in writing, orally, and 
in connection with the panel's site visits. (The reference list at 
the end of the chapter includes items specifically cited and other 
resources used.) The issues that the panel considers salient in 
those critiques are summarized in this chapter. Because the QC 
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systems for family assistance programs share common roots and 
approaches, the panel reports some analyses that do not speak 
specifically to the Food Stamp QC system. In large measure, this 
work is critical of the QC systems. Since this work typically is 
done in reaction to perceived problems with the QC systems, this 
result is not a surprising one. In general, the critics call the QC 
systems into question on grounds of "fairness," although the mean
ings and standards of fairness vary. Systems that levy penalties 
tend to generate concerns about fairness. Some criticisms speak 
directly to an issue of "fairness" in the operations of or outcomes 
of the current system, others are only implicit. Imbedded in each 
is some sense of unfairness to one or more of those interests to 
which the programs are accountable: to taxpayers; to local, state , 
and federal officials; to recipients; and to the target or eligible 
populations. 

For purposes of analysis and presentation, the panel presents 
its discussion of critiques of QC systems under four major headings: 
statistical issues, measures of quality, the use of performance stan
dards with sanctions/disallowances, and procedural issues. The 
groupings are not necessarily those used by others in their assess
ments of QC systems. 

STATISTICAL ISSUES 

Statistical critiques fall under two headings, sample design and 
estimation. Questions focus on the validity, accuracy, propriety, 
and cost-efficiency of applications of statistical theory and meth
ods. At issue is whether, or to what extent, current QC sample 
designs and estimates fairly represent state agency performance 
and balance state and federal financial risks. 

Sample Design 

Critics have taken on questions of sample sizes (too large, too 
small) ,  the varying precision of sample-based estimates by state 
(state QC sample sizes vary as a function of case loads) , the drop
ping of cases from QC samples under certain conditions, and the 
cost-efficiency of the current "tw�tiered" system of QC sampling 
and review. 
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Sample Sizes 

Some critics argue that the current QC sample sizes are too large. 
In all states except those with the smallest samples, current sam
ples provide greater precision of estimated payment error rates 
than is needed for federal monitoring purposes. The HHS Inspec
tor General, for example, concludes that in all states but those 
with the smallest QC samples, AFDC QC sample sizes could be 
substantially reduced for federal monitoring purposes (U.S. De
partment of Health and Human Services, 1986) . These critics 
also argue that current QC samples do not yield sufficiently use
ful additional information for various analysis purposes to justify 
the larger samples. For example, data do not permit the con
struction of so-called error-prone profiles: profiles that permit the 
identification of cases that are likely to be prone to error, and 
can be targeted for special handling in eligibility determination 
(see, especially, American Public Welfare Association, 1986; U.S . 
Department of Health and Human Services, 1986) . Error prone 
profiling attempts to sort cases into groups and identify those 
groups that are more prone to error in their eligibility and benefit 
determinations. 

Other critics, however, argue that the current QC sample sizes 
are too small: they cannot produce sufficiently reliable substate 
estimates of performance, such as for local offices or teams of work
ers within offices. Early advice given to HEW on the AFDC QC 
system suggested a sampling and review system for state and local 
management purposes, with larger samples and different kinds of 
reviews than are now used in the family assistance QC systems 
(Westat, 1971) . Representatives of state interests have argued 
the need for useful management information, which includes rea-
sonably precise substate estimates (see American Public Welfare 
Association, 1986; Sacramento County, 1986; National Council 
of State Human Service Administrators, 1986; Florida, State of, 
1986; National Governors' Association, 1986) . 

Federal officials note that states have the option of supple
menting QC samples and review activities and that the admin.ia
trative costs of such supplementation will be matched at the 50 
percent rate by the federal agencies. A number of states report
edly do use such supplemental samples and reviews. And New 
York City samples and reviews intensively, by federal QC review 

Copyright © National Academy of Sciences. All rights reserved.

Rethinking Quality Control:  A New System for the Food Stamp Program
http://www.nap.edu/catalog.php?record_id=18900

http://www.nap.edu/catalog.php?record_id=18900


CRlTIQUES OF THE FOOD STAMP QO SYSTEM 79 

standards and measures, the caseloads of small groups of workers 
(panel site visit, August 1986) . 

Precuion of Estimates 

QC sample sizes now vary according to state agencies' caseloads. 
The precision (or sampling error) of state-level estimates of pay
ment error rates, therefore, varies by state as well. The differences 
in precision become important if and as interval estimates (or con
fidence intervals around point estimates) are used for administra
tive actions (see U.S . General Accounting Office, 1985b) . Varying 
precision in the estimates, by state, also raises questions of equity 
with respect to the consequences or risks that arise from the uses 
of the estimates (U.S. General Accounting Office, 1986d). 

The federal formulas for determining state QC sample sizes 
take into consideration the relative costs to states of undertak
ing QC reviews, which are labor intensive. Samples designed to 
provide estimates of equal precision across states would require 
sample sizes that are much more nearly equal. Such designs would 
result in greater administrative costs relative to caseloads among 
states with smaller caseloads. 

Dropped Cases 

Federal rules permit some cases to be dropped from QC samples 
under specified circumstances, usually if a person-to-person inter
view cannot be scheduled. (One example is that of the death of 
the recipient, for instance.) One study by the U.S. General Ac
counting Office (1986a) claims that failure to pursue and use some 
dropped cases leads to underestimates of payment error rates. 
The GAO examined 360 dropped cases properly dropped under 
current regulations and determined that, in principle, 242 might 
have been further reviewed. Of those, the GAO completed reviews 
for 95 cases. On the basis of the findings for those 95 cases, the 
GAO concluded that dropped cases are about twice as prone to 
error as those for which QC reviews now are completed. The GAO 
therefore recommended that the federal agencies revise their rules 
for dropped cases, to restrict the criteria by which cases can be 
dropped from QC samples. 
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Two-Phue Sample Delign 

Finally, many critics have questioned the two-phase sample de
sign now used. Federal regional officials subsample the states' 
QC samples and re-review state reviewers' findings and deter
minations. This two-tiered system adds substantial time to the 
entire review process and, some argue, yields little or no added 
information (see U.S. Department of Health and Human Services, 
1986; U.S. General Accounting Office, 1986d) . Also , this system 
at times puts state QC reviewers in conflicting roles: responsible 
for finding errors of their own state agency that have major cost 
consequences for that agency derived directly from the federal 
interest. Although both state and federal governments have an 
interest in payment accuracy, it is the federal rules and procedures 
that dominate QC findings of error. 

The U.S. General Accounting Office (1986d) reviewed the pros 
and cons of the two-tiered sample design as against a on•tiered 
alternative, federally drawn and reviewed, but made no recommen
dations. Several groups have supported a one-tiered alternative 
QC sample design for federal monitoring purposes, which might 
cost less, would turn results around more quickly, and would not 
lose any useful information (see National Council of State Human 
Service Administrators, 1987; Sacramento County, 1986; lllinois, 
State of, 1986) . Such an alternative may make state-federal rel• 
tionships more difficult , however, and could break an important 
state-level connection between QC reviews and planning effective 
corrective actions (see, especially, U.S. General Accounting Office, 
1986d) . The FNS currently has under way a trial demonstration 
of a one-tiered sample and review design, but that design is not 
intended to evaluate the possibilities of reduced sample sizes. 

Estimation 

Critics have attacked the regression-adjusted estimator that pro
vides official payment error rates; the use of a point estimate rather 
than an interval estimate of error rates; the estimation of (or, fail
ure to estimate) standard errors of payment error rate estimates; 
and the errors imputed to uncompleted QC review cues. 
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RegJ"emon-AdjuBted EBtimator 

Perhaps the most frequently made and probably the most hotly 
debated criticism of current QC systems concerns the use of a 
regression-adjusted estimator from the two-phase sample. All 
three QC systems use the regression-adjusted estimator in order to 
derive official payment error rates for states. The preliminary esti
mate from federal re-review findings among the federal subsample 
for each state is adjusted with a weighted difference between two 
state-review-based estimates-one for the state sample and one 
for the federal subsample in the state. The purpose of the regres
sion is to derive a "weight" for the difference between the state 
estimates from the full sample and the subsample. The weight is 
provided by the estimated coefficient for the regression of federal 
case level findings of error on state findings of error in each state's 
federal subsample. 

Blischke (1985) and DMA Corporation (1985) make "model
based" criticisms of the regression-adjusted estimator. They ar
gue that the usual meaning of an estimated regression coefficient 
cannot be sustained in this application because the model's as
sumptions are not borne out by the data. Fairley (1986) and 
Desmatics ( 1986) make similar arguments. In response , however, 
it can be argued that the regression-adjusted estimator arises from 
sampling theory for estimation from a two-phased sample design 
(Cochran , 1977) much like the two-tiered QC review system. The 
justification rests on sample "design-based" statistical theory that 
requires samples that are only "large enough" in order for the 
estimator to be valid. 

Westat Research, Inc. (1971) initially recommended to HHS 
the use of the regression-adjusted estimator; it later reported 
(Westat Research, Inc . , 1986) results of simulations of AFDC 
payment errors in order to demonstrate the characteristics of the 
regression-adjusted estimator. Westat found that the regression
adjusted estimator behaves well enough, within the sample sizes 
found in QC applications. That is, Westat 's results suggest that 
QC sample sizes are large enough to justify reliance on large sam
ple statistical theory. The panel has not formed a judgment on 
the study. 

Westat also compared the performance of the regression
adjusted estimator to that of a related, but simpler alternative, a 
"difference" estimator . The difference estimator also adjusts the 
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federal estimate from the federal subsample with a weighted dif
ference of the two state estimates. Westat investigated weights of 
1 .0 ,  0.9, and 0.8 in its simulations and reported that its simula
tions show essentially no difference in the statistical behavior of 
the regression and difference estimators for weights of 1 .0 and 0.9. 

UBt of a Point EBtimate 

AJJ.y statistical estimate that is based on sample data contains 
some error based on sampling variability alone. An estimate that 
consists of a single numerical value, such as an average, is called a 
point estimate. Statisticians often construct confidence intervals 
or interval estimates that cover some range of values around the 
point estimate. Such intervals permit a probability-like statement 
of confidence that the interval covers the value of the population 
parameter for which the sample data provide an estimate, e.g. , a 
95 percent confidence level. 

State welfare agencies and their representatives argue that 
the lower bound at 95 percent confidence, or the lower limit of 
an interval estimate, should be used to establish the amount of 
sanction instead of the point estimate of state-level payment error 
rates. They argue that sampling error can produce estimates that 
overstate actual payment error rates, and states should not have 
to assume the risk of oversanction; therefore, they argue for using 
the lower bound of estimated payment error (National Council of 
State Human Service Administrators, 1987; Sacramento County, 
1986; Covington & Burling, 1986; Desmatics, 1986; Fairley, 1986; 
Florida, State of, 1986) . AJJ. earlier report of the National Re
search Council also recommended the use of the lower confidence 
bound for the purposes of sanctions or disallowances (Gilford et 
al . ,  1983 :63-64) . In its early AFDC QC reports, even Westat Re
search, Inc. ( 1971 , 1973) implied that a confidence bound should 
be considered for taking administrative action hued on estimates 
of performance, although Westat's discussion pertained only to 
corrective actions and not to financial penalties. The U.S. Gen
eral Accounting Office (1986d) , however, notes that the use of 
a lower confidence bound would shift to the federal government 
more of the financial burden for erroneous payments relative to 
the federal-state shares when the point estimate is used . Since 
the precision of the payment error rates vary by state, the use 
of a lower confidence bound could alter the relative rankings of 
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states by estimated payment error rates (U.S . General Accounting 
Office, 1985b) . 

Estimates of Standard Errors 

Problems arise with respect to the estimation of the standard 
errors of official estimates of state payment error rates. The 
U.S. General Accounting Office (1986b) remarked upon FNS' fail
ure to make and report estimates of standard errors and recom
mended that FNS do so in the future . Westat's ( 1986) simulations 
demonstrate shortcomings in the usual estimates of standard er
ror for AFDC estimates of error rates. The usual method for 
estimating standard error assumes a particular symmetry, but the 
regression-adjusted estimator has a skewed distribution . Westat 
recommended to HHS that it use another approach for estimating 
standard errors, called the jack-knife approach. The recommended 
jack-knife method partitions a data set into a number of subsets 
and then re-estimates the log-transformed payment error rate a 
number of times, each time leaving out one subset of the data. The 
set of estimates then provide information from which to estimate 
the standard error. Note that if confidence intervals are to be 
constructed, estimates of standard errors are required. 

Uncompleted Reviews 

Regulations set a schedule within which state agencies must com
plete QC reviews. Often, some reviews will not be completed 
within the preacribed time limit. Incomplete QC case reviews 
usually amount to fewer than 5 percent of the state samples. Fed
eral agencies impute findings of error to uncompleted reviews, 
assuming that cases with uncompleted reviews are more prone to 
error. The overpayment imputed is at a value of two standard 
deviations above the average overpayment error in the sample 
of reviews completed by the state agencies (using the full state 
sample) . This adjustment, according to critics, has not been sup
ported empirically, and may overstate the errors actually made 
(see, e.g. , Desmatics, 1986) . The U.S. General Accounting Office 
(1986a, 1986b) , however, suggests that the method currently used 
may actually understate errors. The imputation now is made for 
uncompleted cases before deriving the regression-adjusted, official 
payment error rate; GAO suggests making the imputation after 
deriving a regression-adjusted estimate for completed cases only. 
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MEASURES OF QUALITY 

The particular measures of quality used in the QC systems for 
family assistance programs have come under attack: whatever the 
particular criticism, the measures taken can or do distort decision 
making-particularly when sanctions and disallowances are tied to 
those measures. To the extent that the measures ignore important 
program objectives or emphasize something at odds with basic 
program goals, actual quality as opposed to measured quality may 
deteriorate. 

Other Performance Criteria 

A number of critics argue that other important performance crite
ria are ignored in the QC systems, particularly those that pertain 
to other program objectives (American Public Welfare Associa
tion, 1986; Sacramento County, 1986; National Council of State 
Human Service Administrators, 1987; Florida, State of, 1986; 
National Governors' Association, 1986) . Such things include the 
timeliness with which applications and redeterminations or recer
tifications are done, costs of administering the programs, training 
and job placements (with subsequent savings in benefit payments) , 
child support collections, recoupment of misspent funds, and the 
effective provision of other kinds of services in addition to pay
ments. 

In another area of performance, some critics charge that the 
cost-effectiveness or cost-efficiency of QC activities, including cor
rective actions, has never been assessed-and that the focus on 
payment accuracy standards neglects or overlooks this important 
dimension of quality (see, e.g. ,  Illinois, State of, 1986; National 
Governors' Association, 1986) . In its early studies, Westat (1971 ,  
1973) advised HEW to collect, track, and report the costs of and 
savings from QC and corrective actions. 

These critics and others (Brodkin, 1986; Center on Social 
Welfare Policy and Law, 1986a, 1986b; Brodkin and Lipsky, 1983) 
also argue that the emphasis in the current QC systems on over
payments adversely affects some recipients or potential recipients. 
The QC system gives no weight to underpayments and incorrect 
negative actions. Brodkin (1986) and Brodkin and Lipsky (1983) 
argue that the QC system has encouraged eligibility workers to err 
on the side of "stringency" in making eligibility (re)determinations 
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and that some otherwise eligible poor people are not served, or 
not served well. 

Co.se Churning 

The Center on Social Welfare Policy and Law (1986a, 1986b) also 
stresses a related point, that the QC emphasis results in substantial 
"churning" of the caseloads. Recipients denied (or terminated) for 
procedural reasons-those documentation requirements for which 
noncompliance would create QC errors-may in fact be eligible 
and may be found eligible (or eligible again) within months. Be
cause QC emphasizes procedural corrections, it ignores other pro
gram objectives, such as giving timely needed assistance. The 
Center on Social Welfare Policy and Law cites a rapid increase 
in applications and procedural denials and terminations as cir
cumstantial evidence for this claim; it also cites studies in New 
York City, Michigan, and by Mathematic& Policy Research, Inc. 
that show that many recipients who are denied or terminated for 
procedural reasons do indeed reapply within a few months and 
are found eligible. In the New York City study, 64 percent of the 
AFDC cases studied were reopened within 2 months and another 
12 percent within 6 months. 

Payment errors may indeed be avoided through procedural 
denials and terminations. But, critics charge, the denial of needed 
assistance to poor people for those months when they are not re
ceiving benefits is a potential cost that is not captured through QC 
measures, and may be promoted through the incentives created 
by the QC systems. They argue that the risk of procedural denial 
is particularly high because the documentation required to meet 
QC standards is frequently difficult for this population to provide . 

Negative Co.se .ActioM 

The USDA states that underpayment error rates have remained 
roughly constant, nationally, while overpayment error rates have 
improved (Bode, 1986) . The Center on Budget and Policy Prior
ities (1986) asserts, however, that the effect of improper negative 
case actions is more important than underpayments, and believes 
that informal denials may have increased: that is, potential Food 
Stamp applicants may be discouraged from making a formal ap
plication when they make an inquiry about program participation . 
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The Urban Institute (1985) concluded that as a result of legislative 
changes in 1981-82, participation in the Food Stamp Program de
creased more than expected as a result of those changes, by about 
600,000 participants in 1983. 

The U.S . General Accounting Office (1986c) studied a sample 
of negative action cases reviewed for QC in lllinois: it determined 
that 23 percent of the cases had been improperly denied or termi
nated; the state QC reviewers found only a 3 percent error rate 
for negative actions. Moreover, GAO found that, contrary to reg
ulations, benefits were not restored in the specific cases found by 
QC reviewers to have been improperly denied or terminated. 

The panel notes that in its site visits to local, state, and 
regional offices around the country, it was reported that state QC 
reviews do not examine negative actions as intensively as they do 
the active caseload and that federal re-reviewers almost never re
review negative action cases. Also , in the QC systems, the negative 
case action errors that are found are never evaluated with respect 
to the value of the payments not made or food stamp coupons not 
issued. 

Misleading Measurements 

Technical Errors 

AFDC and Food Stamp (but not Medicaid) QC systems record 
and report certain procedural or "technical" errors. Technical 
errors include the absence of evidence of Social Security numbers 
for individual recipients in assistance cases, the failure to make 
or document registration in work or training programs when such 
registration is required, and the failure to assign child support 
collection rights for AFDC children to the state. The FNS recorda 
and reports such errors, but excludes them from estimates of Food 
Stamp payment errors; under AFDC, in contrast, such errors are 
recorded, reported, and included in official estimates of AFDC 
payment error rates (see U.S. General Accounting Office, 1986d) . 

Many critics have argued, state welfare directors and state 
interest representatives in particular, that such "errors" do not 
represent misspent funds, since if corrected they would have no 
effect on the benefit costs (see, for example, American Public Wel
fare Association , 1986; Sacramento County, 1986; Wyoming, State 
of, 1986; California, State of, 1986; Center on Budget and Policy 
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Priorities, 1986) . In respo118e, HHS officials argue that these pro
cedural requirements are established in law and therefore must be 
counted into AFDC payment error rates (see U.S . General Ac
counting Office, 1986d). Panel members have examined examples 
of when such errors may include total or partial mispayments, as 
well as the more obvious examples of when mispayments would 
not occur once the procedural errors were corrected. 

Double-Counted Errors 

The Center on Budget and Policy Priorities (1986) documents a 
class of cues for which erroneous payments are double counted for 
Food Stamp and AFDC QC purposes. When unreported income is 
discovered in a QC review for a cue that received both AFDC and 
Food Stamp assistance, the AFDC grant is in error by a magnitude 
determined by the amount of income not reported. These misspent 
federal dollars are included in the AFDC payment error rate. In 
making a determination of error in the Food Stamp issuance, QC 
reviewers count the full amount of the AFDC grant received and 
add the amount of unreported income again in determining what 
the Food Stamp issuance should have been. By including the 
AFDC grant error in computing the Food Stamp error, the true 
total of misspent federal dollars is overstated. That is, if the AFDC 
benefit had been corrected, the Food Stamp overissuance would 
not have been as large as is now counted in QC determinations. 

Omissions from QC M ea��ures 

Other critics note two troublesome omissions from QC measures. 
For example, AFDC QC does not count an overpayment of less 
than $5.00 as an error, and in all three programs only a single 
cause of error may be coded. Many experts believe that for man
agement improvement purposes, all errors should be recorded and 
multiple causes of error (or all causes of multiple errors in a single 
cue) should be reported (see, e.g. , Center on Budget and Policy 
Priorities, 1986; U.S. General Accounting Office, 1980) . 
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PERFORMANCE STANDARDS AND SANCTIONS 

Critics have challenged the basis upon which performance stan
dards have been set, variation in error rates in the three pro
grams, the distorting effects of consequences now tied to measured 
QC performance, the reasonableness of holding state agencies ac
countable for clients' errors, and making the Food Stamp Program 
sanction a function of administrative costs. 

Basis for Performance Standards 

All three programs now use national performance standards, uni
formly applied to all state agencies: 3 percent payment error rates 
for AFDC and Medicaid, 5 percent for Food Stamps. Various 
critics argue that state-specific circumstances that are beyond the 
control of welfare administrators can affect payment error rates. 
Such factors include caseload sizes, unemployment rates and gen
eral economic conditions in the states, demographic character
istics, programmatic complexity, policy choices made by gover
nors and state legislatures, incidence of cases with earned income, 
and different indications of urbanization-all of which can affect 
caseload mixes and error rates. {In a related vein, these critics also 
note that the incentives created by QC-based disallowances under 
AFDC discourage states from operating the "unemployed parent" 

{UP) part of AFDC, which may be done at state option. AFDC
UP cases have a greater incidence of earnings, and therefore are 
more error prone (see American Public Welfare Association, 1986; 
Sacramento County, 1986; National Council of State Human Ser
vice Administrators, 1986, 1987; Florida, State of, 1986; National 
Governors' Association, 1986; Wyoming, State of 1986; California, 
State of, 1986) . 

From this perspective, either national standards should be 
adjusted for certain kinds of state-specific characteristics or stan
dards should be set on a state-by-state basis (see, especially, Cal
ifornia, State of, 1986; National Council of State Human Ser
vice Administrators, 1986, 1987; Florida, State of, 1986; National 
Governors' Association, 1986; Wyoming, State of, 1986.) GAO 
{ 1986d) notes, however, that the effects of such external influences 
on error rates may not be easily distinguishable from the effects of 
poor management. 
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From a different perspective but making a similar point, other 
critics have suggested that the performance capabilities of state 
welfare agencies necessarily vary and that the agencies should be 
financially accountable only to levels of performance for which they 
are capable. Others have argued specifically that if sanctions are 
to be used, then standards should be set at levels that a significant 
number of states could realistically reach with dedicated effort: the 
National Council of State Human Service Administrators {1986) ; 
Desmatics {1986) ; Center on Budget and Policy Priorities { 1986) ; 
National Governors' Association {1986) . Explicitly, they argue 
that standards that penalize a large number of state agencies are 
necessarily too stringent . 

Westat Research, Inc. { 1971 ,  1973) , drawing on a common 
practice in quality control applications elsewhere, recommended 
that AFDC performance standards be state-specific, based on 
each state's record of performance. A system structured with 
appropriate incentives for improvement , and with a long-range 
national target or goal, could use such state-specific standards. 
Westat suggested that the national goal should represent a target 
achievable by a large number of states with sustained and diligent 
effort . Such an approach, if taken, would obviate any need to 
model and adjust national standards for state-specific differences. 

Implicit in such criticisms are two principles. First, perfor
mance standards should reflect state characteristics, whether by 
adjustment of national standards for certain state-to-state differ
ences or by setting state-specific standards that reflect each state 
agency 's performance capability. Second, any standards that are 
set should reflect realistic thresholds; standards based on varied 
state capabilites create targets that can be reached with dedicated 
efforts. 

Variation in National Payment Error Rates 
in the Three Programs 

The Center on Budget and Policy Priorities {1986) examined dif
ferences in the national average payment error rates achieved for 
AFDC, Medicaid , and Food Stamps, in order to address the ques
tion of whether the Food Stamp Program was more poorly man
aged than the other two programs. The question arises because of 
higher national payment error rates for Food Stamps, and because 
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states do not share in the benefit costs for this program. The Cen
ter concluded that a combination of differences in caseloads and 
differences in definitions of errors that are measured fully explains 
the differences observed. 

The Center's analysis found that the Food Stamp caseload 
has several characteristics that n\ake it more error-prone than the 
AFDC caseload: it has three times the proportion of cases with 
earnings; it has about six times the fraction with unearned income, 
an indirect indicator of assets and another source of errors; it turns 
over more quickly ; and it contains more two-parent families. The 
Center argues that Food Stamp error rates should be expected to 
be higher than those for AFDC, and by at least as much as the 
differences that do exist . 

The Center on Budget and Policy Priorities {1986) also argues 
that the Medicaid error rates should be expected to be the lowest, 
which they are, because Medicaid does not count technical errors 
and has two other features that would lead to a lower expected 
error rate . First , it uses a "spend-down" provision for errors re
lated to excess resources. If a recipient is formally ineligible for 
participation because of excess resources, an entire AFDC grant 
or Food Stamps issuance is deemed to be in error, regardless of 
the value of the resources in question. Under Medicaid, however, 
if the resources are less than the benefits paid, the amount of the 
error is the value of the resources-the amount that the recipient 
would have had to "spend down" in order to be eligible for the re
maining benefit payments. Second , Medicaid payment error rates 
accumulate only payments made on behalf of ineligible recipients. 
There is no counterpart to AFDC overpayments or Food Stamps 
overissuances to eligible recipients. Under Medicaid, overutiliza.
tion of care by recipients and excess billing by providers do not 
enter into QC-based payment error rates . 

Distorting Effects of Consequences from 
Limited Measures of Performance 

The QC systems for AFDC, Medicaid, and Food Stamps focus 
on and emphasize overpayments, including payments to or on be
half of ineligible recipients. As noted above, some critics charge 
that this narrow emphasis encourages performance to reduce these 
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kinds of payment errors, which-particularly with substantial con
sequences tied to measured performance-leads to the neglect of 
performance, or even dysfunctional program responses, in other 
important areas. The argument that QC induces "case churning" 
(described above) is a prime example. Examples of program objec
tives to which states might be held accountable include timeliness, 
nutritional benefits, improved health, child support collections, 
overpayment recoupment&, placement in jobs or training, and self
sufficiency (see Brodkin, 1986; National Council of State Human 
Service Administrators, 1987; Florida, State of, 1986; and National 
Governors' Association, 1986) . 

Agency and Client Causes of Error 

State officials argue that they should not be held accountable for 
clients' errors (see American Public Welfare Association, 1986; 
Sacramento County, 1986; Coalition of California Welfare Rights 
Organizations, 1986; National Governors' Association, 1986; New 
Jersey, State of, 1986; California, State of, 1986) . This is a complex 
issue. Agency actions or systems may influence cli�nt errors (U.S . 
General Accounting Office, 1986d) through, for example, training 
of workers, particularly in interviewing techniques; differences in 
workers' skill or educational levels; clear forms and communica
tions with recipients and applicants; and the use of computerized 
matches of bank records and wage reports. However, some recip
ients, for whatever reasons, do misreport such things as income, 
assets, shelter costs, and persons living in a household. It is not 
impossible, for instance, for a recipient to own but not know of a 
resource such as an insurance policy or a bank account. Moreover, 
such lack of knowledge might mean that the recipient did not have 
effective access to it , in which case it is not effectively available, 
and countable, income for determining need of public assistance. 

Food Stamp Sanctions Against 
Administrative Costs 

For AFDC and Medicaid, the penalty for poor performance, as 
measured under their QC systems, is a disallowance of the fed
eral funds expended for benefits in excess of the those allowed 
within the established performance standard. The penalty to the 
states is a dollar-for-dollar reduction of the federal share of the 

Copyright © National Academy of Sciences. All rights reserved.

Rethinking Quality Control:  A New System for the Food Stamp Program
http://www.nap.edu/catalog.php?record_id=18900

http://www.nap.edu/catalog.php?record_id=18900


92 RETHINKING QUALITY CONTROL 

federal funds misspent . Under the Food Stamp Program, how
ever, since there is no state share of benefit costs, the sanctions 
are against the federal share of administrative costs. The U.S . 
General Accounting Office {1986d) notes the inconsistency and 
lists pros and cons to establishing sanctions against benefit costs 
or against administrative costs. Another GAO official has argued 
for the use of Food Stamp sanctions tied dollar-for-dollar to the 
federal benefit costs associated with overpayment issuance errors 
(see Crowley 1985 , 1986; U.S. General Accounting Office, 1985a) . 
The Center on Budget and Policy Priorities {1986) argues that the 
intent in sanctioning administrative costs for Food Stamps is to 
penalize the program administrators, that is, the states, and not 
the beneficiaries. 

A state's potential dollar liability for sanctions under the Food 
Stamp Program is a function of its total administrative costs for 
the program. But those costs are not easily identified . Since 
the same state (or local) agency administers both programs, the 
agencies have cost-allocation plans for allocating between Food 
Stamps and AFDC (and usually other programs as well) the proper 
shares of the total costs of administration. The Center on Budget 
and Policy Priorities {1986) argues that an OMB ruling on such 
cost allocations has had the effect of shifting a greater proportion 
of states' charges for administration to Food Stamp, and from 
AFDC, administration. This change alone, without any tie to 
measured performance, raises the potential liabilities that state 
agencies may incur under Food Stamps. The National Council of 
State Human Service Administrators {1987) argues for sanctions 
tied to benefit costs and not linked to administrative costs. 

Another report cites the peculiar incentives created by the 
"step function" in the Food Stamp QC sanctions {Desmatics, 
1986) . Penalties change only at each whole percentage of esti
mated payment error. The financial consequences of a small shift 
in the estimated error rate can be very large, if that shift crosses a 
threshold that marks a step in the sanction formula, for example, 
from 8 .01 to 7.99 percent . Yet there are no consequences to a 
large shift within a single step , for example, changes up or down 
anywhere between 8.9 to 8 . 1  percent . 
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PROCEDURAL ISSUES 

Critics argue that certain QC procedures do not support uniform 
application or implementation of Food Stamp policy, create undue 
management hardships, and threaten due process protections in 
hearings and appeals. 

Reviews of State Plans 

Within state welfare agencies, state plans constitute the basic 
operating guide. Usually by reference, these plans include the 
manuals and guidelines for workers in local offices. In AFDC and 
Medicaid, QC re-reviewers at federal regional offices use both state 
plans and federal law and regulations to make their determinations 
for QC. In Food Stamps, federal re-reviewers use only federal 
policy documents (laws, regulations, and other guides from FNS) , 
and since 1982, FNS officials have not reviewed and approved state 
plans. Since the states still use the state plans as the controlling 
documents in making their QC determinations, and the federal 
government uses their document, there is an inevitable source of 
conflict. 

Discrepancies between state plans and federal guidance, in all 
three programs, have historically given rise to disputes between 
state and federal officials concerning interpretations of eligibility 
and benefit criteria. State officials have argued that federal agen
cies should review and approve state plans, so that in reviewing 
cases for QC determinations, all reviewers-federal and state
work from the same set of criteria (see National Council of State 
Human Service Administrators, 1987) . 

Administrative Grace Periods for 
Implementation of Program Changes 

Currently, federal AFDC practice permits a time lag for implemen
tation of program changes. Only after this administrative "grace 
period" are state agencies held accountable for thoee changes in 
the QC process. This lag is intended to give the state agencies 
time to make needed changes in their state plans and manuals; 
to print and disseminate thoee changes ; to train workers, super
visors, and program directors at all levels in the implementation 
of such changes ; and to work out the procedural bugs that often 
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accompany such changes. For Food Stamps, FNS does not permit 
such lags before counting errors from such changes in QC reviews. 
One argument for not permitting such time lags is that major 
changes are issued with a built-in lead time, but states argue that 
such lead time rarely if ever is sufficient for the administrative job 
required (see National Council of State Human Service Adminis
trators , 1987; Sacramento County, 1986; Center on Budget and 
Policy Priorities, 1986} . 

Region-to-Region Differences 

State officials claim that region-to-region differences in interpreta
tion of federal policy and guidelines results in differential treatment 
of states in the QC process and that such differences result in QC 
findings of different stringency (Florida, State of, 1986; National 
Governors' Association, 1986) . The U.S. General Accounting Of
fice {1986b} and the Inspector General of the U.S.  Department 
of Agriculture (1986a, 1986b, 1986c, 1986d, 1986e} documented 
regional variations in the calculation of Food Stamp error rates 
by state. These differences were of two sorts: one simply involved 
errors hi arithmetic, in the computation of error rates from the 
aggregated reports of QC case findings; the other involved the in
appropriate weighting of strata in some states with stratified QC 
samples. Either kind of error can affect a state's liability for sanc
tion as a result of the official payment error rate estimate. The 
Inspector General recommended greater use of second party re
views of regional office work ; the GAO noted that computerization 
of such calculations, with appropriate testing of the programming, 
would eliminate such regional differences. 

Nonindependence of Federal Re-Reviews 

Federal reviewers use the material in the state case review files 
to determine what further action, if any, is required. Therefore, 
it is not strictly an independent review. State officials contend 
that such nonindependence leads to higher estimates of error, be
cause any reviewer presented with data in which findings-in this 
case errors-have already been determined will be predisposed to 
find more (see California, State of, 1986; U.S .  General Account
ing Office, 1986b) . Westat Research, Inc. (1971) recommended 
that independent federal re-reviews be done, at least periodically 
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on a small scale, to properly 888e88 state and federal reviewers' 
performance. 

Proposed Revisions to FNS Arbitration 
and Appeals Procedures 

Early in 1986, FNS proposed to "streamline" its arbitration and 
appeals procedures for the resolution of state-federal QC differ
ences, ending the arbitration process with the findings of the 
regional office director. Currently, disputes may be pursued to 
the national FNS office, and about 20 percent of such disputes by 
states are found in states' favor.  FNS also proposed to alter the 
appeals process; an appeal of a sanction liability would no longer 
be heard by a Grants Appeals Board consisting of USDA staff 
outside of FNS; instead, a single person named by the Secretary 
of Agriculture-who could be an FNS employee or official-would 
hear such appeals. 

FNS reportedly has received numerous objections to the pro
posed revisions. The House subcommittee with jurisdiction over 
the Food Stamp Program held hearings on the proposed revi
sions. All who testified spoke against the proposed changes. State 
officials noted that the effect would be to deprive them of two 
processes that historically have found enough fault with FNS de
terminations to make a difference in payment error rate estimates 
and sanction liabilities. Others argued that the arbitration and ap
peals process now in place affords due process protection by the use 
of appropriately independent persons to settle disputes between 
interested parties and that the FNS proposals would eliminate that 
protection (see Center on Budget and Policy Priorities, 1986) . 
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5 
Lessons from 

Quality Improvement Experts 

For more than 50 years, experts have systematically applied sta
tistical methods to problems of controlling product and service 
quality. The contemporary field of "quality control," however, ex
tends beyond the application of specific statistical methods, to a 
larger view of quality and its management. In this chapter the 
panel draws on lessons from the experts in order to assess the 
family assistance QC systems. This consideration of the tools and 
perspectives of the experts is selective, mindful of the special envi
ronments in which family assistance programs operate. The panel 
may have more to say about practical applications in its second 
report . 

The larger view of quality experts is reflected in the diversity 
of terms that describe this field today-terms like total quality 
control, company-wide quality control, quality assurance, quality 
improvement , and zero defects-which creates problems for any 
discussion about "quality control." For the sake of coherent pre
sentation, the panel adopted the following usage: quality control 
refers specifically to the systems known by that name in the Food 
Stamp, AFDC, and Medicaid Programs; statistical quality control 
refers to specific statistical applications for process control (which 
are described below) ; quality improvement refers to systems that 
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take on a larger view, more than simply process control. All other 
uses of those and similar terms are set off in quotes and used when 
necessary in order to make a particular connection or citation to 
work identified as such in the quality field. 

The purpose of this chapter is to introduce readers to possibili
ties for the uses of quality improvement systems and tools in family 
assistance programs. It is not to provide a tutorial on quality im
provement, nor a set of concrete, specific Food Stamp applications. 
A Food Stamp example is noted, to make connections between the 
world of assistance programs and the perspectives and tools of 
quality improvement. But successful applications in any system 
will depend substantially on the circumstances: such things as the 
environment in which a program or process operates, the degree 
of isolation or interdependence to other programs or processes, 
the resources and amount of flexibility available to various partic
ipants in the system, the objectives to be achieved by the product 
or services, and the knowledge available about the purposes and 
problems of the system. 

QUALITY IMPROVEMENT: A PROCESS ORIENTATION 

Quality improvement systems focus on processes. Since errors or 
imperfections may enter into a process at any step-from initial 
design to ultimate inspection and use of the finished product or 
rendered service-quality improvement systems are intended to 
identify, reduce, eliminate, and ultimately prevent, such errors. 

Quality improvement systems involve three elements: process 
control, process improvement, and product or service improve
ment. Process control focuses on the operational steps in a pro
cess, and aims at "statistical control" of that process, that is, 
ensuring that production operates at the full capability of the pro
cess. Process improvement focuses on making the process work 
better, improving the capability of the process, which often re
quires changes in the process itself, and process redesign. Product 
or service improvement focuses on the effectiveness of the product 
or service, for the purposes of or uses intended for the product 
or service. Improved products or services often require improved 
design or redesign of the product or service itself. 

The use of statistical tools for quality control and "quality 
assurance" has a longer history in manufacturing than in service 
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industries. "Quality control" texts, for instance, often contain 
many more manufacturing examples than service examples (see , 
e.g . ,  Grant and Leavenworth, 1980) . Providers of services often 
claim that services, and especially public services, represent more 
complex systems than do those for manufacturing. They have 
much more variation and complexity; they are subject to external 
disturbances; and they have to meet a wider variety of potentially 
conflicting objectives, and are accountable to a wider set of actors 
and interests. Hence, they argue, statistical quality control is not 
widely applicable in many service delivery environments. 

In response , the quality improvement perspective notes that 
all organized activity, whether for manufacturing or service deliv
ery, consists of processes. Any large collection of processes serves 
multiple purposes, and different purposes can often work against 
each other. At this level, all organized processes are complex, 
although the kind of complexity varies from specific process to 
process. The larger and more complex the overall process , the 
greater that complexity and the greater the need for weighing 
trade-offs among different and sometimes competing objectives. 

The manufacture of a car, for instance, involves an elaborate 
set of processes that could be the focus for quality improvement 
systems: parts need to be produced and assembled to specifi
cations, but such manufacturer's objectives as market share and 
short- and long-term profitability also require a focus on process 
and product improvement . Paying on credit with credit cards, a 
classic service operation, requires some system of quality control 
to ensure accurate billing to the appropriate users fu the process, 
and may also require process improvement and service improve
ment systems in order to assure sufficient volume of credit use and 
cash flow to keep the company in business. 

Similarly, the delivery of Food Stamps, from initial inquiry 
through eligibility determination to final issuance of an appropri
ate allotment of coupons, is a complex process. Some form of 
process control should be used to ensure that the correct allot
ment goes to the right individual in timely fashion . A quality 
improvement system would also incorporate process improvement 
and service improvement efforts, however, to promote improved 
efficiency and effectiveness in the achievement of this and other 
desired or required program objectives. 
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Large-scale processing systems, whether for products or ser
vices, can be organized or subdivided into smaller, interrelated sets 
of processes which can be by function, for instance, or by specificity 
of processing detail within organizational units. Process control, 
process improvement , and product or service improvement apply 
at all of these subprocess levels as well as at the largest aggregation 
of processes. 

Process control, process improvement, and product or service 
improvement can be pursued at any point in the system-for 
instance, in the manufacture of car doors, or more finely yet, in 
the manufacture of car door handles. The measures of and studies 
for quality improvement of door handles, for instance, will be 
limited or shaped by the constraints of the design of the car door 
and the car body, but may in turn suggest design changes to the 
car door or car body. 

Similarly, the perspectives and tools of quality improvement 
can be applied to the Food Stamp Program. Like the door handle , 
the process of eligibility determination will be limited or shaped 
by the constraints or requirements of federal policy. But that pro
cess may in tum suggest design changes to federal policy, either 
for eligibility in its narrowest sense or in the service of other pro
gram objectives that could be addressed at the point of eligibility 
determination. 

PROCESS CONTROL THROUGH CONTROL CHARTS 

Traditional statistical quality control focuses on what statisticians 
call process control, at a very discrete, detailed level at which 
characteristics of the items (or transactions) produced can be 
measured against specifications. Statistical quality control was 
hom from an important insight, attributed to Walter Shewhart in 
1925; in the words of Grant and Leavenworth (1980: 1 ) :  

Some stable -.ystem of chance cau�ea• is inherent in  any particular 
ICheme of production and inspection. Variation within this stable 
paUern is inevitable. The reasons for variation outside this stable 
pattern may be discovered and corrected. 

Causes of inevitable variation within the stable pattern can
not be eliminated or corrected without changes in the system 
or process. Such causes of variation in performance are known 
as "common causes" -that is, they are common to the process 
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as designed, not attributed to special or idiosyncratic problems. 
Causes that are not inherent in the process, or not a part of 
the inevitable variation within a stable pattern, are known as 
"assignable" causes. Corrective action may be taken to eliminate 
assignable causes, once identified, without changing the system or 
process. "A process operating in the absence of any assignable 
causes of erratic fluctuations is said to be in statistical control" 
(Bowker and Lieberman, 1959:378) . 

It follows, then, that when any processing system is working 
up to its capability, measured performance will still show some 
variation. A processing system's capability will, even under the 
best of circumstances, produce dispersion in performance around 
an average level . That is, not every item or transaction wil

f 
be 

perfect . 
However, events or problems may arise that cause the quality 

to decline significantly from the performance capability of the 
system. Machines or machine parts may break, or settings may 
slip drastically in an automated process; a new worker in a local 
welfare office may introduce errors of magnitude and frequency 
sufficient to alter the service quality for the whole office. To 
recognize the difference. between the assignable causes of variation 
in performance and common causes, certain measurements must 
be taken, baselines determined, and ongoing measurement systems 
established . 

One mechanism for such a measurement system is a control 
chart , which can be used in the manufacture of door handles as 
well as the processing of Food Stamp coupon allotments. In its 
simplest form, a control chart shows the quality measurement of 
the output-items or transactions-from a single process. It does 
so by sampling the items or transactions from that process over a 
period of time and physically charting the quality measurement of 
each sample , usually with an easily read graph. 

A control chart shows the sample measures and average per
formance of the process as well as established limits, called control 
limits. When sample estimates fall outside the control limits, the 
control chart indicates that the process may be out of statistical 
control , a clear signal to look for problems. 

Control limits often are set at "3 sigma," plus or minus three 
times the standard deviation of performance measured (Bowker 
and Lieberman, 1959:384-385) , which is usually estimated from 
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samples of performance measures. (In many control charts, the 
range between highest and lowest measures taken in each sample 
may be used , rather than the standard deviation.) When a sys
tem is in control, measurements that fall outside of these control 
limits can be expected only 27 times in every 10,000 measure
ments taken, roughly 3 in 1 ,000. A single measurement outside of 
the control limits, therefore, is likely but not certain to indicate 
the introduction into the process of a problem with a specific or 
assignable cause . 

Control limits may be established other than by the "3 sigma" 
rule. For instance, if the cost of hunting for a specific cause of a 
problem is extremely expensive or disruptive to the process, wider 
control limits may be set. On the other hand (Wadsworth et al. ,  
1986:223): 

if  �he coa�, or eff'on, or �ime �o check a proceu �o conclude �ha� no 
change hu occurred is low, �hen a larger risk may be warran�ed, by 
uaing a lower mul�iple of sigma (say, 2 .5 or 2.0) for control limits. 

Many control charts require only simple arithmetic for their 
construction and use . Most can be started after a small number of 
samples and used effectively with very small samples. Bowker and 
Lieberman (1959:383) report that 25 subgroups (or samples) typ
ically should be used to start a control chart, and that subgroups 
(or sample sizes) of 4 or 5 seem to work quite well in manufacturing 
applications. Wadsworth et al. (1986:223) echo that assessment, 
but also note specific considerations that can alter the sizes of 
the subgroups needed: if it is important to detect small changes 
in the process, or, in effect, to tighten your control limits, then 
larger subgroups are needed; if the cost of inspecting or testing the 
samples is high, then smaller subgroups may be appropriate, even 
as small as 1 .  Montgomery (1985) devotes an entire chapter in his 
quality control text to the economic design of control charts. 

The key to the productive use of control charts, however, 
is the basis for grouping items or transactions for sampling and 
measurement for the control chart. The groups should offer the 
maximum opportunity for differences or variations in performance 
between groups and minimum variations within groups (Grant 
and Leavenworth, 1980:1 19) . The rest of this section presents an 
example of how a control chart could be used in the Food Stamp 
Program, focusing on a measurable outcome. 
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A control chart could be established for monitoring the time
liness of disposing of applications by eligibility workers. One vari
able entered on the chart would be the average number of days 
to disposition. If four or five dispositions per day can be sampled 
from a worker's output , then a control chart could be established 
for the worker within about 5 weeks. The chart could be revised 
over time, depending on the measured performance. H a worker's 
processing output is too small or too irregular for sampling daily, 
then a higher level of the process, such as a work group or local 
office, or a longer period of time, may be a more appropriate focus 
for a control chart. H daily samples are taken for a work group, 
then again about 5 weeks would be required to establish the chart. 
If a worker's output can be sampled only weekly, then about 6 
months would be required to establish the chart. 

For a control chart, two measures need to be taken from each 
set of the sampled dispositions: the average number of days to 
disposition and the range between the greatest and least num
ber of days within each sample. The average number of days to 
disposition can then be calculated across samples, as well as the 
average range. From standard charts, tables, or texts, upper and 
lower control limits-UCL and LCL-can be calculated (see, e.g. ,  
Wadsworth et al. , 1986) . From that point on, the performance 
of the worker (or work group or local office) can be tracked and 
brought under statistical control. (See Figure 12 for an illustration 
of just such a control chart.) 

Data from control charts can be summarized periodically (say, 
weekly) for use by the next higher management level. Assuming 
that each control chart shows a process in control , discrepancies 
between these charts-across workers, work units, or local offices
would suggest possibilities for process improvement. With or with
out comparative differences, if managers deem the process to take 
too long or to be unduly variable, either process or service redesign 
might be undertaken. This in turn might require additional study. 

As an adjunct to control charts, supervisors may also wish to 
track backlogs, or flow into and out of the backlog� of pending 
applications. Even though the process is apparently in control, a 
rising backlog could signal forthcoming trouble. A falling backlog 
could indicate an opportunity for the reassignment of one or more 
workers to other functions. And a sudden increase in applications, 
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FIGURE 12 Hypothetical Control Chan for TimelineN of Disposition of 
Food Stamp Applications 

Note: Thia example auumee that the samplee and measures needed to ee
tabliah the chan have been done. The auumed average time to disposition 
is 23 daya, with an average range over the samplee (longeet le11 shorteet 
disposition time in each sample of 5 items) of 8.67 days. 

4The -.ample identi&.cation• shows the sample for which the data are ploued. 
For a apeci&.c worker or work group, the sample identification could be the 
day or week on which the sample of 5 items wu drawn. 
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or the unexpected and unplanned absence of an eligibility worker, 
could throw the process out of control. 

To set up and use a control chart , one must identify a discrete 
and bounded process that ends in a measurable outcome that has 
been determined to be of importance. The choice of what units or 
for whom to create charts should reflect some likely relationship to 
the performance to be charted and controlled. And such choices 
should be sensitive to the costs of and benefits to be derived from 
the use of these tools, rather than others, to control quality. 

TOOLS FOR MONITORING QUALITY: 
NEITHER CONTROL NOR IMPROVEMENT 

Two specific tools have been used to monitor performance against 
criteria concerning quality : sampling inspection and quality au
dits. Both may promote process control and quality improvements, 
but neither one directly controls or improves a process. Both work 
most effectively when used in concert with tools for process con
trol. 

Sampling Inspection 

Unlike a control chart, sampling inspection is an accept/reject 
tool for use on batches of intermediate or final product (see e.g . ,  
Bowker and Lieberman, 1959; Grant and Leavenworth, 1980) . 
Sampling inspection uses probability theory to design sampling 
plans that rely on the inspection of samples of items from "lots" 
or "batches" : decision rules that are incorporated in the design 
dictate the acceptance or rejection of the entire lot or batch on the 
basis of the results of the sampling inspection. 

Many different designs have been developed for sampling in
spection, often called acceptance sampling. Standards for sam
pling inspection designs are maintained by .organizations such as 
the American Society for Quality Control (ASQC) and the Amer
ican National Standards Institute (ANSI). 

Sampling inspection is used by buyers in order to assure an 
"average quality level" among all the items in all the batches that 
are accepted. When written into contraets by buyers, sampling 
inspections can create pressures on manufacturers to control and 
improve their manufacturing processes. The consequences of re
jection of lots may include tighter sampling inspection designs 
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or on-site monitoring of the supplier's production system by the 
buyer's inspectors. But sampling inspection alone cannot correct 
performance problems or promote improved production processes. 

Even though it may be difficult to envision applications in the 
services field, sampling inspections have been used to review the 
work of claims processors in insurance. Analogous applications in 
the Food Stamp Program can be envisioned. Most of the work of 
eligibility workers is inspected by someone else, usually a super
visor; some states and localities require a 100 percent supervisory 
review and sign-off. AB a practical matter, such reviews often are 
done on an ad hoc basis, focusing on only selected items, workers, 
and decisions. Sampling inspection offers a formal tool by which 
supervisors (whether in a local office or a state operation) could, 
with a sound basis in probability sampling and decision rules, de
sign their inspections of workers' output. Supervisors could even 
direct the "reworking" of certain cases or "batches" of cases (see 
Gilford et al., 1983:Appendix F, for an example) . AB "quality 
control" textbooks indicate, however, sampling inspections work 
most effectively and at least cost when used in conjunction with 
control charta-inspection costs can be minimized with the assur
ance that a process operates in statistical control. And, as noted 
above, sampling inspection plans do not and cannot make quality 
improvements. 

Quality Audits 

Managers use quality audits to ensure that particular quality im
provement systems are in place and working as planned. Such an 
audit, for instance, may verify that specified control charts have 
been established; that operators or clerks, and their supervisors, 
have been trained properly in the use of the charts; and that the 
charts have, in fact, been used and continue to be used. H, for the 
period under audit, a chart shows an indication of the introduc
tion of an assignable cause of a performance problem, the auditors 
will look for the record of the search for trouble, its outcome or 
conclusion, and the effect-in the chart--of subsequent corrective 
action. Quality audits give managers feedback on the operations 
of the quality improvement system itself and may in turn suggest 
areas for improvement in quality control or quality improvement 
operations. 
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PROCESS IMPROVEMENT AND 
PRODUCT OR SERVICE DESIGN 

Process control alone cannot give a manager a full picture of the 
potential capability of an improved process or the causes of varia-
tion in performance. Additional tools and information are needed 
for process improvement. In addition, a product's or service 's 
"fitness for use" (as some quality improvement experts use the 
term; see, e.g. , Wadsworth et al., 1986:15) cannot be improved 
without further extending the scope of quality improvement sys
tems: in the industrial model, to the consumer or user of products 
(services) ; in the public model, to the achievement of program 
objectives as expressed by the policy makers. 

Furthermore, what may be appropriately considered a com
mon cause of poor performance or systemic problem at one level 
of analysis may-at another level-become a problem with an 
assignable cause. For instance, suppose that a state agency does 
not effectively train new Food Stamp eligibility workers. From the 
perspective of each local office, eligibility determination procesaes 
may well be in statistical control, because all workers will be rela-
tively evenly-albeit badly-trained. In statistical control terms, 
the achieved performance will reflect poor training, which is part 
of the common causes. However, suppose that in one local office, 
a supervisor uses an effective on-the-job training strategy with 
all new workers. Comparisons of performance across local offices 
would show differences across offices. Although the common cause 
of poor state training affects performance statewide, the better 
performance in one local office may indicate an assignable cause 
for it . A search for the cause of this variation might then discover 
the local office training and provide a key for improved statewide 
performance through improved training. 

A comprehensive quality improvement system, therefore, ex
tends beyond process control and beyond other means of monitor
ing performance. Such a system incorporates analysis to determine 
causes of the achieved level of quality as well as variations in perfor
mance around that level. A comprehensive quality improvement 
system also will include monitoring tools and evaluation studies 
that focus on process capability and product or service design 
questions. Finally, a comprehensive quality improvement system 
also will incorporate the means by which to plan, test, and take 
action based on performance data. 
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Determining Causes of Poor Quality 

Control charts cannot show the causes of poor quality and may not 
indicate where in the process problems will be found. Similarly, 
sampling inspection and quality audits cannot explain achieved 
performance levels or point to improvements. 

People must take information given by control charts, or from 
sampling inspections and other reports, and diagnose the cause 
or source of the problems indicated. An experienced user of such 
charts who also knows the process well can probably make in
formed judgments in beginning the search for the cause of a 
problem. But even experienced users of control charts who are 
knowledgeable about the process in question will need to look 
carefully at the process, sort out possible causes, and test their ef
fect on performance before determining the cause of the problem. 
Only then can appropriate action be planned. Other tools can be 
used to systematically analyze the possible causes of a deficient 
output. Indeed, a creative manager with a blackboard and chalk 
can draw a flowchart of the process in detail and query himself or 
herself, colleagues, and subordinates, for probable causes. Qual
ity improvement experts, however, offer a variety of formal tools 
that can be used by the relatively unsophisticated on-line man
ager and a group or task force in a search for causes of problems 
in performance. 

One such tool is called the Ishikawa diagram, cause-and-effect 
diagram, or "fishbone" diagram (Wadsworth et al., 1986:310-313) . 
(See Figure 13 for an example.) The ribe of the "fishbone" iden
tify the major steps in the process and the observed problem. The 
group then identifies the possible causes along each rib and con
tinues this process until sufficiently discrete and testable causes 
are identified. An exercise with this kind of diagram may lead to a 
number of such fishbones, each focused on a more specific problem 
than that with which the exercise began. 

The fishbone or cause-and-effect diagram also may help to 
set priorities for testing alternative explanations of a problem, 
which in turn precedes the development and testing of alternative 
corrections. Another tool is the Pareto diagram (Wadsworth et al. ,  
1986:306 ff) , which ranks causes or sources of error by their relative 
effect and displays the results graphically. The ranking alone 
suggests targets of opportunity for maximum effect in improving 
performance. Simple scatterplots also may aid in searches for the 
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FIGURE 13 Cause-and-Effec' Diagram 

Source: Ingle and Ingle (1983:303) . 
Reprin,ed by permission of au,hors. 

causes of problems, if and as appropriate data are available or 
collected . There are many other graphical displays and techniques 
that also may be useful (see, e.g. ,  Wadsworth et al., 1986:Ch. 9) . 

Monitoring and Evaluating Performance 

Quality improvement systems incorporate the tools of statisti
cal quality control, but such systems do not rely solely on proce&8 
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control, for which those tools were first developed. At more ag
gregate levels, performance must be monitored and tracked, often 
including summaries of control chart results. 

Some important measures of performance may not be amena
ble to routine reporting and analysis, if, for instance, such measure
ments are expensive to make. Routine reports may not indicate 
where or how processing capabilities may be improved. Special 
studies are used, therefore, to both elaborate upon routine perfor
mance assessments and to help track down both assignable and 
eommon causes of problems in the quality of products or services 
delivered or to identify or evaluate alternatives for quality improve
ment. If, for instance, program managers or policy makers want 
to study performance measures other than payment accuracy, or if 
they wish to expand analyses of program effort to include, say, the 
effect of program interactions between receipt of Food Stamps and 
other services, special studies or traditional program evaluations 
would be appropriate. 

One type of special study is a controlled experiment tailored 
to the needs of quality improvement activities (see e .g . ,  Taguchi , 
1981 ) .  Whether intended for improved design of a processing 
system or for improved product or service, controlled experiments 
can provide managers with sound information concerning what 
alternatives may work best. When appropriately designed and 
carried out they may also provide sound information concerning 
cost and benefit trade-off's among alternative actions. 

Special studies and controlled experiments need not be elabo
rate and expensive. Small studies can be conducted within single 
offices or work groups. Some studies, and especially experiments, 
can be done cooperatively, among groups of offices (or states) . For 
the latter kind of effort, it may be necessary to have a coordinating 
and technical assistance staff located centrally in order to facili
tate and promote such efforts and to disseminate their results. 
Such an approach may be particularly appropriate for the Food 
Stamp Program, since FNS oversees program administration in 
more than 50 state-level jurisdictions. 

The larger view of quality improvement, and the design and 
implementation of quality improvement systems, rests on the ex
plicit linkage of all parts of the larger process to the highest goals 
or purposes of the organization. It reinforces what is only implicit 
in the use of the tools of statistical quality control, that discrete 
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1 16 RETHINKING QUALITY CONTROL 

steps in a process are intended to make operational the organiza-
tion's larger mission. Processes operating in control, and working 
very efficiently, mean little if the product or service delivered does 
not meet the goal or purpose of its use. 

The analog in public programs is conceptually simple . Pr� 
grams are designed and administered in order to achieve stated 
purposes. The services delivered should be delivered as efficiently 
as is possible, according to prescribed procedures, but they also 
should be delivered with effect , to achieve the purposes for which 
the program exists. In this sense, then, quality improvement sys
tems would also consider the larger objectives served or intended. 
Quality improvement systems can be useful mechanisms for hold
ing appropriate people accountable, throughout public prograins, 
for improvements in performance within their control. 

Taking Action 

Action is essential to quality improvement. It requires the testing 
of explanations of and alternative solutions to identified prob
lems, which in turn often requires the participation of people from 
different parts of an organization or different participants in a 
policy process. Whether the effort is to correct a problem with 
an assignable cause or to effect systemic improvements, multi
ple units are likely to be involved. Typically, problems will arise 
with respect to organizational boundaries and different processing 
responsibilities (see , e .g . ,  Ishikawa, 1985) . 

Many techniques for tackling the problems of intra--organiza-
tional boundaries have been developed. Among the more pop
ularly known are quality circles. Quality circles bring together 
workers and managers from different parts of an orga11ization to 
review performance and to explore opportunities for improvement. 
Typically, circles extend throughout an organization, croes orga-
nizational boundaries, and overlap adjacent management levels. 
Recommendations for action and analyses of options are passed to 
the level at which decisions can be made. Quality circles meet on 
regular schedules, usually during working time (see, e.g . ,  Crocker 
et al. , 1984) . Other types of quality improvement teams, estab
lished on an ad hoc basis or systematically, like quality circles, 
also have been used. Many state welfare agencies, for instance, 
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LESSONS FROM QUALITY IMPROVEMENT EXPERTS 1 17 

use corrective action panels or task forces to plan and oversee ac
tions intended to correct identified performance problems. Such 
groups usually consist of representatives from different parts of 
the agency, each of which is involved in the problem and the plan. 

These techniques are related to participative management 
strategies, management by objectives, and matrix management
approaches from the disciplines of public administration and man
agement science . Two basic ideas lie behind such approaches. 
The first idea is that no single department or unit can effectively 
address many performance problems. No matter how an orga
nization is organized, its structure will create some barriers to 
the identification of problems and the development of solutions to 
them. Some means of cross-cutting those boundaries is required. 

The second idea is that people throughout an organization, 
at all levels, have some experience and expertise that can and 
should be brought to bear on quality improvement efforts. The 
responsibility for making improvements lies with those people who 
have the ability and resources to do so. Workers on the line are 
not responsible for large, systemic performance problems. Quality 
experts estimate that anywhere from 60 percent to 90 percent or 
more of the causes of performance problems are systemic problems, 
not the responsibility of line workers (see Deming, 1982; Ishikawa, 
1985) . However, managers cannot and should not take direct 
responsibility for problems specific to line workers or work groups. 
Managers are responsible for putting administrative systems into 
place, including quality improvement systems, and for providing 
those who must use these systems with the needed tools, including 
training. Proposed action plans, therefore, must be presented to 
groups that have the resources and authority to act. 

One example of how organizational structure can create prob
lems for the effective use of quality improvement systems concerns 
the accounting of costs and benefits of those activities. Typically, 
budget and accounting systems focus on the units by which an 
organization is structured. Yet many of the benefits gained from 
effective use of quality improvement systems may show up in de
partment budget line items or in accounts different from those 
in which the costs of the quality improvement activities occur. 
This distribution ofcoets and benefits complicates cost-benefit as
sessments. Without explicit attention from managers at a high 
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1 18 RETHINKING QUALITY CONTROL 

enough level to see the costs and benefits broadly, unit or depart
ment managers may make decisions that are quite unjustified on 
cost-benefit grounds (see Grant and Leavenworth, 1980:8-14,  for a 
particular example) . 

The panel notes that problems for quality improvement that 
are created by organizational boundaries are not unique to quality 
improvement. Most administrative or staff functions within a large 
agency face similar difficulties, e.g. ,  budget and finance, account
ing, personnel, and planning. Without systematic establishment 
of the function and its importance for all in the organization, such 
efforts also founder. 

The actions required for quality improvement will reflect the 
nature of the problem that is to be addressed and the level of 
the process at which the problem exists. Some causes of perfor
mance problems in the Food Stamp Program could be in the law 
and require the attention of the high-level policy makers to effect 
improvement. Other causes could arise from the federal oversight 
activities or the transmission of policy interpretations through re
gional offices. Depending on the specific problem, action might be 
required at the highest FNS levels. A quality improvement system 
should include the means by which to identify the assignable and 
common causes of performance problems and locate responsibili
ties for action at appropriate levels. 

ORGANIZING FOR QUALITY IMPROVEMENT 

When carried out effectively, all three elements of a quality im
provement system-process control, process improvement, and 
product or service improvement--share certain features: 

• specification of purposes or objectives for which a process 
has been designed and of measures that relate directly 
to those objectives; 

• collection and analysis of performance data; 
• feedback to appropriate people of the information o� 

tained from the measurement of performance and the 
analysis of those data; 

• action based upon the results of such analyses; and 
• follow-up of actions to assess their effectiveness. 

Quality improvement is purposive. Whether for process con
trol , process improvement , or product or service improvement, 
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quality improvement starts with specific goals or objectives that 
can be transformed into measures of what is desired or required . 
To further an organization's or program's mission or purpose, the 
measures must relate directly to the goals of the organization 
or program. At the operational level, those goals are expressed 
through prescribed procedures and actions. 

Quality improvement is driven by the analysis of data rele
vant to performance. It is not enough to specify objectives and 
measures. Quality improvement also requires that people col
lect, analyze, and report measures of achievement or performance 
against those goals and objectives. Data should provide informa
tion about the quality of the product or service as well as about 
the process by which the product is made or the service delivered . 
In successful quality improvement systems, such data gathering 
and analysis relies on a broad variety of both routine and special
purpose studies. Among the latter, controlled experiments permit 
the testing of alternative solutions to identified problems. 

Quality improvement requires timely feedback of performance 
information. Quality improvement systems also include the means 
by which to feed back into the processing system relevant perfor
mance information. Information gained from performance mea
surement and analysis may suggest or even clearly indicate steps 
that can be taken to improve the quality of a product or service . 
However, unless such information is given to those who have an in
terest in using it , and done so in a timely manner, the information 
cannot effectively be used. 

Quality improvement requires action. Even with appropriate 
feedback into the system, actions still must be taken. Action 
with purpose is the point of quality improvement systems, action 
based on hard and credible analysis. And since action aimed at 
quality improvement very often cuts across boundaries within the 
organization's structure or, in public programs like Food Stamps, 
even across program boundaries, it requires the cooperation of 
people from different organizational units. It follows that different 
levels of management must be involved, actively, if such cross-unit 
actions are to be planned , carried out, monitored, and assessed . 
Such actions require decisions from those with the authority and 
resources to undertake them. Managers at all levels must value 
the quality improvement work to be done so that they devote their 
time, energy, and attention (and that of their subordinates) to it . 
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120 RE'171/NKING QUALITY CONTROL 

There must be incentives from the highest levels of management 
in the organization, or else quality improvement systems that cut 
across organizational boundaries cannot have their fullest effect. 

CONCLUSION 

The lesson from the experts is that if quality improvement is to be 
pursued, its importance must be established at and by the highest 
levels, and its work must pervade the operational units. There 
quality improvement requires central staffing with appropriate 
resources for technical assistance as well as the provision of needed 
information, training, and other assistance. It also requires moving 
as high up in the organization (or program) as is necessary to eff'ect 
needed changes. In the intergovernmental structure in which the 
Food Stamp Program operates, that can mean--depending on 
the nature of the problem and the nature of the improvement
anywhere from line staff at the state or local operating level to 
the federal regulatory and oversight level or even to the basic laws 
that determine program design and program requirements. 

The Food Stamp QC system contains some elements of a com
prehensive quality improvement system and lacks others. It serves 
primarily a federal monitoring purpose and measures only pay
ment accuracy while other program objectives to which program 
managers and policy makers should be held accountable-like par
ticipation rates, nutritional gains among recipients, timeliness of 
service provision-are absent . 

Finally, the QC system does not now distinguish assignable 
from common causes of poor performance, and it cannot, therefore, 
attribute to appropriately located managers and policy makers 
the responsibilities for quality improvement actions. Sustained 
systemic quality improvement requires such attribution in order 
to permit and promote effective action . 
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6 
Recommendations for a New System 

The quality control systems for family assistance programs have 
evolved over more than 20 years. The Food Stamp QC system 
has taken its basic form and approach from the AFDC QC system 
that was implemented in 1970-developed to address particular 
concerns of that time-and it evidences both strengths and weak
nesses. The weaknesses derive in part from the narrowness of 
focus; the strengths derive in part from what has already been 
learned from a long and well-studied history. As changes are made 
to this system in the future, the panel endorses the notion that 
the strengths that have been built over the 20-year history need 
not and ought not be lost as the weaknesses, shortcomings, or dis
advantages are addressed . The recommendations that the panel 
makes for a new quality improvement system attempt to build on 
the current system, but to serve the larger set of interests rep
resented in the current debate . This chapter first addresses the 
strengths of the current QC system and then outlines a strategy 
for promoting quality improvement , encompassing and in response 
to the two charges in the congressional mandates. 

122 
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STRENGTHS OF THE FOOD STAMP QC SYSTEM 

The current QC system for the Food Stamp Program produces 
and reports annual estimates of payment error rates, by state and 
for the nation as a whole. The sources and types of errors most 
frequently found are also reported. Before the QC system was 
in place, this kind of information was unavailable except through 
limited special studies. The Food Stamp QC system does a very 
large job of measurement, analysis, and reporting, sampling and 
reviewing more than 60,000 cases annually. With the exception of 
the final steps in the administrative process, it does that job on 
schedule . 

Probability samples are drawn monthly, under procedures that 
are monitored for adherence to the sampling design. Cases are 
reviewed intensively, many measures are recorded and reported , 
and specified estimates of performance are generated annually. 
Since samples are drawn for review every month and reported 
at least that frequently, federal and state managers have access 
to interim data throughout the cycle. The performance data are 
analyzed in prescribed ways, and the results are put into a process 
that intends corrective action. Measured performance is related to 
consequences that are designed to promote improved performance . 

Substantial Resources Dedicated to QC 

At both federal and state levels, agencies invest substantial re
sources in the QC measurement, analysis, and reporting system. 
FNS devotes considerable staff resources to QC: in fiscal 1986, 
there were 150 full-time-equivalent QC staff positions at a cost 
of $4.9 million (for salaries, benefits, and travel) . That effort is 
comparable to official estimates of the federal resources devoted 
to each of the QC systems for AFDC and Medicaid. Furthermore, 
FNS has used and continues to use outside experts to provide 
advice and guidance on a variety of aspects of its QC system. 

Every state welfare agency has a staff dedicated to QC re
views and often another, smaller staff assigned to corrective action 
planning. Many other program staff, at all levels, are also involved 
in corrective action. In federal, state, and even some larger lo
cal welfare agencies, there are staff in QC and related activities 
who are trained in statistical methods and in such disciplines as 
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public administration, management analysis, research design, and 
program evaluation . 

The QC system has reinforced an interest in doing good work 
throughout the Food Stamp Program, from the Congress and the 
federal agency executives to local Food Stamp workers. Perhaps 
most important, and as noted earlier in this report, measured 
error rates have shown improvement since 1980. Whatever the 
actual effects on performance of the QC system itself, and through 
whatever means, the QC system has documented and reported 
those performance measures and their improvement over time. 

Debates abound concerning the meaning of "quality" and the 
utility, value, and effects of the current QC system for different 
purposes and as it now operates. Nonetheless, the panel believes 
that the investment in resources for QC, the emphasis throughout 
the delivery system on producing quality work , and the success of 
the system in measuring and reporting performance all represent 
strengths upon which to build. 

Comparative Strength 

In its initial work plan, the panel undertook to consider other 
federal programs in order to glean from them lessons for QC in 
the family assistance programs. Those selected were thought to 
have activities that were in some ways comparable to those of the 
family assistance programs. The panel found few lessons on which 
to draw. 

The investment in QC resources in the family assistance pro
grams seems to be greater than in other public programs. In some 
of those programs, there appear to be little or no designs for QC
type work . The panel found some lessons for quality improvement 
tools and techniques from the Internal Revenue Service, which will 
be developed further in the panel 's analysis of the QC systems for 
AFDC and Medicaid . 

The panel does not rely upon such comparisons in recom
mending improvements to the Food Stamp QC system. Three 
points, however, about QC in the other programs are worth not
ing. First , some programs relied on the family assistance programs 
for models of QC systems. The Supplemental Security Income 
{SSI) Program and the Unemployment Insurance {UI) Program, 
for instance, took the family assistance QC systems as their model 
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for QC system development. Although it is not clear that fam
ily assistance QC systems provided the model for QC in the Old 
Age and Survivors' Insurance (OASI) Program-also known as 
Retirement and Survivors' Insurance, commonly known as "So
cial Security" -the OASI QC operations appear to be a simplified 
version of AFDC QC: cases are sampled and subject to intensive 
review for the estimation of payment error rates. 

Second, other public programs have much more limited QC 
efforts in comparison with the family assistance programs. The 
OASI Program, for instance is reported to sample only 2,000 
cases annually for review and for only one month in the year; 
the Food Stamp QC system samples more than 60,000 active 
cases annually. Other programs may be years behind the family 
assistance programs in using QC tools. In the UI Program, state 
QC systems are not mandatory, although the U.S. Department 
of Labor intends to make the system mandatory in the future . 
For major educational loan programs (guaranteed student loans 
and direct student loans) , there is no QC system now in place 
to monitor payments on loans, although formative work currently 
under way may lead to such a system in the future. 

Third, payment error rates for the Food Stamp Program com
pare favorably with those of other programs. There are no official 
estimates of national error rates (or other performance measures) 
for the UI and educational loan and grant programs; unofficial 
estimates suggest payment error rates of up to 25 percent. The 
SSI program-with fewer earners than Food Stamps and direct 
federal government administration-reports payment error rates 
lower than those for Food Stamps (but above those for Medicaid) . 
The OASI Program reports payment error rates under 1 percent 
per year, but the recipients of OASI benefits are retirees with little 
or no earnings (or their dependent survivors) whose eligibility has 
been established over a long period of time during which they (and 
their employers, usually) have made contributions to the fund. 
And both OASI and SSI are administered directly by the federal 
government, in contrast to the more complex intergovernmental 
administration of the family assistance programs. 

The Internal Revenue Service produces national estimates of 
IRS performance, although their comparability to QC-based error 
rates for family assistance programs is open to question. One esti
mate is that of a total "tax gap" -the difference between the total 
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amount that should be collected from all sources and the tax rev
enues that are collected. Another estimate is that of a "voluntary 
compliance level" -the tax liabilities voluntarily reported and paid 
by individuals-( corporations and nonfilers are excluded) as a per
centage of the liabilities that would be assessed if all such returns 
were thoroughly audited. The IRS (1986) forecast a "tax gap" 
for 1986 of 18.5 percent and estimated a voluntary compliance 
level for 1982 of 91 .8 percent (or an 8 .2 percent noncompliance 
complement) .  

THE CHALLENGE OF QUALITY IMPROVEMENT 
IN THE FOOD STAMP PROGRAM 

The two charges in the congressional mandate to which this re
port responds reflect the goals of making QC systems serve state 
management purposes and of holding state agencies accountable 
for payment accuracy. Imbedded in the current controversy, in the 
congressional request for both this study and a study from USDA 
and in the nature of the specific charges for those studies , is the 
recognition that many interests are at stake in trying to control 
and improve the performance of the family assistance programs. 

Those interests include accountability for the expenditure of 
public money, the achievement of program objectives, and the at
tainment of program efficiency. These interests are important to 
all levels of government engaged in the delivery of family assis
tance. Serving these interests is made more difficult , and at times 
more acrimonious, by the complexity of intergovernmental juris
dictions, intermingled program responsibilities, and mixed policy 
prerogatives that characterize the administration of the family 
assistance programs. 

As detailed above, program objectives in the Food Stamp 
Program seem straightforward enough, compared for instance to 
AFDC: improving nutritional status seems a smaller task than 
attaining self-sufficiency. But the Food Stamp Program objec
tives carry within them their own peculiar challenges to quality 
control and quality improvement. For most of its life, the pr� 
gram has experienced repeated and aggressive attempts to expand 
coverage; the aim of the QC system has been to tighten eligibil
ity determinations and minimize improper food stamp issuances. 
These need not be completely contrary aims. But as a practical 
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matter, it may be difficult for program managers to undertake 
aggressive outreach and intake procedures, absent significantly in
creased resources, without at the same time loosening up eligibility 
procedures. 

Improving performance in the family assistance programs is 
further complicated in other ways. The policies and administrative 
procedures intended to implement the programs are promulgated 
at different times by all three branches of the federal government 
and then by governments at the state and local level. Program 
rules themselves are intricate and knotty because Food Stamps, 
like other family assistance programs, has been the target of con
tention among different interest groups and therefore the focus of 
repeated legislative and regulatory changes and litigation. And 
the Food Stamp and AFDC Programs become intertwined be
cause at least 40 percent of Food Stamp participants are served 
by the AFDC Program according to its rules as well. In addition, 
program procedures cannot be expected to integrate smoothly at 
the service delivery level, since the state and local agencies that 
administer these and related programs have been encouraged to in
novate, to deliver different kinds and levels of benefits and services 
to potentially different recipient groups. As Food Stamps interact 
with other programs at the delivery level, changes in those other 
programs are bound to affect it. For other services, like those de
signed to satisfy the work requirement, the Food Stamp Program 
must interact with other service delivery systems at the state and 
local level. 

The complexity of objectives and administrative interactions 
should encourage, not deter, the efforts to improve quality. Qual
ity control ought to be viewed as a vehicle to monitor performance 
over time against the different and sometimes competing interests 
and objectives that the program is designed to serve. QC should 
be a vehicle to improve the program to better serve those differ
ent interests. Instead, the current system has amplified conflicts 
among interest groups and directly led to the current controversy 
and mandate for this study. 

CHARGE 1 :  IMPROVING STATE MANAGEMENT 

The first charge to the panel is to recommend ways to develop in
formation from QC systems to serve state management purposes. 
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Although that charge could imply that improved state manage
ment is only a state interest , the complexity of program objectives 
and intermingling of program administration suggests that im
proving state management is of interest to both state and federal 
policy makers. State and federal officials also share an interest 
in broader measures of quality than simply payment accuracy, 
although the federal government has a clear interest in ensuring 
payment accuracy. 

The findings and recommendations below reflect the desire 
to exploit the different capacities of the federal and state levels, 
as well as the mutual interests of each in program efficiency and 
program effectiveness. The panel also understands that program 
improvements at the service delivery level require attention to de
tails of program operations and attention to details of program 
interactions. This report proposes a framework for quality im
provement strategies; the panel may have more to say on program 
interaction at the service delivery level in its second report. 

Restructuring the Current System 

The quality control system now used for the Food Stamp Program 
serves, primarily, part of a traditional audit function, that of en
suring accountability for payment accuracy. This is an important 
function, indeed understood by federal and state administrators 
as essential to sound management practice and to any system of 
quality control in programs that involve intergovernmental dele
gations of spending authority. As discussed below under Charge 
2 ,  it does not serve that purpose well . 

Beyond this important function, the current QC system is 
limited in what it measures and therefore does not serve well the 
purpose of policy makers or program managers toward continued 
quality improvement and the achievement of program objectives 
or program efficiency. Because it emphasizes one narrow concept 
of quality, it may even distort the incentives for program managers 
to make improvements. From the legislative history and accounts 
of those who helped develop the current system, it appears that 
the design developed for AFDC, and adopted for Food Stamps, 
was meant in part to respond to concerns about growing program 
size and cost. It therefore focused on causes of ineligibility among 
recipients, including fraud and abuse. Such a focus might offer a 
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proper safeguard against misdirected benefits, but it cannot affect 
other aspects of program cost. Some program growth has been 
largely deliberat�aimed at increasing well-being, alleviating the 
effects of poverty, and increasing self-sufficiency. Increasing self
sufficiency, thereby reducing dependency in the long term, has 
proven to be an extremely complicated task. 

Although the current system offers one positive incentive to 
reduce payment error-so-called "enhanced funding" -few states 
have been able to earn the reward. The dominant aspect of the 
current system is a highly contentious financial sanction mecha
nism, with few other tools to develop meaningful state-level data 
to assist in quality improvement or corrective action. The current 
system does not incorporate some essential elements of a qual
ity improvement system. Even though the evidence shows that 
many states have succeeded in reducing error rates, the panel does 
not believe that the current QC system can effectively promote 
continued performance improvements. 

The QC system now in use provides state program managers 
with some information necessary to plan and implement changes 
that will improve operations. But the current system does not 
provide the detailed data that are needed for identifying and cor
recting problems at the service delivery level. The current QC 
system serves a federal monitoring purpose by providing a vehicle 
to hold states financially accountable for one type of payment in
accuracy. However, the arbitration and appeals processes created 
to serve that federal monitoring system are protracted over long 
periods of time, making it exceedingly difficult for state managers 
to accommodate the final results of QC findings for their own 
management purposes. Also, in carrying out the monitoring func
tion in the current QC system, state QC reviewers at times find 
themselves in difficult positions: they serve their state agency em
ployers and they stand in for the FNS /USDA in what may-and 
has-become an adversarial position to those state employers. 

Finally, the current QC process raises serious problems, such 
as the meaning and propriety of the "regression estimator" and 
disputed interpretations of federal policy that become masked 
as findings of error in QC reviews. Such questions have led to 
substantial tension between state and federal officials and continue 
to promise a highly litigious relationship, diluting the potential 
utility of such activity for federal monitoring purposes. 
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The panel's recommended solution to the difficult federal-state 
relationship resulting from the current QC system is to separate 
sampling and review for the federal purpose of monitoring pay
ment accuracy from state quality improvement activities. The 
details of this split as it relates to levying financial sanctions and 
incentives for state performance are detailed below in the discus
sion under Charge 2 .  However,  it should be understood that the 
monitoring structure embodied in recommendation 1 ,  below, re
sembles what has been called a "one-tier" system: that is, one 
federal review sample, one review of case records by federal QC 
reviewers, and one estimate of state error rates. The panel does 
not find the term "one-tier" completely descriptive, however, be
cause its recommended federal monitoring system allows for state 
review of findings in contention and because it recommends other 
activities for quality improvement in which both federal and state 
governments have roles to play. 

Recommendation 1: The FNS/USDA sampling and 
measurement activities for monitoring issuance accuracy 
in the Food Stamp Program should be made indepen
dent of state-level sampling and measurement activities 
for quality control , quality measurement , and quality im
provement. *  

Discussion. Sampling, review, and estimation should be  done in
dependently for the purposes of monitoring issuance accuracy in 
order to maintain the integrity of the review process and to avoid 
diluting that purpose in attempting to make the activities fit an
other purpose. The USDA may conduct such reviews with its 
own staff, or it may contract for such reviews by independent con
tractors. The panel notes that estimates and reports from federal 
monitoring activities should be tracked over time and provided to 
state managers because such time-aeries data can and should be 
used in quality improvement efforts. 

The establishment of an appropriately independent federal re
view function will mitigate a number of problems in the current 
QC system. It will eliminate the confusion and tension around 
the regression estimator of an official payment error rate since 
there would be no double sampling and re-review process. It will 
eliminate the inherent tension created by having state employees 

• A panel member diuents; See Appendix A. 
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( QC reviewers) represent a federal government interest that is po
tentially adverse to the state agency's interest . It will promote 
financial integrity and accountability and remove the problem of 
excessive emphasis on misexpenditure from the currently mis
named "quality control" system, allowing a quality improvement 
system with a larger and more appropriate miBBion. 

The panel notes that the arrangement it recommends may 
add new tensions. But those tensions are inherent in similar ac
tivities, such as those found in federal audit procedures, in which 
parties on different sides of an audit are accountable to differ
ent interests. Those tensions properly maintain accountability to 
those respective interests. The new quality improvement systems 
envisioned may also cost more in the short-run than current QC 
systems, since more activities and more and different information 
(described below) will be neceuary. 

A Comprehensive Quality Improvement System 

A comprehensive quality improvement system, that would serve 
both federal and state purposes, requires, at a minimum: a system 
for ensuring statistical process control on whatever measures of 
quality the programs choose to monitor; a system for making 
improvements in the design of that proceu, based on problems 
discovered through routine monitoring and special studies; and a 
system for making improvements in the overall program design 
based on what is learned from routine measurement as well as 
special studies of program effects. 

Process Control 

The current QC system offers no adequate way in which states can 
addreu basic statistical process control-of payment accuracy or 
of the performance of other desired program behaviors, such as 
timely determination of eligibility, effective delivery of nutritional 
information, effective communication of client responsibilities that 
might reduce reporting errors, or effective work referrals. 

The need for effective process control cannot be overempha
sized. At the simplest level of proceu control for maintaining 
payment accuracy, the Food Stamp Program presents formidable 
challenges. Because of the volatility of the caseload-comprised in 
part of families and single wage earners who enter and leave the 
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program, who mix earnings and benefits, and whose income sta-
tus is in any case peculiarly difficult to monitor-just calculating 
the correct benefits is a difficult task. The problem of determin
ing the assets or correct benefit for other groups-for the elderly 
or for those who live or eat in group settings, where boundaries 
of available resources may be murky-is no easier. Ascertaining 
household composition in order to determine allotments presents 
its own potential confusions. The task of monitoring eligibility 
is further complicated because eligibility is often episodic and for 
short durations. And because substantial numbers of participants 
in the Food Stamp Program also participate in other assistance 
programs, the local welfare office must often apply different sets 
of rules to the same person or family. 

· 

Decisions about eligibility involve attempts to codify complex 
social phenomena: for instance, about the stability and perma-
nence of living arrangements, and so, who should be assumed to 
be financially responsible for whom in a domestic relationship. 
The family assistance programs are not the only programs that 
are faced with such decisions; many service programs in both 
the private and public sector face the same task. Solutions
codifications-are always arbitrary and should be recognized as 
such. The QC systems in the family assistance programs mix the 
search for "truth" about these social phenomena with the goal 
of what would otherwise be viewed as basic process control over 
program operations. 

The family assistance programs have been under almost con
stant scrutiny by policy makers at every level of government since 
their inception, out of frustrations about failures to achieve in
tended objectives, over the cost to administer them, and around 
concern about fraud and abuse. The environments in which the 
programs must operate-the generalized political environment as 
well as the ambience of local offices-do not make management 
easy. Policies and rules are often in flux, staff turnover is often very 
high, and adequate training is frequently a precious commodity. 

These conditions argue strongly for a system in which perfor
mance data can be routinely collected so that managers can know 
how they are doing, know when their units are operating at the 
limits of their capability and when not, and discover what is within 
their capability to fix. The current QC system is not useful for this 
basic process control. It does not produce routine, timely data on 
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how correctly procedures are followed by workers, which would be 
provided by statistical quality control tools. It does not facilitate 
the prevention of incorrect eligibility findings before they become 
sources of QC error, even when major sources of error are known. 
AB noted in Chapter 2, for instance , QC findings consistently show 
income-related errors to be about tw�thirds of all errors made. It 
does not permit identification of assignable causes of error at any 
level in the system on a routine basis-whether from an individual 
worker, work group, local office or, except serendipitously, from 
rules and procedures. And it does not permit analysis of mea
sures of quality other than payment accuracy for current federal 
payment error determinations. 

Process Design Improvements 

Process design improvements start at the most basic level of pr� 
cess control, using the information gained from process control ac
tivities as well as other analyses. Process design improvements can 
focus on a range of program operations, for example, on improv
ing eligibility determination toward the end of improving payment 
accuracy or on improving job referral techniques toward enforcing 
the work requirement or attaining self-sufficiency. Other topics 
also seem to be likely candidates for analysis for process design 
improvements. It would be useful for each state to examine in a 
systematic manner, for example, work ftows, forms design, staffing 
and training of staff, time and frequency of service referrals, clar
ity of regulations, and technical support systems that may lead 
state administrators to improve processes. Also, to date, qual
ity improvement has focused principally on techniques that have 
lowered payment errors in one jurisdiction without understanding 
and analyzing how their introduction in a different jurisdiction 
may affect the eligibility and redetermination process. 

Although the panel anticipates more discussion of local oper
ations in its second report, it emphasizes the use of planned and 
controlled experiments to generate sound information on ways 
to improve program administration . Thus, experiments could 
test different verification standards and different verification tech
niques, different levels and kinds of worker training, or different 
ways of creating service resource linkages within communities. 
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Progr4m Design Improvements 

AB elaborated in Chapter 5, a quality improvement system should 
develop information to clarify objectives, hone expectations, and 
refine-through increasingly better measurements-the estimates 
by which program performance can be assessed. In order to ac
complish these objectives, it is necessary to create mechanisms 
for both routine and long-term performance measurement aimed 
at both micro administrative techniques and broad policy changes 
and at identifying both "assignable" and "common causes" of poor 
performance . A quality improvement system also must feed the 
appropriate information back into the program operations and 
ensure action based on the information. 

The primary motivation for the quality control systems in 
the family assistance programs seems to have been concern with 
caseload growth and program costs, therefore, they have focused 
on measuring eligibility and payment accuracy. However, caseload 
and cost growth may have little to do with program quality. In
deed, such growth may indicate that the programs are accomplish
ing certain purposes well. The evidence from the experience with 
the quality control systems now in place is that they have not 
reduced caseload growth and costs. 

The ultimate challenge of quality measurement is to create 
a hierarchy of program objectives-ipcluding timeliness, cover
age , operational efficiency, payment inaccuracies, and other broad 
measures of program effectiveness-and a set of quality indicators 
that measure achievements of those objectives. Whether these 
measures are appropriate to hold states financially accountable
as discussed in Charge 2-they are indicators against which pro
gram managers and policy makers can chart their progress toward 
improving program quality. 

Program design improvement requires the same kind of data 
as traditional program evaluation and in addition the means for 
acting on the results of analyses of those data. It argues for 
creating a variety of measures over time and a system that allows 
for routine monitoring and special studies, with the ability to feed 
the knowledge gained at each step back into program operations 
toward achieving continued improvement. 

Recommendation 2:  Measures of quality should be 
set against broad program objectives, beginning with the 
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language of intent in the Food Stamp Act. Federal perfor
mance measures should begin with payment accuracy but 
should be added to over time and as data from monitor
ing and evaluation activities permit greater breadth and 
specificity.* 
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Discussion. The Food Stamp Act of 1977, as amended, describes 
a wide variety of research and evaluation activities, some of which 
are mandated and some of which are suggestive of research efforts 
that the federal government may support. They are clearly in
tended to ensure that the federal government monitor its progress 
on achieving a variety of program objectives, including for in
stance, the measurement of nutritional status among the eligible 
population. The panel has not made an assessment of the research 
and evaluation activities that have already or are currently be
ing undertaken by FNS or if they are being used to monitor the 
achievement of program objectives. 

AB described in Chapter 2, one indication of how effectively 
the program is meeting the nutritional needs of low income peo
ple is how many such people participate. Participation in the 
Food Stamp Program of those who are eligible has been a peren
nial policy issue since the program's inception; therefore, a Food 
Stamp quality improvement system should provide periodic esti
mates at both the national and state level of the coverage of the 
eligible population. The microsimulation models based on data 
from the Survey of Income and Program Participation support 
national estimates of coverage; no surveys or analytic models now 
provide such estimates at the state level. On the basis of national 
microeimulations, FNS has estimated that about 60 percent of the 
eligible population participates in the Food Stamp Program and 
that about 80 percent of those with incomes below the poverty 
line participate. 

The panel recognizes the difficulty of controlling the level of 
participation and therefore using it as a measure of program qual
ity. Many panel members believe that specific policies, at both 
the federal and state level, affect levels of participation in the 
Food Stamp Program. Some panel members believe that coverage 
estimates should never be included in performance measures for 
Food Stamps for which states may be held financially accountable 

• A panel member dissents; See Appendix A. 
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because of the many factors that influence participation that are 
beyond a state's control . Other panel members believe that perfor
mance standards for coverage can be set, and therefore that states 
should be held financially accountable to them. For instance, stan
dards could be expressed as a function either of a national average 
or as a function of state caseload and demographic characteristics. 

Building the States' Quality Improvement Systems 

A comprehensive system of quality improvement, which includes 
process control and process and program design improvements is 
difficult to design and implement , but necessary to maintain and 
improve quality of service. States should be encouraged to develop 
and use such comprehensive systems, and the federal government 
should assist in that effort with financial resources, technical as
sistance , and the creation of a federal policy environment that 
recognizes their importance. 

The panel recognizes that with the implementation of a sepa
rate federal monitoring system and the considerably reduced state 
review responsibilities, current QC resources may get diverted. 
State agencies need protection from having their current quality 
control resources diverted to competing purposes in state budgets. 
Other recommendations that the panel proposes specify active fed
eral involvement in state planning to ensure that funds are indeed 
redirected toward quality improvement efforts. 

Recommendation 3 :  Congress should mandate that 
state welfare agencies maintain current levels of effort 
in their quality control operations for 5 years and that 
state quality control resources be redirected toward the 
development of quality improvement systems. 

There is little basis in current evidence to specify an appro
priate level of support for quality improvement systems. The level 
is probably at least as large as current outlays to prevent over
payments. Federal and state officials should use the opportunity 
afforded by a �year maintenance-of-effort period to assess the 
need. 
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Recommendation 4.: Congress, FNS, and the states 
should each set in place evaluations to determine appr� 
priate levels of support for quality improvement at the 
end of the 5-year maintenance-of-effort period. 
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In order to assure that the development of state quality im
provement systems serve the Food Stamp Program's larger ob
jectives, these systems must also begin to build on the current 
performance measures. The panel notes that objective standards 
may be defined and expanded as better measurements can be 
developed. 

Recommendation 5 :  Congress and FNS should mount 
evaluation efforts during the 5-year maintenance-of-effort 
period to develop objective standards for expanding the 
scope and specificity of quality measurements to which 
states can be held accountable. 

Federal Role as Facilitator 

The panel recognizes that much of the contention around "qual
ity control• has been the perception on the part of state officials 
-in these and other programs-of too much criticism and too 
little meaningful technical assistance or financial support from the 
federal government. The problem may be exacerbated by inade
quate support at the state level. The panel believes that states 
should be encouraged to develop their own quality improvement 
strategies, which should include process control and process design 
improvement components. The panel also believes that the federal 
government should take very seriously its responsibility to provide, 
directly or through others, financial support and technical assis
tance for quality improvement activities. Quality improvement 
strategies should be shared among states, and the federal govern
ment should act as facilitator, coordinator, and source of financial 
support and technical expertise for such activities. 

Recommendation 6: The federal government should 
help states to develop quality improvement systems. It 
should provide technical expertise and financial and regu
latory support and should disseminate information about 
best practices. FNS should support activities that include 
multistate, randomized experimentation with innovative 
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practices and interagency cross-program efforts. State 
agencies should develop quality improvement strategies 
and share information with other states with similar needs 
or interests. 

Discus8ion. States need to know how to make their monitoring 
and evaluation efforts more rigorous, more capable of generating 
persuasive and generalizable information. The necessary expertise 
is frequently not easily accessible at the state level, both because 
of budget constraints and because of fewer people with experience 
in complex and sophisticated research techniques. Consequently, 
the federal government should facilitate the sharing of information 
among states, such as through the use of multistate cooperative 
efforts for experimentation with innovative service delivery strate
gies, and make research design and statistical expertise available 
to state agencies. The states should pool resources with states 
that are nearby or that have similar caseload or design problems, 
in order to create generalizable research findings and to use more 
sophisticated research designs. Multistate pooling of resources 
may also offer economies of scale in the research. 

Management Strategies for Quality Improvement 

Quality improvement requires the ability to facilitate adminis
trative and policy improvements from the information gained in 
monitoring and evaluation activities. Quality improvement also 
requires nonroutine mechanisms to respond to major program 
failures or performance shortcomings. 

The ability to make routine fixes requires an efficient system of 
feeding information back into the system-in part by just recogniz
ing the use of the data and analyses generated from basic process 
and program design activities. Feedback may also be served by 
a variety of administrative mechanisms that encourage cross-unit, 
intra--agency problem solving. Quality improvement teams, matrix 
management schemes, special task forces, or any other approaches 
that prove useful in problem solving ought to be encouraged. 

It is more difficult to develop such management structures 
across agencies and across programs. But such structures should 
be encouraged because of the special interdependence of the family 
assistance programs with other programs with similar objectives. 
In state and local government , such arrangements can be achieved 
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only with commitment and intervention at the gubernatorial or 
mayoral level. Quality improvement funds should be available for 
such purposes. 

Quality improvement also requires an environment in which 
commitment to quality is pervasive, from federal policy makers, 
to state and local administrators, to service delivery staff. In the 
family assistance programs, quality performance objectives-with 
respect both to eligibility and promised services-also must be 
understood by potential and current program participants. The 
perceived commitment to payment accuracy may assist in minimiz
ing client error. The expectation of delivery of promised services 
may promote the perception of program legitimacy and encourage 
client compliance, both with program rules and in participation in 
desired services. Some states have devoted considerable attention 
to developing intake procedures designed to communicate clearly 
the opportunities for, as well as the hazards of, specific forms of 
participant compliance. Such efforts should be carefully evaluated . 

The process described is developmental and iterative. Pro
gram objectives shift in emphasis over time; quality measures can 
and should be continually refined on the basis of improved informa
tion and assessment. At least equally important, some processes 
can be successfully institutionalized, while others should be ex
pected to change over time, to encourage innovation and avoid 
staleness. 

The panel recommends no standard national effort for moni
toring and evaluation . Rather, it suggests a system that permits 
a variety of measures; multiple measurement techniques; rou
tine and nonroutine studies; formal evaluations, including care
fully designed pilot and demonstration projects ;  controlled exper
iments, quasi-experiments, and naturally occurring experiments; 
and other observational studies. 

The details of the quality improvement system that the panel 
recommends, and some measure of the capability for improvement 
and the time required for major changes, are subjects for the 
panel 's further exploration. 
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CHARGE 2: FINANCIAL CONSEQUENCES 
FROM QC MEASURES 

A quality improvement system as described above is a long-term 
goal for development within the Food Stamp Program. The federal 
monitoring function will and should continue. For it to be effective, 
it must have consequences-whether through financial sanctions 
or through other mechanisms. And if it has consequences, it should 
be perceived to be fair. The panel's recommendations for holding 
states accountable to quality measures reflect that perspective. 

The QC system for the Food Stamp Program is not described 
by FNS as an audit system and neither the panel's charge nor 
its work includes a review of FNS audit functions. Staff in FNS 
report that FNS maintain an audit capability outside the QC 
system but that the resources devoted to it are quite small in 
comparison to the Food Stamp Program responsibilities. Federal 
agency auditors-from FNS or from other parts of the USDA-do 
not routinely audit state agencies' certification of the eligibility 
of, and issuance of coupons to, food stamp recipients. The QC 
system obviously functions like an audit system for that purpose: 
it provides state-level estimates of payment accuracy, and based 
upon those estimates, establishes state liabilities related to certain 
"misspent" federal funds. 

The panel recognizes the evident congressional intent to re
late measured performance of state welfare agencies to differential 
federal sharing in the costs of the Food Stamp Program, to create 
incentives for state managers to improve the performance of their 
operations. The panel finds that the current QC system primarily 
serves the federal monitoring purpose, and that the QC system 
can be substantially improved for this purpose. Freed of the diffi
culties inherent in trying to make this system serve both state and 
federal quality improvement, and hence serving neither well, state 
and federal officials' attention can be directed toward making the 
current QC system better serve that federal monitoring role. 

The panel also recognizes that program administrators accept 
audits as legitimate exercises of federal oversight, and the panel 
reflects that sentiment in its recommendations for preserving fi
nancial accountability for payment accuracy. However, the panel 
views QC review activities from a quality improvement perspec
tive, not one of audits. In order to adapt the current QC system 
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to better fit the federal monitoring role, the panel makes a num
ber of recommendations to improve the efficacy of incentives for 
improvement that are tied to measured performance through fi
nancial consequences. It also makes recommendations to improve 
the measurement of state agency performance and to quickly clear 
the backlog of Food Stamp sanctions from fiscal 1981 and subse
quent years. 

Setting Standards 

The panel precedes its recommendations on how to set standards 
for performance and hold states financially accountable to them
recommendations 7 through 1 1-with a caveat. A1J is detailed in 
the discussions about these recommendations, the panel cannot set 
precise thresholds, or target error rates, or the precise magnitude 
of sanctions or rewards to be tied to achievement of those targets. 
Certain empirical evidence necessary to frame the choices precisely 
is not available. The panel also believes that these are policy 
choices and that they should change over time to reflect changes 
in capability. However, the panel does wish to make clear its 
conclusions about the direction and magnitude that these choices 
ought to take in order to promote desired changes from the current 
system and the panel therefore offers these five recommendations 
as a whole . 

Piclcing a Threshold 

A numerical performance standard or target that reflects the capa
bilities of the Food Stamp Program cannot now be set empirically. 
But as detailed in Chapter 2,  the panel notes that the measured 
error rates in Food Stamps have declined since fiscal 1980. (Such 
a pattern is often seen with the introduction of quality control sys
tems: overall performance improves as the most serious assignable 
causes of poor performance are corrected, leaving relatively greater 
"common" or systemic causes of performance problems, which are 
more difficult to solve.) Nonetheless, for fiscal 1985, FNS has sent 
notices of sanction liabilities to 48 jurisdictions, based on measured 
performance. 

The panel concludes there is something wrong with a QC 
system that "finds" that nearly all of the operational units are 
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performing poorly in the face of a 5-year record of improved na
tional performance. Either the standards of performance are too 
tight, or the QC system has failed to put in place the mechanisms 
that could achieve those standards in that period of time. 

A comprehensive quality improvement system should offer 
adequate resources and incentives to prod states to improve to 
their fullest capability. In the traditional view of "quality con
trol ," a system for a program operating within attainable levels 
of performance should sanction and reward only those perform
ers at the extremes of performance. H this view were applied to 
the Food Stamp Program, the sanction and reward mechanism 
would identify state agencies that are unusual because their per
formance is extremely good or extremely bad on the distribution 
of states' annual performance summaries; only those at the ex
tremes of performance would be subject to sanction or reward. 
Recommendation 8 and its discussion (below) describe how the 
financial consequences would be calculated to sanction or reward 
those states whose performance was measured to be outside the 
standards. 

Accounting for State-to-State Differences 

Federal law and regulations establish eligibility criteria and bene
fit standards. H those national program requirements generate 
state-to-state differences in performance, states should not be held 
to uniform performance standards. But the question of how to 
document, and then how to account for, any such state-to-state 
differences that may be generated is a difficult one. The panel 
believes that the solution to this problem lies in taking account 
of known sources of error. State-to-state differences in caseload 
mix are one source, when those differences reflect cases that are 
differentially prone to error. 

State-to-state differences in caseload mix may influence mea
sured performance in ways beyond the state's control. Households 
with working recipients, for instance, are known to be much more 
error prone than other recipients. Routinely and over many years, 
the single largest type of error found in Food Stamp QC reviews 
is that associated with income and with appropriate deductions 
from income. A state welfare agency has no control over such fac
tors as the demographic characteristics or economic circumstances 
of the state itself. Either or both could influence the proportion 
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of a state's Food Stamp caseload that consists of recipients with 
income, the working poor.  

Another possible example concerns elderly recipients. The 
second largest type of error reported by FNS over time is that of 
excess resources. Although FNS does not know if these errors are 
associated with elderly recipients of Food Stamps, it is a plausible 
hypothesis: research on Medicaid, for instance, indicates that 
a large proportion of the resource errors encountered are those 
among the elderly participants in the program. A state agency 
has no more control over the proportion of the elderly in its Food 
Stamp Program than it does of the proportion of the working 
poor. 

State-to-state differences in caseload mix with respect to por
tions of the caseload that are differentially error prone can be easily 
accommodated. State performance targets or thresholds can be 
set as weighted averages of national standards or thresholds set 
separately for these groups. Each state's weights are the propor
tions of its caseload in each group. (The identification of such 
groups may change over time and should be reviewed periodically 
for such changes.) 

Recommendation '1: FNS should set performance stan
dards to reflect state-to-state differences in caseload com
position with respect to groups that are differentially 
prone to error. FNS should initially examine the pos
sibility of using at least three groups as likely candidates 
for such corrections at this time: all households with re
ported earnings, all nonearning households with one or 
more elderly recipients, and all other households. 

Discussion. A simple hypothetical example illustrates how such 
correction factors would work. Suppose that the national error rate 
standards are 15 percent for households with earners, 6 percent 
for households with elderly people and no earners, and 2 percent 
for all others. Suppose that two states have the following caseload 
mixes: state A, 20 percent earners, 20 percent nonearners with 
elderly, and 60 percent all other; state B, 50 percent earners, 
20 percent nonearners with elderly, and 30 percent other. State
specific performance standards or thresholds would be: 

State A: .2( . 15) + .2(.06) + .6( .02) = 5 .4 percent 
State B: .5( . 15) + .2( .06) + .3( .02) = 9.3 percent 
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There is an alternative procedure that would produce the same 
arithmetic results but that the panel does not recommend. FNS 
could simply set national standards for each recipient group, and 
reward or sanction states for performance with respect to each 
group in the state caseloads. The panel rejects the latter approach 
for two reasons. 

First, the approach of holding states separately accountable 
to performance standards for subsets of the participant population 
would, the panel believes, require sample designs that are stratified 
by those groups. Questions of equity and precision (see recommen
dation 14) would then need to be addressed for each stratum, each 
group. AB long as state caseload counts or independent estimates 
provide the relevant proportions needed for state-specific weights, 
single state-specific standards can be set, and sample designs-for 
purposes discussed later (recommendation 14)-need only focus 
on the precision of the estimates of the states' total error rate. 
Second, the proposed calculation, as described, is both easy to un
derstand and makes clear to a program manager his or her state's 
final cost sharing position. 

FNS should establish a routine analysis of QC data to deter
mine whether identifiable groups-such as those described above
are more prone to error and are differentially represented in states' 
caseloads. Unless such populations are both differentially prone 
to error and differentially represented in states' caseloads, such 
adjustments would have no effect on the performance standards 
to which state agencies would be held accountable. 

Standards Over Time 

The panel notes that performance standards need not be set in 
concrete, fixed for all time. AB performance improves, standards 
probably should be reset to reflect improved capabilities. The aim 
of a quality improvement system should be to promote continued 
improvement; it should not rest with the achievement of one spec
ified set of performance standards. Also , different performance 
measures should be added to the set upon which differential re
wards and penalties are established. Indeed, as the Food Stamp 
Program evolves, it seems quite likely that different policy and pr� 
gram goals will be set or those existing ones might be reordered to 
reflect changing conditions and priorities. A Food Stamp quality 
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improvement system should incorporate a regular cycle of reeval
uation of standards against achieved performance, with periodic 
resetting of standards. 

Setting the Magnitude of Sanctions and Rewards 

For those states subject to sanction or reward, the panel believes 
that the appropriate dollar amount of sanctions or rewards should 
consist of a proportion of the value of the benefit dollars in error . 
The panel cannot scientifically or empirically set the numerical 
value of that proportion. It also notes, as discussed below, that 
the proportion for reward could be made less than that for sanc
tion. But if a state agency's performance is far out of line, with 
expectations based on capability, the penalty ought to be substan
tial . And that penalty should be tied directly to the measures upon 
which performance is judged to be deficient. The panel notes also 
that in any case the proportion should be established such that a 
state's liability should not be substantially larger than that which 
would have been incurred under the current system. 

To understand the calculation in algebraic terms, let 

X = measured difference between 

X(state•s total 
benefit dollars) 

s 

therefore, 

S(maximum dollars 
at risk) 

Similarly: 

y 

Y(state's total 
benefit dollars) 

R 

therefore, 

R(maximum dollars 

the estimated error rate 
and the aanction threshold, 

= maximum dollars at 
risk for sanction, 

= sanctions proportion , and, 

= sanction liability. 

= measured difference between 
the estimated error rate 
and the reward threshold, 

= maximum dollars subject 
to reward, 

= reward proportion, and, 

subject to reward) = reward possibility. 
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Recommendation 8:  Sanctions and rewards should be 
calculated as a proportion of the benefit dollars in error 
above or below the performance standards. Because the 
base for calculating sanctions will be different from that 
under current procedures, the sanction proportion will 
need to be revised.* 

Discussion. The panel does not believe that rewards for excellent 
performance need to be as substantial as sanctions for poor per
formance. In part, this reflects a recognition that some incentives 
already are in place, such as higher rates of federal funding for the 
development of certain automated data processing and informa
tion retrieval systems and for the investigation and prosecution of 
fraud. The panel suggests that higher rates of federal funding also 
be considered to support special studies for quality improvement. 
In part, this judgment reflects the recognition that state and local 
officials share with the federal government an interest in effective 
and efficient program administration . 

In recommending that performance-based sanctions and re
wards be established as a function of benefit dollars, it is not the 
panel's intention to substantially increase or decrease the magni
tude of the sanction liability that a state may incur in comparison 
with what it would be under the current system for an equiva
lent discrepancy between estimated performance and the sanction 
threshold. Nor is it the panel's intention to create a large windfall 
for states that may receive a reward bonus. In choosing appropri
ate proportions for the sanction and reward functions, Congress 
and FNS should consider the magnitude of the sanctions or re
wards in the current system. 

For example, a state whose error rate currently is in excess of 
the standard by exactly 5 percentage points (a 10 percent error 
rate) will today incur a sanction of 35 percent of the federal share 
of the state's administrative costs. Since the federal government 
pays one-half of such coats, the sanction represents about 17.5 
percent of the state's budget for administration. If the state's 
administrative costs are 10 percent of the benefit value of food 
stamps issued, the sanction under the current system is about 
1 .75 percent of the total value of food stamps issued. 

• A panel member diuen1;a; See Appendix A. 
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Under the panel 's recommendation, the state with an esti
mated error rate of exactly 5 percentage points above the thresh
old , as above, could risk as much as 5 percent of the total value of 
food stamps issued. If the sanction proportion chosen is one-half 
of the total dollars in error, then 2.5 percent of the value of food 
stamps issued would be sanctioned; if the sanction proportion is 
one-third, then 1 .67 percent of total benefits would be sanctioned; 
if the sanction proportion is 0.7, the sanction would be 3.5 per
cent of the total benefits, or twice the sanction under the current 
system. 

It should also be noted that the proposed sanction and reward 
system eliminates a problem in the current system that applies 
both to its sanction and incentive mechanisms. The current incen
tive provision is so-called enhanced federal sharing in administra-
tive costs for state agencies that exceed the current threshold and 
that meet certain other criteria. The enhanced rate is fixed and 
applies equally to any performance better than the specified per
formance threshold no matter how much better. Therefore, there 
is no incentive for further improvement. Similarly for sanctions, 
once a state has passed a sanction threshold, there is no further 
disincentive to bad performance until the next full percentage 
point in error rate is reached. The panel's recommendation, tying 
rewards and sanctions to a fraction of benefit dollars at any point 
between measured performance and the threshold, eliminates the 
problem for both rewards and sanctions. 

AB part of the question of setting thresholds for sanctions or 
rewards, the panel also considered in detail the question of pur
ported "bias" in the use of the point estimate for taking sanctions, 
which some critics have charged arises as a result of sampling er
ror in the estimate. The panel uses the term "statistical fairness" 
rather than "bias" since the latter term has another . meaning in 
statistics. A technical discussion of this question appears in Ap
pendix B. The panel defines a system to be statistically fair if the 
expected consequences of measured performance based on perfor
mance estimates from probability samples do not differ from what 
those consequences would have been if the estimates had been 
based on the entire universe or population. The panel's analysis 
in Appendix B assumes an unbiased estimator of payment error. 

AB the analysis in Appendix B shows, statistically unfair out
comes under the current Food Stamp QC system will occur because 
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of the step function that determines sanctions. Under the current 
system, states are more seriously disadvantaged as they approach 
the upper end of each step for which there will be a change in the 
sanction (e.g. , 5 .8 or 5 .9 percent) . States will , upon occasion and 
as a result of sampling error, be sanctioned at the higher step . 
At the same time, FNS is disadvantaged in small ranges just over 
each step consequence (e.g. , at 5 . 1  percent) and is disadvantaged 
further the worse the state's performance. As a result of sampling 
error in the state's estimates, FNS may fail to collect the full sanc
tion that might have been collected . The actual magnitude of the 
relative statistical unfairness to either state or federal government 
also depends upon the precision of the estimate of payment error. 

H FNS were to use a lower bound of confidence interval rather 
than the point estimate for determining the amount of the sanc
tion, then states would be less disadvantaged, in some cases much 
less so. Yet the federal government would be much more disad
vantaged. Under a statistically fair sanction (or reward) system, 
the appropriate estimate would be the point estimate for making 
both decisions-that is, whether and how much to sanction (or 
reward)-not the lower bound of an interval estimate. 

Federal Response to Poor State Performance 

The panel recognizes that, as a matter of accounting convenience , 
the FNS might need to collect sanctions as offsets to its share of 
administrative costs since the state never actually receives fed
eral benefit dollars that it might pay back when penalized, and 
other state funds may not be accessible for the purpose of paying 
sanctions. However, to sanction administrative funds from poor 
performing states deprives them of the very resources that they 
need to make further improvements. The panel is also concerned 
that other dysfunctions will be directly encouraged by the burdens 
of sanction . Therefore, the panel also suggests that mechanisms 
be put in place that ensure that the federal government moni
tor states' responses to sanctions and assist where appropriate in 
designing strategies for improvements. 

There are few mechanisms within the QC system outside of 
fiscal sanctions to provide effective oversight of and assistance 
to poor performers. Yet federal response to poor state perfor
mance ought to be helpful rather than merely punitive and not 
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constrained only by findings of payment issuance inaccuracies or 
other •B&Dctionable" offenses. 

The chief mechanism for such a federal response is to hold 
a state out of compliance with federal law (or, in the case of 
AFDC, with the strictures of its approved state plan) . Federal 
administrators tend to resist such findings because they generate 
serious system responses, need sound legal basis, and necessitate 
burdensome follow-through activities.But the merits of something 
resembling a non-compliance response which offers both carrot 
(888istance) and stick (federal intrusion) is especially appealing. A 
similar, but not identical strategy has been used elsewhere: The 
Job Training Partnership Act (JTPA) stipulates a mechanism for 
forcing a governor to reorganize local program operations when the 
local entity fails to meet that program's performance standards, 
as specified in law and regulation. 

The panel cannot specify such standards for the Food Stamp 
Program. A special Secretary's discretionary fund for federal or 
other technical assistance and for on-site federal monitoring, when 
measures from a number of evaluative and monitoring tools in
dicate the need for special action, could be quite useful. In the 
extreme case of legal noncompliance, current authority provides 
for federal intervention. 

Recommendation 9: FNS should monitor the conse
quences of sanctions to ensure that corrective action is 
undertaken. Congress and FNS should take steps to min
imize potentially harmful effects in program administr&
tion and program objectives, for example, in the structur
ing of payment schedules for sanctions. In addition, as a 
nonroutine response to major deficiency findings, USDA 
should establish a special Secretary's discretionary fund 
for aggressive technical 888istance and on-site monitoring 
when a state Food Stamp agency has been determined to 
have serious performance problems. 

Discuuion. The panel is especially sensitive to the potential for 
desired quality improvement efforts to promote dysfunctional side 
effects. Allegations of case churning offer such an example (dis
cussed above) . It offers its recommendations for sanctions and 
incentives with the expectation that federal monitoring efforts will 
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be appropriately increased and focused to guard against such re
sponses. It also offers them with the expectation that under the 
new monitoring system, fewer states would be subject to sanc
tion and so careful monitoring of the consequences of sanction is 
feasible. 

Establishing Performance Measures 

AB indicators of quality, policy makers can choose to measure any
thing that reasonably serves the purpose of monitoring adminis
trative efficiency or program effect: payment accuracy, timeliness, 
administrative costs, coverage of target populations, reduction 
of dependency, might all be candidates. (As noted above, there 
are divergent views among panel members about whether coverage 
could or should be used as a measure of performance against which 
states might be sanctioned.) Estimates of payment accuracy-of 
Food Stamp issuances-provide one dear measure of effective
ness and are an entirely proper component of a quality improve
ment program. The history of welfare policy and the widespread 
frustration with caseload growth and rising program costs make 
the current QC focus on overpayment inaccuracies entirely un
derstandable. And the federal interest in controlling delegated 
spending authorities makes it obligatory that payment accuracy 
retain an important place in a larger quality improvement system. 

But there is no logical or necessary boundary between pay
ment accuracy and a variety of other indicators of program qual
ity. The goals of the family assistance programs are surely broader 
than payment accuracy. The complexities of these goals and po
tential conflicts among them require that the objects of quality 
measurement and study also be broader. Measures of timeliness 
and administrative efficiency, for example, are useless as indicators 
of program quality unless they are tied to program objectives and 
work in tandem with other program objectives. Case churning 
again offers a useful illustration : it is possible to imagine that the 
desire to process cases timely to satisfy QC demands, uncoupled 
from concerns about certain applicants' difficulties in producing 
documentation, has led to turning eligible applicants away when 
relaxing the timeliness criterion only slightly might avoid their 
sacrificing a whole month's needed benefits. 
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The panel recommended above that federal agencies collect 
measures of performance that reflect the broad, diverse, and some
times conflicting goals and objectives of the Food Stamp Program. 
Such measures should inform a variety of quality improvement 
activities at all levels of family assistance policy. Performance 
estimates with serious consequences for state welfare agencies, 
however, should be both directly relevant to program objectives 
and reasonably precise. 

The panel can as yet identify only measures of issuance in
accuracy as both easily collectable with reasonable precision and 
directly related to the objectives of the Food Stamp Program. 
During the panel's recommended 5-year effort to develop effective 
quality improvement systems (discussed above) , FNS should de
velop and test other measures related to the objectives of the Food 
Stamp Program. Such measures should be added, in the future, to 
the set of performance measures for which differential cost-sharing 
will be used to structure incentives for improved performance. 

The current official payment error rate includes only payments 
to ineligible recipients and overpayments to eligible recipients. 
Underissuances and negative case errors deserve a place with over
issuances in an official payment inaccuracy measure, since one clear 
objective of the Food Stamp Program is the accurate provision of 
benefits to those who are eligible and who apply. The panel agrees 
with the use of dollar-based rather than case-based measures: the 
dollar values indicate the magnitude of the inaccuracy for each 
inaccurate case. 

Recommendation 10: The USDA should use estimates 
of issuance inaccuracy in the Food Stamp Program for the 
purpose of linking financial consequences to state agen
cies' performance, based on the absolute dollar value of 
each of four distinct types of errors: issuances to ineligi
ble recipients, overissuances to eligible recipients, under
issuances to eligible recipients, and issuances that should 
have been made to applicants or recipients who were 
wrongly denied or terminated. Issuance inaccuracy rate 
estimates should be made for each type of error by divid
ing the estimates of the total dollar value of errors for each 
component by the total value of issuances actually made. 
The performance estimate upon which to make sanction 
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and reward decisions should be based on a weighted av
erage of the four estimates of issuance inaccuracy rates. 
Although the panel believes that the determination of 
weights is a policy decision, it believes that each of the 
four types of error is important and that the weights 
should reflect this.* 

Discussion. The panel acknowledges that policy makers may 
choose different weights to be attached to each component of 
issuance inaccuracy, weights that reflect policy choices . It may be 
desirable, for instance, to give errors made in issuances to eligible 
recipients less weight than those made in issuances to ineligible 
recipients or than incorrect denials and terminations. (It is an 
empirical question whether the same cases may be overpayments 
one month and underpayments the next, thereby cancelling the 
monetary effect of each other's payment errors over time.) Or, 
some people may argue on the basis of economic and social conse
quences that benefits wrongly denied are the most serious kinds of 
issuance errors, and therefore should be given the greatest weight . 

The panel notes that mathematically and financially equiv
alent results could be constructed by creating separate sanction 
and reward functions for each element or component of issuance 
inaccuracy. The panel believes that its recommended solution-a 
weighted average, with a single reward and sanction function of the 
total issuance inaccuracy estimate-is simpler and more appropri
ate . First , it requires only one function that relates measured 
performance to financial consequences. Second, it makes explicit 
the policy choices reflected in the weights, which would only be 
implicit in the formulation of separate reward and sanction func
tions. Third, separate functions would complicate sample designs 
in light of the panel 's recommendation for equity with respect to 
relative risks of sanction across states (see recommendation 14 
below) . 

The weighting of components of error is found quite commonly 
in the world of statistical quality control. The quality measure
ment plan used at Bell Communications Research and at AT&T, 
for instance , draws on a 50-year history of differentially weighted 
components of errors in its inspection systems. The military stan
dards for sampling inspections also distinguish between classes 

• A panel member diuen$a; see Appendix A. 
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of errors for inspection purposes, according to their magnitude 
or seriousness for the use of the product in question. Statistical 
quality control texts also make such distinctions in their discus
sions of quality inspection measures, whether for control charta or 
sampling inspections. 

The panel recognizes that ita recommended statistic for esti
mating inaccuracy rates is somewhat flawed conceptually. Ideally, 
the denominator should include the dollar value of both underis
suances and nonissuances that should have been made. The diffi
culty with this concept is that the denominator is an unknown 
quantity-the value of all erroneous underissuances and non
issuances cannot be precisely determined for the entire caseload. 

The panel also recognizes that policy makers will set stan
dards, rewards, and sanctions as a function of the policy process, 
not necessarily or only on the basis of scientific evidence or determi
nation. The panel notes that the empirical consequences of using 
the simple statistic will be of small magnitude: currently, negative 
case action and underissuance error rates are usually less than 5 
percent ,  often less than 2 percent. The simpler statistic, therefore , 
is not likely to have much if any effect on the consequences that 
derive from estimated performance. The panel believes that the 
simplicity of the proposed statistic makes a sufficient case for its 
use . 

The panel believes that all four components of issuance in
accuracy should be estimated and reported separately, since each 
represents a different kind of error. Actions to improve perfor
mance with respect to one may not affect any of the others or may 
work to the detriment of any of the others. If they are combined 
and reported as a single performance measure, important informa
tion could be needlessly lost, particularly with respect to changes 
or trends over time. 

Criteria for Meanring Iuuance Accuracy 

Current QC practice determines recipients' eligibility status for the 
month under review, based on information available at the time 
of federal re-review. However, measures of issuance inaccuracies 
should try to get as much information about eligibility status 
and benefit determinations as is possible. Those who make policy 
and basic program design choices-that is, both federal and state 
program designers-need to know about such things as the extent 
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to which unreported income effectively drains dollars from the 
Food Stamp Program. 

Federal monitoring serves another purpose, however, that of 
holding state agencies accountable. Standards to which state offi
cials are to be held accountable must also be under their control . 
This raises questions of assignable causes of performance prob
lems. For what errors should workers and state agencies be held 
accountable? AB discussed in Chapter 5, quality improvement ex
perts emphasize assignable versus common causes of performance 
problems. The responsibility for accomplishing certain corrective 
or remedial or improvement actions can then be located appropri
ately with the persons or levels within an organization or program 
that have the means-including authority and budget-for im
plementing the needed or desired changes. The general approach 
ought to be followed, and state agencies held properly accountable 
for performance within their control. 

Consider, for instance , the case of an applicant who may re
port no earnings. The worker can find no evidence of current earn
ings through a prescribed check of past employers and computer 
matches against specified data bases. The applicant properly is 
certified to be eligible and is issued food stamps. Later computer 
matches by QC reviewers (with subsequent verification) show in
come to the recipient for the period in question. On the basis of 
that information, the applicant either should have been ineligible 
or should have received food stamps at a lesser value than was 
granted. But the information was not known and could not have 
been taken into account by the state worker when the applica
tion was acted upon. The most common data bases for checking 
for wages, social security withholding information and the wage 
reports to the state for unemployment insurance purposes, typi
cally run a lag of from 3 to 6 months in making wage information 
available. 

If the systems for income verification cannot provide up-to
date information that workers can use in their decisions, then the 
workers should not be held accountable for the error described 
above . The system-level problem may be one of either state or 
federal responsibility and needs to be addressed. But if the avail
able system has been used, in accordance with specifications given 
workers and under procedures or guidelines given to or provided by 
the states, then the state agency should not be held responsible for 
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any resulting error. If the state has not made the required systems 
available, however, the state agency should be held accountable 
for such errors. 

Measurement specifications or criteria are needed to distin
guish between those problems or errors for which state agencies 
can and should be held accountable and those for which they 
should not. State plans offer an appropriate place to establish 
such specifications or criteria. Therefore, these plans should be 
subject to FNS review and approval, as they were until 1982. In 
essence, state plans serve as contractual agreements between FNS 
and state agencies concerning just what state agencies will do and 
against what procedural standards they can and should be held 
accountable. 

Recommendation 11: FNS should approve state plans 
for the Food Stamp Program, and the plans should con
stitute the criteria against which states are held finan
cially accountable. Federal reviewers should identify those 
sources of error that are associated with violations of the 
state plan. Federal reviewers should continue to report 
on the sources or types of errors that are now measured 
through QC systems. 

Di8cU8sion. FNS review and approval of state plans is well within 
federal oversight responsibilities. Questions about such 
issues as who can be held responsible for clients' misreporting 
should be bounded by the systems for verification and the proce
dures that support them that both federal and state officials have 
agreed to. However, since both federal and state governments 
should continue to be interested in searching for truth about pay
ment inaccuracy, federal QC reviewers should continue to collect 
information about such inaccuracy that extends beyond errors 
that arise from failures by state and local workers to follow the 
state plan. Whether a client misreports information is still of 
interest to both state and federal program administrators even 
though it is unrelated to a state plan. As federal reviewers collect 
such information, FNS will build a useful data base for the esti
mation and analysis of · systemic performance problems. Such a 
data base can be used in planning special studies aimed at process 
and program improvements. The information also can be used 
to contrast states' performance , and states with extremely good 
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or extremely poor showings on such measures might be targeted 
for special technical assistance or special studies to explore and 
explain such discrepancies. Either kind of activity might yield fur
ther information for making systemic improvements or for shaping 
individual state plans for quality improvement. 

Technical Errors 

AFDC and Food Stamp officials have designated certain kinds of 
errors as "technical errors" : they are procedural errors that may 
or may not represent actual misspent dollars. Examples include 
the failure to provide social security numbers for all recipients, 
for instance , and the failure to register for WIN or to assign child 
support rights to the state in the AFDC program. The failure to 
document such procedural steps does not automatically render a 
Food Stamp benefit to be in error. (In AFDC, technical errors 
result in an automatic determination that the AFDC payment 
was in error; under Medicaid, federal law prohibits the finding of 
a payment error simply because of such a technical error.) 

FNS does not include technical errors in calculating the basis 
for imposing fiscal sanctions or incentives-and the panel sup
ports the FNS position-but certain technical requirements and 
the errors measured against them represent surrogates for impor
tant program objectives that should be systematically monitored . 
Procedural requirements generally provide some form of internal 
control, much like the separation of duties or the reconciliation of 
bank statements with ledgers in financial operations. Such inter
nal controls may reduce the risk of financial loss, but the failure 
to follow such requirements does not, by itself, represent an actual 
loss-nor does the adherence to those requirements ensure the 
avoidance of an erroneous financial transaction . 

In the family assistance programs, social security numbers for 
many recipients of assistance give agencies a useful tool for check
ing for unreported income or assets, through computer matching 
with bank records, income tax returns, and wage reports. How
ever, under current rules, all recipients of AFDC and food stamps 
must provide social security numbers to the state agency, even 
for infants and small children. If the purpose here is to enumer
ate members of a household, other evidence could be used for 
this purpose-birth certificates, school records, and third-party 
corroboration, for instance . And they may inadvertently create 
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errors where their original purpose-e .g . ,  for wage match checks
is applied inappropriately to other uses-e.g., the evidence of chil
dren in a household. The effectiveness of the use of social security 
numbers for young children, for internal control purposes, can and 
should be evaluated empirically. 

Some technical errors appear to be intended as surrogates 
for the achievement of program objectives, not just as internal 
controls. To the extent that they have been demonstrated to pro
vide meaningful surrogates for the achievement of program objec
tives, they should be retained and used to monitor state agencies' 
performance. If they serve only weakly as such surrogates for 
the achievement of other program objectives, different measures 
should be sought and built into monitoring and performance re
porting operations. If they serve, in fact, only as internal controls 
with respect to program objectives other than payment or issuance 
accuracy, their effectiveness for that purpose should be evaluated . 

A good example of the misuse of technical errors comes from 
AFDC. WIN registration of certain AFDC recipients is a require
ment of eligibility, but the fact of WIN registration alone does not 
ensure that appropriate or effective training or work experience 
is received. Indeed, the program objective-relevant and effective 
training-may be subverted, through (for instance) the automatic 
registration of all covered recipients, when WIN registration does 
not ensure WIN participation. The panel is aware of at least one 
state that has taken this route, in order to avoid AFDC QC-based 
"payment errors," regardless of the effectiveness of such registra
tion for recipients. 

At least one other objective clearly identified in law and reg
ulation has not been included in quality measurements. It is a 
requirement that applicants be certified eligible and served or cer
tified ineligible in a timely manner-and so informed. In AFDC it 
is within 45 days of application ; in Food Stamps, it is 30 days. Pre
sumably, for serving the eligible poor, faster is better. No useful 
measure of timeliness has been developed and used to characterize 
performance. Furthermore, the panel has received analyses that 
argue that the timeliness standard itself has created a dysfunc
tional program response in order to avoid a payment error, case 
churning.  No measures of churning have been developed, either. 

In sum, federal reviewers should identify, report, and analyze 
technical errors, since they offer useful information on at least 
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some procedural controls that have been built into the programs. 
Analyses of technical errors should provide evaluations of their 
usefulness as controls; that is, further investigation into cases with 
technical errors can and should provide estimates of the risk of 
financial error or loss associated with technical errors. 

State Review of Federal Findings in Case Reviews 

.AB the USDA takes on the panel's recommended monitoring role , 
the state agency should be given a chance to review findings prior 
to the release of an issuance inaccuracy report and to dispute 
matters of fact in the federal reviewers' work . A system should be 
devised so that preliminary findings of issuance inaccuracy can be 
reviewed and disputed by state officials. 

The system also should have a mechanism for the resolution of 
disagreements when federal and state reviewers cannot agree. As 
the new system is implemented care should be taken to preserve 
due process mechanisms. Such a system can be given regulatory 
shape, with specific schedules and deadlines. Ultimately, states 
may litigate the findings and financial liabilities that result from 
such reviews. By focusing only on findings of error in a federal 
audit and by pursuing only those cases in which federal and state 
reviewers continue to disagree, the process devoted to the issuance 
inaccuracy reviews would be substantially less time-consuming 
than is now the case under the "two-tiered" QC system. 

Recommendation 12: Under the new system that the 
panel recommends, FNS/USDA should establish a process 
to accommodate state differences with federal findings of 
issuance inaccuracies and should establish procedures for 
the timely resolution of differences through the national 
office with respect to those findings. 

Discussion. With the use of federally approved state plans as 
the standards against which the state agencies are to be held 
accountable, case review disputes between the states and FNS 
should occur somewhat less frequently than they now do. Issues of 
policy interpretation should be taken up and resolved around the 
approval of state plans, not in disputes of case reviews for issuance 
accuracy. Nonetheless, some disputes will arise. An arbitration 
process, such as that now used and described in Chapter 3, could 
be used to resolve such differences. The panel notes that as long 
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as the potential for regional FNS variation exists, then a national 
office arbitration step is essential for the uniform application of 
national Food Stamp rules and policy. 

Sample Design for Issuance Accuracy Reviews 

The use of samples in conducting reviews for monitoring purposes 
is well founded. In audit applications, for instance, misspent funds 
identified through reviews of samples of records or cases provide 
a sound basis for estimates of total misspent funds. FNS should 
base its reviews of state welfare agencies' expenditures on monthly 
samples of active cases and of negative case actions (terminations 
and denials) , as is now done under QC practice. 

In any sampling application, the estimates derived for the 
population characteristics in question-here, the dollar value of 
issuance inaccuracies-contain room for error based on sampling 
alone. When samples are drawn probabilistically, the sampling 
error can be estimated: that is, a range of error around the sample
based estimate can be constructed in which the true population 
measure is expected to lie. When one makes judgments or decisions 
based upon estimates calculated from samples, risks of making the 
wrong choice necessarily accompany those decisions. Whichever 
direction the decision takes, some risk of being wrong is present . 
Sound statistical practice dictates that reports of such estimates 
also contain estimates of their sampling error, so that consumers 
of the information can evaluate those risks for themselves. 

Recommendation 13:  FNS should routinely report es
timates of sampling errors for all performance estimates 
based on sample data. 

Di8cussion. If financial consequences are tied to sample-based esti
mates, differential risks across states and between state and federal 
agencies raise difficult and serious questions. Since the precision 
of state-level estimates varies across states, serious questions of 
equity are raised in the treatment of state agencies when such 
estimates are related to consequences of some import . The panel 
believes, therefore, that sampling error should be equalized across 
states, in contrast to the current QC practice. 

The panel recognizes that a case for different precision across 
states can be made, in the interests of selectively targeting the 
use of federal monitoring resources. And for purposes other than 
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attaching financial consequences to estimated performance, such 
targeting should be done. Nonetheless, if all states are to be 
treated equitably with respect to the financial consequences of 
sample-based performance measures, then equal precision for those 
measures should be the aim. 

Recommendation 14: FNS should design samples for 
the purpose of estimating issuance inaccuracy rates to 
achieve equal precision across states. 

Discussion. In order to design samples to control precision, in
formation is needed about the distribution of each component of 
payment inaccuracy that is to be estimated. This information is 
not available: in the current systems, for instance, the valuation 
of negative case decisions made in error has not been done. Un
til such information can be obtained through federal monitoring 
efforts, the panel suggests designs for federal agency reviews that 
use equal sample sizes across states. 

FNS should routinely and periodically review state agencies' 
performance, especially issuance accuracy performance. When fi
nancial consequences are attached to measured performance and 
the measures are sample-based estimates, some legal questions 
might arise concerning the statistical grounds for such uses. Sam
ple designs that control the precision of estimates of issuance inac
curacies, across states, should serve to minimize and simplify any 
legal issues that might arise concerning equity in the treatment of 
states. 

Financial Liabilities for Past Performance 

The panel's recommended systemic approach to quality improve
ment is quite different from the current QC system. The panel 
recognizes that it would be impossible practically to revisit QC 
case reviews as far back as 1981 and rework the measurements 
and sanctions according to the panel's recommendations for the 
future. In order for state and federal officials to clear that backlog 
of liabilities, claims, and appeals as quickly as is possible in order 
to get on with the business at hand and for the future, the panel 
recommends solutions of expedience: the recommendations recog
nize the performance standards set in law, do not change the rank 
order of states according to estimates of performance, and respond 
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to some issues of statistical "fairness," (as discussed above and in 
Appendix B) . 

As part of the solution to the estimation for past years, the 
panel has examined the regression-adjusted estimator used by the 
Food Stamp QC system. The panel finds this estimator lacking 
for a variety of reasons; the panel is exploring alternative esti
mators and will report its critique as well as proposed solution(s) 
in its second report. All three family assistance programs use 
the regression-adjusted estimator. Any recommendation from the 
panel will affect all three programs' resolution of the backlog of 
liabilities, appeals, and lawsuits. The panel, therefore, will take 
the time afforded by the schedule for the AFDC and Medicaid 
QC studies in order to develop, as thoroughly as is possible, the 
estimators to be considered. The panel may recommend one esti
mator, or it may lay out several with a discussion of the strengths 
and weaknesses of each. 

Once an estimator has been chosen, problems in the current 
QC system still will make its use difficult and troublesome in 
resolving existing disputes. Because of the step function that has 
been established in law, effective for fiscal 1983 and subsequent 
years, the sanction system is statistically "unfair" to both states 
and the federal government. It also sanctions against a standard of 
performance that apparently has no empirical basis-no measure 
of states' performance capabilities for the time periods in question . 
The panel believes that without asking Congress to retrospectively 
change the law, there is no statistically "fair" and reasonable 
solution to the question of how to use measured QC payment 
error rates to properly determine state-specific sanctions for years 
past. 

Recommendation 15: For the purpose of determining 
whether a state agency should be sanctioned under the 
current QC system for fiscal 1981 through fiscal 1987, 
FNS/USDA should use a lower bound for the yet-to-be
recommended estimator. The width of the interval be
tween the point estimate and the lower bound should be 
the same for all states. The width should be based on the 
estimated sampling error for the state agency with the 
largest sampling error in its payment error rate estimate. 
H the lower bound is at or below the sanction threshold, 
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then a state would not be sanctioned. If the lower bound 
is above the threshold , then a state would be sanctioned. 

Recommendation 16: If the decision to sanction for 
years fiscal 1981  through fiscal 1987 has been made, the 
yet-t�be-recommended point estimate of payment error 
should be used to establish the magnitude of the sanction 
to be levied . 

Discussion. The panel notes the correspondence of its first recom
mendation here with that made by a previous National Research 
Council panel, that the sanction decision reflect a very low prob
ability that a state agency is wrongly found to be subject to 
sanction (see Gilford et al., 1983) . The use of the lower bound 
and the largest sampling error to establish which states will be 
subject to sanction reduces the probability that a state will be 
wrongly subject to sanction due to sampling error. But once the 
sanction decision has been made, the point estimate reflects the 
best statistical estimate of actual performance, and, hence, should 
be the basis for establishing the magnitude of the sanction. The 
panel's recommendations mitigate some of the statistical "unfair
ness" without differentially penalizing larger states for their larger 
sample sizes. 

On a separate matter, the panel does not specify in its recom
mendation a level of confidence to be used in determining the lower 
bound for the state with the largest confidence interval around the 
estimate of payment error. It notes that the choice of a confidence 
level should reflect the valuation of different sets of risk to both 
parties, federal and state. In the absence of that valuation, the 
panel notes that a 95 percent confidence level has a widespread 
use and traditional acceptance. 

These recommendations may appear to be at odds with the 
panel's earlier discussion of statistical "fairness," which argued 
that the point estimate was the appropriate estimate to use for 
making sanction and reward decisions. That argument rests on 
the expectation for long-term, average results for any one state. 
Settlement of past disputes will occur only a few times for any 
state per program. The use of a lower bound to make past sanc
tion decisions, but the point estimate to determine the sanction 
amounts, compensates somewhat for the "unfairness" inherent in 
the current system. The panel notes that some agencies, public 
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and private, make more extensive use of a lower confidence bound 
for recovering misspent funds based on an audit of sampled records 
with the logic that the party that designs the samples and directs 
the audit should bear the largest risks of sampling error. 
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Appendix A 
Dissent : David B .  Swoap 

The panel has conducted a searching and thorough review of 
present quality control systems, and there is much with which 
I concur in its initial findings. 

Its overall thrust, however, contains both premises and specific 
recommendations with which I must dissent . They are delineated 
below. I dissent from: 

1 .  The overly broad definition of quality control adopted through
out the report. 

The report contends that quality control should be expanded 
to include a number of additional policy goals and that "the cur
rent QC system is limited in what it measures and therefore does 
not serve well the purpose of policy makers or program managers 
. . .  " (Chapter 6) . 

In fact, quality control in public assistance programs-as 
the term has been applied historically and properly is applied 
conceptually-should be defined as the effort to instill and mea
sure precision in eligibility and payment determinations and to 
prevent the misallocation of taxpayer dollars resulting from erro
neous determinations. 

I specifically dissent from: 
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a. The belief that FNS should develop other important mea
sures of performance for inclusion , such as timeliness or coverage 
of the eligible population . 

b .  In Chapter 2 ,  the inference in "all three focus on recipient 
eligibility status and benefit payment accuracy. None focuses on 
the effects of the receipt of benefits or on precisely how those 
benefits are used with respect to the achievement of program 
objectives" that this division is inappropriate. 

c. In Chapter 2 ,  the inference in "QC systems now in place 
do not measure the effects of such [policy] choices or the achieve
ment of program objectives other than accuracy" payment that 
the current emphasis is inappropriate; I believe it to be properly 
focused . 

d .  In Chapter 3, the inference in the description of the cur
rent QC system, similar to those described above. 

e. The continuing emphasis, in the discussion in Chapter 6 
contrasting the current system with the recommended enlarged 
system, on purposes beyond a proper QC scope . 

f. The statement in the Summary and Recommendations 
that the "QC system lacks many of the elements of a comprehen
sive quality improvement system" and the statement in Chapter 
6 that "the current system does not incorporate some essential 
elements of a quality improvement system." 

g. Recommendation 1 ,  that "FNS/USDA sampling and mea
surement activities for monitoring issuance accuracy should be 
made independent of" the others described . The former is integral 
to, if not identical with, the latter. 

h .  Recommendation 2, that "measures of quality should be 
set against broad program objectives, beginning with the language 
of intent in the Food Stamps Act. Federal performance measures 
should begin with payment accuracy but should be added to over 
time and as data from monitoring and evaluation activities permit 
greater breath and specificity." 

2 .  The effort to  include underpayments and issuances not  made 
or terminated with regard to eligibles. 

As stated above, quality control should be limited to the 
measurement of cases where tax resources have been misspent. 
Where an expenditure has not occurred, a misexpenditure has 
not occurred . However laudable defenses against underpayments 
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and issuances not made or terminated with regard to eligibles 
are (and I believe them to be,) they should not be included in 
proper quality control measurements nor weaken their application 
through an explicit or implicit "balancing" attempt. 

I specifically dissent from Recommendation 10. 

3 .  Tlae view tlaat tlaere slaould 6e •rewards• for good performance 
u t��ell u sanction• for poor performance. 

Again, while on the surface it might appear more equitable or 
"balanced" to establish a system of rewards as well as sanctions, 
there should not be a need to expend additional tax dollars in 
"rewards" to achieve accurate or efficient administration. Rather, 
a sounder system of sanctions (which recognizes joint federal
state-local responsibility for error-causing provisions) should be 
pursued. 

Specifically, I dissent from: 

a. The view in Chapter 6 that differential sharing in the im
plicated benefit costs of errors should be structured to provide both 
positive and negative incentives, rewards for good performance as 
well as sanctions for poor performance. 

b. Recommendation 8. 
H the recommendation were modified to make it clear that the 
only rewards contemplated are only a le88er or scaled application of 
sanctions, or a retention of shifts in administrative cost-sharing, to 
recognize demonstrated or sustained performance, I would concur. 

4. Tlae belief e%pre88ed tlaat performance consequence• 1/aould not 
be e%pected to accrue to large number� of 1tate agencies eacla 
year. 

The presence or absence of performance consequences should 
be an independent variable-that is, tied to the objective stan
dard of performance and not to a subjective view as to expected 
incidence. To be sure, a continuing pattern of large numbers of 
states reporting errors or incurring sanctions year after year may 
be indicative that there is something wrong with the QC system 
(just as it led, in part, to the call for this study) ; it may equally 
be indicative of administrative performance that needs improving 
on a wide variety of fronts. It is a symptom that something needs 
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correcting; it should not be an automatic indictment of the per
formance measures nor something subject to arbitrary standards 
about expected incidence . 

5 .  The view that technical errors should not be  used for valuing 
misspent dollars. 

So-called "technical errors" can often be euphemisms indica
tors of programmatic problems and/or abuse. They should not be 
excluded from error computation. 

Specifically, I dissent from: 

a. The omission of this argument throughout the report . 
b. The explicit rejection of this concept in Chapter 6. 

6. The idea that coverage should be measured or used in quality 
control. 

With reference to the discussion in Chapter 6, I believe that 
it is inappropriate to use quality improvement systems either to 
measure coverage or to invoke performance measures relating to 
it. 

The principal concern I have, and the reasons undergirding 
this dissent, are that I do not wish to see the successes of the cur
rent quality control system (See Figure 10, Chapter 2) , which have 
been amply demonstrated since the establishment of the current 
sanction system, weakened or perhaps eliminated altogether by 
the much larger world view of quality control held by the remain
der of the panel. Certainly the present system needs to be made 
more fair , more precise, and more reflective of joint governmental 
roles (in cause and effect with regard to errors) . It does not need 
to be made unworkable or unproductive in the achievement of that 
goal that should be central: precision in eligibility and payment 
determination to prevent misallocation of tax resources. 
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Appendix B 
Assessing the Statistical Fairness of 

the Food Stamp Quality Control System 

The Food Stamp Program makes use of a formula for imposing 
sanctions on states, based on estimates of state payment error 
rates from the quality control system. This formula is used when 
estimated payment error rates exceed a threshold error rate, cur
rently set by law at 5 percent . To describe the formula precisely, 
let: 

t -

D -

X -

s -

the 5 percent threshold, 
federally reimbursed state administrative costs, 
estimated payment error rate in the sample, and 
the sanction levied. 
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Then : 

. 0 5 D i f  t < X < t + . 0 1 

. 1 0 D i f  t + . 0 1 < X < t + . 0 2 

. 1 5 D i f  t + . 0 2 < X < t + . 0 3 
s . 2 5 D i f  t + . 0 3 < X < t + . 0 4 

. 3 5 D i f  t + . 0 4 < X < t + . 0 5 

. 4 5 D i f  t + . 0 5 < X < t + . 0 6 

. 5 5 D i f  t + . 0 6 < X < t + . 0 7 

. 6 5 D i f  t + . 07 < X < t + . 0 8 
, 7 5 D i f  t + . 0 8 < X < t + . 0 9 
. 8 5 D i f  t + . 0 9 < X < t + . 1 0 
. 9 5 D i f  t + . 1 0 < X < t + . 1 1 

1 . 0 0 D i f  t + . 1 1 < X 

Pictor i a l ly : 

Sanct ions 
. 6 5 __ > 
. 6 0 I 
. 5 5 _ I  
. 5 o I 
. 4 5 _ I  
. 4 0 I 
. 3 5 _ I  
. 3 0 I 
. 2 5 _ I  
. 2 0 I 
. 1 5 _ I  
. 1 0 _ I 
. o 5 _ I  
. 0 0 ________ �--�� � �������--��--� 

. 0 1  • 0 2  . 0 3  . 04 • 0 5  • 0 6  . 07 • 0 8  • 09 . 1 0 . 1 1 . 1 2 

Observed Error Rate 

A statistically "fair" sanction percentage for this analysis is defined 
as the percentage that would apply if one could determine the 
true payment error rate from a state's quality control system and 
then apply the above formula to that true error rate. Since the 
true payment error rate is unknown, the estimated payment error 
rate is used in place of the true payment error rate to determine 
sanctions. The use of the estimated payment error rate results in a 
higher or lower sanction percentage to the extent that the estimate 
is higher Ol' lower than the true rate. The question then arises as to 
whether the method of basing sanctions on the estimated payment 
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error rates is "fair," in a statistical sense: that is, over an extended 
period of time, would a state's sanctions be higher or lower than 
would result by the use of its true payment error rate? The panel 
notes that this conception of "fairness" is a very narrow one . 
It does not consider other grounds on which "fairness" may be 
questioned. 

To answer this question the panel calculated, fol' selected true 
payment error rates and variances of estimated payment errol' rates 
for some hypothetical state quality control systems, the expected 
percentage of the federal reimbursement that a state would have 
to repay minus the percentage appropriate for the corresponding 
true payment error rate. That is , the panel computed: 

(E(S (est . error rate)) - S (true error rate)] / D, 

where E denotes mathematical expectation . These percentage 
differences, expressed as proportions, are presented in Table B-1 .  
The various true error rates given there span most of the estimated 
error rates for states during the previous several years. Also, the 
standard deviations of the estimated error rates span the standard 
deviations that seem likely, given the state and federal sample sizes 
currently used. 

For example, consider a state with true el'l'or rate of 1 1 .9 
percent (the third row from the bottom) and a standard deviation 
of 1 percent ( .010) for its sample estimates, the second column. 
The sanction, if levied on the true error rate, would be 45 pel'cent 
of the federal share of administrative costs. Because of the way 
that the step function is constl'ucted, sampling error in this state 's 
performance estimate will result in oversanction more often than 
undersanction: the next step for higher sanctions is just 0.1 of one 
percentage point above the state's true error rate; the next lower 
step is 0.9 of one percentage point below. The mathematically 
expected sanction percentage, then, is actually about 49 percent 
of the federal share of administrative costs, or 4 percent above the 
"fair" sanction. Similar calculations are the basis for the remaining 
entries. A minor simplification was used in the above calculations. 
FNS has a parallel incentive system for states that have estimated 
error rates below the threshold error rate, but these incentives 
were omitted from the computations. However, the magnitude of 
these payments are such that they would not substantially alter 
the main features of Table B-1. 

C o p y r i g h t  ©  N a t i o n a l  A c a d e m y  o f  S c i e n c e s .  A l l  r i g h t s  r e s e r v e d .

R e t h i n k i n g  Q u a l i t y  C o n t r o l :   A  N e w  S y s t e m  f o r  t h e  F o o d  S t a m p  P r o g r a m
h t t p : / / w w w . n a p . e d u / c a t a l o g . p h p ? r e c o r d _ i d = 1 8 9 0 0
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TABLE B- 1 D i f ference Between Expected and Stat i st i ca l ly " F a i r "  
Sanct i on Proport i on ( use o f  point est imate ) 

Standard Deviation 

True 
Error Rate . 0 0 5  . 0 1 0  . 0 1 5  . 0 2 0  . 0 2 5  . 0 3 0  . 0 3 5  . 0 4 0  . 0 4 5  . 0 5 0  

. 0 0 0  . o o . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 1 . 0 2 . 0 2 . 0 3 

. 0 1 5  . 0 0 . 0 0 . 0 0 . 0 0 . 0 1 . 0 1 . 0 2 . 0 3 . 0 4 . 0 6 

. 0 2 0  . o o . 0 0 . 0 0 . o o  . 0 1 . 0 2 . 0 3 . 0 4 . 0 5 . 0 7 

. 0 3 0  . 0 0 . 0 0 . 0 1 . 0 1 . 0 2 . 0 3 . 0 5 . 0 6 . 0 8 . 0 9 

. 0 3 1  . 0 0 . 0 0 . 0 1 . 0 1 . 0 2 . 0 4 . 0 5 . 0 6 . 0 8 . 0 9 

. 0 4 2  . o o . 0 1 . 0 2 . 0 3 . 0 5 . 0 6 . 0 8 . 1 0 . 1 1 . 1 3 

. 0 4 5  . 0 1 . 0 2 . 0 3 . 0 4 . 0 6 . 07 . 0 9 . 1 0 . 1 2 . 1 4 

. 0 5 3  - . 0 1 - . 0 0 . 0 1 . 0 2 . 0 4 . 0 5 . 0 7 . 0 9 . 1 0 . 1 2 

. 0 6 0  - . 0 2 - . 0 2 - . 0 1 . o o . 0 2 . 0 3 . 0 5 . 0 7 . 09 . 1 0 

. 0 6 4  - . 0 0 - . 0 0 . 0 1 . 0 2 . 0 4 . 0 6 . 0 7 . 0 9 . 1 1 . 1 2 

. 0 7 5  . 0 1 . 0 2 . 0 3 . 0 4 . 0 6 . 0 7 . 09 . 1 0 . 1 2 . 1 3 

. 0 8 6  . 0 1 . 0 1 . 0 2 . 0 3 . 0 4 . 0 5 . 0 6 . 0 8 . 0 9 . 1 0 

. 0 9 0  - . 0 5 - . 0 5 - . 0 4 - . 0 4 - . 0 3 - . 0 2 - . 0 1 . 0 0 . 0 1 . 0 2 

. 0 9 7  . 0 2 . 0 2 . 0 2 . 0 3 . 0 3 . 0 4 . 0 5 . 0 6 . 0 6 . 0 7 

. 1 0 5  . o o . 0 0 . 0 0 . 0 0 . 0 1 . 0 1 . 0 1 . 0 2 . 0 2 . 0 2 

. 1 0 8  . 0 3 . 0 3 . 0 3 . 0 3 . 0 3 . 0 4 . 0 4 . 0 4 . 0 4 . 0 4 

. 1 1 9  . 0 4  . 0 4 . 0 4 . 0 4 . 0 4 . 0 3 . 0 3 . 0 2 . 0 2 . 0 2 

. 1 2 0  - . 0 5 - . 0 5 - . 0 5 - . 0 5 - . 0 5 - . 0 6 - . 0 6 - . 0 7 - . 07 - . 0 8 

. 1 3 5  . 0 0 . 0 0 - . 0 0 - . 0 1 - . 0 2 - . 0 3 - . 0 5 - . 0 6 - . 07 - . 0 8 

From the table, a few major points are clear. First , many 
of the situations are "unfair" to the state . Next, there are many 
combinations of true erl'or l'ates and standard deviations for which 
the sanctions are "unfair" to FNS . In particular, for states with low 
standard deviations and error rates just above the threshold level 
or a step in the sanction formula, and for states with true payment 
error rates with sanction percentages near the maximum of 100 
percent , the differences can be negative. Finally, it is apparent 
that there are realistic situations for which the difference can be 
substantial, certainly 10 percent or higher . 

The differences in Table B-1 are moderate for some situations.  
If the standard deviations are small relative to the step width and 
the true payment error rate is fairly near the middle of a step, the 
differences are quite small. 

One method that has been proposed for promoting "fairness" 
is to use the lower bound of a confidence interval around the er
ror rate estimate to establish the magnitude of a sanction. This 
is essentially the lowest value for the error rate that one would 
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TABLE B-2 D i f ference Between Expected and Stat i s t i ca l ly " Fa i r" 
Sanct i on Proport ion ( use o f  l ower con f i dence bound ) 

Standard Deviation 

True 
Error Rate . 0 0 5  . 0 1 0  . 0 1 5  . 0 2 0  . 0 2 5  . 0 3 0  . 0 3 5  . 0 4 0  . 0 4 5  . 0 5 0  

. 0 0 0  . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . o o . o o . o o . o o . o o 

. 0 1 5  . 0 0 . 0 0 . 0 0 . 0 0 . o o . o o . 0 0 . 0 0 . o o . 0 0 

. 0 2 0  . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 

. 0 3 0  . 0 0 . 0 0 . 0 0 . 0 0 . 0 0 . o o  . 0 0 . 0 0 . o o . 0 0 

. 0 3 1  . 0 0 . o o . 0 0 . 0 0 . 0 0 . o o . 0 0 . o o . 0 0 . 0 0 

. 0 4 2  . o o . 0 0 . 0 0 . o o . 0 0 . o o . 0 0 . 0 0 . 0 0 . 0 0 

. 04 5  . 0 0 . 0 0 . o o . o o . 0 0 . o o . o o . 0 0 . 0 0 . 0 0 

. 0 5 3  - . 0 5 - . 0 5 - . 0 5 - . 0 5 - . 0 5 - . 0 5 - . 0 5 - . 0 5 - . 0 5 - . 0 5 

. 0 6 0  - . 0 7 - . 0 9 - . 0 9 - . 1 0 - . 1 0 - . 1 0 - . 1 0 - . 1 0 - . 1 0 - . 1 0 

. 0 6 4  - . 0 6 - . 0 8 - . 09 - . 0 9 - . 0 9 - . 0 9 - . 09 - . 0 9 - . 0 9 - . 0 9 

. 07 5  - . 0 5 - . 1 0 - . 1 2 - . 1 3 - . 1 3 - . 1 4 - . 1 4 - . 1 4 - . 1 4 - . 1 4 

. 0 8 6  - . 0 8 - . 14 - . 1 8 - . 2 0 - . 2 2 - . 2 2 - . 2 3 - . 2 3 - . 2 3 - . 2 3 

. 0 9 0  - . 1 5 - . 2 2 - . 2 6 - . 2 9 - . 3 1 - . 3 2 - . 3 2 - . 3 2 - . 3 3  - . 3 3 

. 09 7  - . 0 8 - . 1 7 - . 2 2 - . 2 6 - . 2 9 - . 3 0 - . 3 1  - . 3 2 - . 3 2 - . 3 2 

. 1 0 5  - . 1 0 - . 2 0 - . 2 7 - . 3 2 - . 3 6 - . 3 8 - . 3 9 - . 4 0 - . 4 0 - . 4 1 

. 1 0 8  - . 07 - . 1 7 - . 2 5 - . 3 0 - . 3 4 - . 3 7 - . 3 8 - . 3 9 - . 4 0 - . 4 1  

. 1 1 9  - . 0 6 - . 1 6 - . 2 5 - . 3 3 - . 3 8 - . 4 2 - . 4 5 - . 4 6 - . 4 8 - . 4 9 

. 1 2 0  - . 1 5 - . 2 5 - . 3 4 - . 4 2 - . 4 8 - . 5 2 - . 5 4 - . 5 6 - . 5 8 - . 5 8 

. 1 3 5  - . 1 0 - . 2 0 - . 3 0 - . 3 9 - . 4 7 - . 5 3 - . 5 7 - . 6 0 - . 6 3 - . 6 4 

find plausible given the estimate from the sample. To investigate 
this method ,  the panel repeated the above calculations using the 
estimated error rate minus two times the true standard deviation, 
which gives the lower limit of an approximate 95 percent confi
dence interval for the error rate. The differences calculated are 
presented, as proportions, in Table B-2. The fact that in actual 
use the variance would have to be estimated raises some practical 
difficulties, one of which is that estimates of the variance that are 
biased high would benefit the states in that the lower limit would 
be even lower. This problem is not evident in Table B-2 since the 
variances that are assumed to be true are used. 

The results in Table B-2 are quite different from those in Table 
B-1 .  Instead of many situations being unfavorable to the states, 
now the majority of the situations are unfavorable to FNS.  The 
states are not "unfairly" sanctioned under this system, but at a 
cost of excessive inequity when the true payment error rate is above 
the threshold rate. Therefore , instead of increasing "fairness," the 
change from using the point estimate to using the lower bound of a 
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confidence interval merely transfers the inequity to another party, 
and the inequity can be much larger than in the present situation . 
For this reason, once the decision has been made to sanction a 
state, the panel recommends using the point estimate to establish 
the magnitude of sanction liabilities (see recommendation 16) . 

However, the use of the point estimate results in relatively 
greater inequity to those states with true performance levels within 
a few percentage points of the lowest sanction threshold , 5 percent , 
for two reasons. First, states just under that threshold should not 
be sanctioned, yet at times they nonetheless will be sanctioned (see 
Table B .1  again) . Second , the size of the penalty increases after 
the third step in the sanction formula. Therefore , for a state with a 
true payment error rate between 5 and 8 percent , an overestimate 
of performance that crosses the 8 percent step will generate an 
oversanction that is larger than the undersanction generated by 
an equal-sized underestimate. Therefore , the panel recommends 
the use of a lower bound to determine whether a state should be 
sanctioned (see recommendation 15) . 
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Appendix C 
Biographical Sketches of Panel Members 

and Staff 

JOHN NETER is the C.  Herman and Mary Virginia Terry pro
fessor of management science and statistics in the Department 
of Management Sciences and Information Technology, College of 
Business Administration, University of Georgia. He received a 
B.S.  from the University of Buffalo, an M.B.A. from the Uni
versity of Pennsylvania, and a Ph.D. in applied statistics from 
Columbia University. Previously he taught at Syracuse University 
and was chair of the Department of Quantitative Analysis, and 
he was a professor of management science at the University of 
Minnesota and chair of the Department of Quantitative Analysis. 
He has served as the editor of Americtan Sttatisticitan and associate 
editor of Decision Sciences. A fellow of the American Statistical 
Association, he also served as director of the association from 1975 
to 1980 and as president in 1985. He is also a fellow of the Decision 
Sciences Institute,  which he served as president in 1978-79, and of 
the American Association for the Advancement of Science. 

HENRY AARON is a senior fellow at the Brookings Institution 
in Washington, D.C. and professor of economics at the University 
of Maryland, College Park, Maryland . He received an A.B. from 
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the University of California, Los Angeles and M.A. and Ph.D.  
degrees from Harvard University. In 1978-79 he was chair of the 
Advisory Council on Social Security, and in 1977-78 he served as 
assistant secretary of planning and evaluation, U.S. Department 
of Health, Education and Welfare. He is a member of the Board of 
Trustees of Teachers Insurance and Annunity Corp. and the Board 
of Directors of ABT Associates, Inc . He is the associate editor for 
the Journal of Economic Perpsectives and the Journal of Health. 
Economics and a member of the editorial board for Public Finance 
Quarterly and Knowledge. 

MARY JO BANE is professor of public policy at Harvard Uni
versity. She received a B.S. in foreign services from Georgetown 
University and an M.A. in teaching and E.D. from Harvard Uni
versity. She has served as executive deputy commissioner for the 
New York State Department of Social Services; deputy assistant 
secretary for program planning and budget analysis for the U.S . 
Department of Education; and associate director at MIT-Harvard 
Joint Center for Urban Studies. Her research interests focus on 
public policies on poverty, welfare, and families. 

LEON GILFORD is vice president and member of the board of di
rectors of COBRO Corporation , Wheaton, Maryland. He received 
a B.A. in mathematics from Brooklyn College and an M.A. in 
mathematical statistics from George Washington University. His 
major professional interest is in the design of mathematical models 
for use in the control of social and physical systems. As a mathe
matical statistician at the Bureau of the Census, he designed and 
implemented the quality control procedures for the 1950 and 1960 
censuses. Other positions he has held include special assistant for 
reliability in the Atomic Energy Commission , chief statistician and 
director of automated data processing at the U.S. Tariff Commis
sion , and principal scientist at Operations Research, Inc. He is a 
fellow of the American Statistical Association and the American 
Association for the Advancement of Science and a member of the 
International Statistical Institute . He has been a member of advi
sory committees to the Energy Information Administration, U.S . 
Department of Energy, and to the National Center for Education 
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Statistics, U.S.  Department of Education. He has served as presi
dent of the Washington Statistical Society and of the Washington 
Section of the American Society for Quality Control. 

LEON GINSBERG is Carolina research professor of social work at 
the University of South Carolina. He received a B.A. from Trin
ity University, an M.S.W. from Tulane University, and a Ph.D. 
from the University of Oklahoma in political science. He was the 
recipient of the Distinguished Service award of the West Virginia 
Welfare Conference in 1970 and was named the West Virginia So
cial Worker of the Year for 1978. He was previously an 8880ciate 
professor at the School of Social Work, University of Oklahoma; 
professor, director, and dean of the School of Social Work at West 
Virginia University in 1968-77; West Virginia commissioner of hu
man services in 1977-84; chancellor of the West Virginia Board of 
Regents for Higher Education from 1984-86; and Fulbright profes
aor at the University of Pontificia Bolivariana, Medellin, Columbia 
in 197 4. He was president of the American Public Welfare Associ
ation in 1984-85. Research interests include management of social 
welfare programs, Latin American welfare programs, and rural 
social work. 

DANIEL HORVITZ is executive vice president of the Research 
Triangle Institute in North Carolina and adjunct professor of bio
statistics at the University of North Carolina. He received a B.S.  
from Massachusetts State College and a Ph.D. in statistics from 
Iowa State College. His major work is in sampling theory, sample 
survey design and methods, measurement error research, random
ized response, longitudinal surveys, demographic simulation mod
els, and social program evaluation . Memberships in professional 
organizations include fellow of the American Statistical Associ
ation, which he currently serves as vice president, fellow of the 
American Association for the Advancement of Science, the Inter
national Statistical Institute, the American Public Health Associ
ation, and the Population Association of America. He chaired the 
National Research Council Panel on Statistics for Family Assis
tance and Related Programs in 1981-83. 

GERALD LIEBERMAN is professor of operations research and 
statistics at Stanford University. He received a B.M.E. from 
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Cooper Union, an A.M. from Columbia University, and a Ph.D. in 
statistics from Stanford University. He was previously vice provost 
and dean of graduate studies and research, associate dean of the 
School of Humanities and Sciences, and chair of the Department of 
Operations Research at Stanford University. He served as a math
ematical statistician for the National Bureau of Standards. His 
professional interests include quality control, reliability, risk , and 
mathematical models of stochastic systems, in general. He was a 
fellow at the Center for Advanced Study in the Behavioral Sciences 
in 1985-86. Among his professional affiliations, he is a fellow of the 
American Society for Quality Control (where he was awarded the 
Shewhart Medal in 1972) , a fellow of the American Statistical As
sociation (where he served as vice president in 1963-64) ,  a fellow of 
the Institute of Mathematical Statistics, a member of the Institute 
of Management Science (where he served as president in 1980-81 ) ,  
and a member of the Operations Research Society of America. He 
is also a member of the National Academy of Engineering. 

CARRIE MENKEL-MEADOW is professor of law at the Univer
sity of California, Los Angeles. She received an A.B. in sociology 
from Barnard College and a J .D.  from the University of Pennsylva
nia. She previously taught at the University of Pennsylvania Law 
School and was a staff attorney for Community Legal Services , 
Inc. ,  specializing in government benefits and employment issues.  
Her research has focused on the delivery of legal services, specifi
cally looking at public policy issues affecting legal services for the 
poor, dispute resolution, particularly negotiation and other alter
natives to ligitation and issues involving social science and law. 
She has served on the Board of Trustees of the Law and Society 
Association, the Society of American Law Teachers, the Western 
Center on Law and Poverty, among other institutions. She has 
been a consultant to the American Bar Association, the Center for 
Public Resources, the Center for the Study of Dispute Resolution , 
the Legal Services Corporation and many other public and private 
organizations. 

HELEN O 'BANNON is senior vice president, University of Penn
sylvania. She received a B.A. in economics from Wellesley, an M.A. 
in economics from Stanford University, and has completed course 
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work on a Ph.D. in business from the University of Pittsburgh. 
Other positions she has held include secretary of the Pennsylvania 
Department of Public Welfare; commissioner for the Pennsylva-
nia Public Utility Commission; research economicst for the U.S . 
Comptroller of the Currency; fiscal economist for the U.S. Secre
tary of the Treasury; and research assistant with the U.S. House of 
Representatives Banking and Currency Committee. She has also 
taught and lectured at Bryn Mawr, the University of Pennsylvania, 
and Chatham College. 

JAMES PRESS is professor of statistics at the University of Cal
ifornia, Riverside, and was chair of the Department of Statistics 
in 1977-84. He received a B .A. from New York University, an 
M.S. from the University of Southern California, and a Ph.D. in 
statistics from Stanford University. He previously taught at the 
University of Chicago, the University of British Columbia, the 
University of California, Los Angeles, and Yale University. His re
search interests have centered on multivariate statistical analysis, 
Bayesian statistics, econometrics, and applications of statistics to 
the social sciences. He is a fellow of the Institute of Mathematical 
Statistics, the American Statistical Association, the Royal Sta-
tistical Society, the American Association for the Advancement 
of Science, and is a member of the International Statistical In
stitute, and the Bernoulli Society. He is currently a member of 
the Committee on National Statistics of the National Research 
Council. 

SAMMIE LYNN PUETT is the associate vice president of uni
versity relations and professor of journalism at the University of 
Tennessee . She received a B.S. in business administration and an 
M.S . in educational psychology from the University of Tennessee. 
From 1980 to 1985 she served as commissioner of the Tennessee 
Department of Human Services, and she served as commissioner 
of the Department of General Services in 1979-80. She chaired the 
Governor's Cabinet on Social Services from 1983 to 1985 and was 
a member of the Tennessee Medicaid Medical Advisory Commit
tee and the Tennessee Commission on Aging from 1980 to 1985 . 
She also served on the Governor's Task Force on the Prevention 
of Mental Retardation from 1980 to 1983 and the Governor's Task 
Force on Healthy Children from 1983 to 1985. Prior to her state 
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government services, she was executive assistant to the Chancel
lor at the University of Tennessee, Knoxville, editor of Tennessee 
Town 8 City magazine, and a columnist for Nation's Cities mag
azine. She is an accredited member and a former national board 
member of the Public Relations Society of America. She serves 
on the executive committee of the White House Commission on 
Presidential Scholars. 

BERNARD STUMBRAS is currently visiting fellow at the Insti
tute for Research on Poverty at the University of Wisconsin and 
was previously assistant administrator of the Division of Commu
nity Services. He received a B.S.  and M.S.W. from the University 
of Wisconsin. He was involved in numerous social work programs 
from 1955 to 1982 and was a consultant to the U.S. Department 
of Health, Education, and Welfare and various states on eligibility 
simplification and use of computer systems for income mainte
nance programs. He is a member of the Executive Committee of 
American Public Welfare Association , its Ad Hoc Committee on 
Welfare Reform, and its Board of Directors. 

DAVID SWOAP is a partner of the government relations firm 
of Franchetti and Swoap (San Francisco and Washington) . He is 
a member of the American Public Welfare Association and the 
United Council on Welfare Fraud. He received a B.A. in govern
ment from Denison University, an M.A. in government from Clare
mont, and a Dr. Sci . from the University of Osteopathic Medicine 
and Health Sciences. He was previously the director of the Califor
nia Department of Social Welfare and Benefit Payments; chief of 
presidential transition at the Social Security Administration; staff 
to the U.S. Senate, Committee on Finance; the undersecretary of 
the U.S. Department of Health and Human Services in 1981-83 ; 
and secretary of the California Health and Welfare Agency from 
1983-85. 

JUDITH TANUR is professor, Department of Sociology, State 
University of New York at Stony Brook. She received a B.S. in 
psychology, a M.A. in mathematical statistics from Columbia Uni
versity, and a Ph.D. in sociology from SUNY at Stony Brook. She 
is a fellow of the American Statistical Association and the Amer
ican Association for the Advancement of Science and an elected 
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member of the International Statistical Institute. She edited the 
International Encyclopedia of Statutics and Statistics: A Guide 
to the Unknown. She is currently a member of the Committee on 
National Statistics of the National Research Council and served 
on its Panel on Statistics for Family Assistance Programs and 
chaired its Advanced Research Seminar on Cognitive Aspects of 
Survey Methodology. She is currently cochair of the Social Science 
Research Council's Committee on Cognition and Survey Research 
and book review editor of the Journal of the American Statistical 
Association. 

DENNIS P. AFFHOLTER serves as the panel's study director. 
He received a B.G.S. from the University of Michigan and an 
M.A. in political science from the University of Wisconsin . He was 
previously director for planning and analysis with the Maryland 
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