
 
 

Give to AgEcon Search 

 
 

 

The World’s Largest Open Access Agricultural & Applied Economics Digital Library 
 

 
 

This document is discoverable and free to researchers across the 
globe due to the work of AgEcon Search. 

 
 
 

Help ensure our sustainability. 
 

 
 
 
 
 
 
 

AgEcon Search 
http://ageconsearch.umn.edu 

aesearch@umn.edu 
 
 
 

 
 
 
 
 
 
Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only. 
No other use, including posting to another Internet site, is permitted without permission from the copyright 
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C. 

https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
https://makingagift.umn.edu/give/yourgift.html?&cart=2313
http://ageconsearch.umn.edu/
mailto:aesearch@umn.edu


F E A T U R E

A
M

B
E

R
 W

A
V

E
S

ECONOMIC RESEARCH SERVICE/USDA 

V
O

L
U

M
E

 1
 

IS
S

U
E

 3

F E A T U R E

Corbis

30



31

A
M

B
E

R
 W

A
V

E
S

WWW.ERS.USDA.GOV/AMBERWAVES

J
U

N
E

 2
0

0
3

F E A T U R E

Aiming for Targets,
Saving on Arrows
Insights from Two USDA 
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Efficiency involves converting the
least amount of inputs into the greatest
amount of outputs, which is important
not only in farming but also in food assis-
tance programs. In farming, physical
inputs (land, labor, seeds, fertilizer, and
others) are converted into output (crops
and livestock). In USDA’s food assistance
programs, taxpayer dollars are the
inputs. The outputs are the programs’
goals: to provide needy persons with
access to a more nutritious diet, to
improve the eating habits of the Nation’s
children, and to help America’s farmers
by providing an outlet for the distribution
of food purchased under farmer assis-
tance authorities. Both farmers and USDA
strive to operate efficiently.

In program analysis, the term “target-
ing” is often interchangeable with “effi-
ciency.” In recent years, Congress and
USDA have been particularly interested in
operational targeting—focusing on how
the Nation’s food assistance programs are
administered—and benefits targeting—
focusing on who is served. Each taxpayer
dollar used to fund a program can be
thought of as an arrow that policymakers
send toward a policy target, or program
goal. Metaphorically, operational targeting
is the effort to shoot an arrow at a target at
a low cost, while benefits targeting is the
effort to hit the bull’s-eye—getting pro-
gram benefits to the most needy.

Over the years, USDA has endeav-
ored to operate food assistance programs
efficiently. The Federal Government and
the States continually seek to identify
policies and procedures by which pro-
gram participants can be served at a low
cost or the needy can be more effectively
targeted. USDA has recently initiated
innovative targeting efforts in two of its

child nutrition programs.

Program Design Has One Pair
of Targeting Decisions . . .

In programs designed to serve recipi-
ents most in need, benefits may be target-
ed in two ways—through eligibility guide-
lines and through the schedule of bene-
fits. Eligibility guidelines are the criteria
households must meet to receive pro-
gram benefits. Eligible households
become program participants only if they
choose to apply. Household income,
adjusted for family size, is a major criteri-
on for USDA food assistance programs.
Age, nutritional risk, breastfeeding status,
and workforce status are among other 

factors that can deter-
mine eligibility.

If program eligibi-
lity guidelines are broad
instead of narrow, the
numbers of households
that qualify for and can
participate in the pro-
gram increase, which
can support program
goals (such as improved
nutrition). However, as
participation rises, so
too do program expen-

ditures. Policymakers pursue guidelines
targeting by balancing the additional cost
of broader eligibility guidelines with the
gains in terms of program goals.

While guidelines targeting deter-
mines which households are eligible for a
program, benefits targeting determines
whether or not program participants all
receive the same level of benefits.
Benefits targeting links benefits to
income in an effort to provide greater
program benefits to households that
have the lowest incomes. For example,
Food Stamp Program benefits are highest
for households with no income (net of
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“While guidelines targeting determines

which households are eligible for a 

program, benefits targeting determines

whether or not program participants all

receive the same level of benefits.”
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certain allowed deductions). Benefits are
reduced by 30 cents for each dollar of
income. Similarly, the National School
Lunch Program provides three different
amounts of USDA subsidies for lunch,
depending on the income of a child’s
household. In contrast, a breastfeeding
mother who participates in the Special
Supplemental Nutrition Program for
Women, Infants, and Children (WIC)
receives a fixed package of specific foods
(such as carrots and tuna fish) regardless
of her household’s income, so long as the
income does not exceed WIC’s income-eli-
gibility threshold. If a low benefit level
reduces participation of higher income
households, there is a tradeoff between
encouraging participation of higher
income households and targeting benefits.

. . .While Program Administra-
tion Has Another Pair

For a program to serve its intended
recipients at low cost, two additional types
of targeting may be used in the administra-
tion of food assistance programs. Local pro-
gram offices try to exclude ineligible
households from receiving approval, or
being certified, when the household

applies for benefits. Certification target-
ing—providing certification only to those
households who are intended to be recipi-
ents of program benefits—requires local
program offices to obtain household-
specific information. Information such as
income, household size, and other house-
hold characteristics is used to determine if
a household is eligible. Certification typi-
cally lasts from 1 to 12 months, after which
information is again required to determine
whether participating households contin-
ue to meet eligibility guidelines.

A local program office can obtain a
household’s information using various
methods of increasing thoroughness, such
as asking the household, requiring sup-
porting documents (such as pay stubs), and
using third-party verification (such as
employers) to ensure the authenticity of
the documents. An increase in the thor-
oughness of the application process can be
expected to enhance certification targeting
by reducing inaccuracies and increasing
compliance with eligibility guidelines.

Denying program benefits to ineligible
households helps maintain public confi-
dence in USDA food assistance programs.
However, increased thoroughness comes

with a price: increased burden—on both
ineligible and eligible households—and
increased administrative expense. A high
level of burden may deter some house-
holds from applying for benefits for which
they are eligible. Policymakers must strike
a balance between certification targeting,
on the one hand, and both program acces-
sibility and administrative expense on 

the other.

Operational targeting seeks to mini-
mize administrative and food procurement
expenses. At the extreme, the administra-
tive cost of certifying households could be
slashed by closing all but one of the local
program offices in an entire State. Likewise,
administrative expenses could be saved if
nothing—not even an application—was
required for a household to receive pro-
gram benefits. Of course, eliminating the
application would negate certification tar-
geting. And widespread office closures
would greatly inconvenience many eligible
households and diminish their program
access and participation, thereby counter-
ing the goals of the program. Thus, there
can be tradeoffs between operational 
targeting and other desirable outcomes.

Tradeoffs in administering USDA's food assistance programs

                                           

Certification Targeting
(Certifying only those  

households intended to be  
recipients of benefits)

Program Access
(Minimizing the burden
to apply for benefits)

Operational Targeting
(Minimizing administrative and
food procurement expenses)
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Operational Targeting and
WIC Cost Containment

The mission of WIC is to safeguard
and improve the health of low-income
pregnant, breastfeeding, and postpartum
women and infants and children up to age
5 who are at nutritional risk. To achieve its
mission, the program provides a package of
supplemental foods, nutritional education,
and health care referrals. 

WIC State agencies adopt various cost-
containment practices to reduce food
costs. The practices include:

• Limiting food item selection according
to brand, package size, form, or price
(for instance, requiring purchase of
least-cost items).

• Limiting authorized food vendors to
those with lower food prices. 

• Negotiating rebates with food manu-
facturers or suppliers.

Some observers have raised concerns
that if cost-containment policies are overly
restrictive, then WIC participants’ access to
and consumption of prescribed
foods may be reduced. Others have
questioned whether cost-contain-
ment practices save enough in food
costs to offset their additional
administrative costs.

In 1998, Congress instructed
ERS to assess the effects of WIC State
agencies’ cost-containment practices
(other than manufacturers’ rebates
on infant formula) on such outcomes
as program costs, participant satisfac-
tion, and the purchase and consump-
tion of prescribed WIC foods. 
The study was conducted in 
six States (California, Connecticut,
North Carolina, Ohio, Oklahoma,
and Texas) selected to represent vari-
ous combinations of cost-contain-
ment practices.

The study found that cost-con-
tainment practices can be inexpen-
sive to operate. In the four States

with substantial food item restrictions,
administrative costs for the cost-contain-
ment practices averaged less than 1.5 per-
cent of estimated food package savings.

Annual estimated cost savings for a
State depend on the State’s particular cost-
containment practices and the size of its
WIC caseload. California and Texas, two
States with large WIC caseloads, had 
annual cost savings estimated at $40 mil-
lion and $66 million, respectively, while
Oklahoma had annual savings estimated at

$6.7 million. Of the six
States, Ohio had the 
smallest cost savings of
$148,000, an outcome that
is consistent with Ohio’s
limited restrictions on the
food items WIC partici-
pants can purchase.

What were the effects
of cost-containment prac-
tices on WIC participants?
Most surveyed WIC partici-

pants reported that they were satisfied
with the available brands of food and pack-
age sizes approved for WIC by their State.
There were exceptions, however. In
Connecticut and Ohio, where purchases of
cheese are restricted to the least expensive
brand available in the store, WIC partici-
pants reported lower levels of satisfaction
with allowed cheese brands than partici-
pants in the four other States. In
Oklahoma, cereal purchases are restricted
to store- and private-label brands, which

reduced participant satisfaction with
allowed brands in that State.
Nevertheless, when overall satisfac-
tion levels in States with restrictions
are compared with levels in the non-
restrictive States, the differences are
small and statistically insignificant.
Moreover, according to survey
responses, cost-containment practices
did not diminish the amounts of
monthly allotments that WIC partici-
pants purchased or consumed.

The single largest cost-contain-
ment strategy in WIC is its infant for-
mula rebate program. Although WIC
encourages mothers to breastfeed, a
majority of participating infants
receive infant formula through WIC.
WIC State agencies typically use com-
petitive bidding to award a contract
to a single manufacturer of infant
formula for the exclusive right to
provide its product to WIC partici-
pants in the State. The contract-win-Photo courtesy of Jeffrey Kaufman

“Administrative costs for the cost-

containment practices analyzed in this

study averaged less than 1.5 percent of

estimated food package savings.”
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ning manufacturer is then billed for the
amount of the rebates on the formula
issued for WIC infants. In fiscal year 2001,
infant formula manufacturers provided
States with $1.5 billion in rebates, an
amount that supports 28 percent of WIC
participants. To support the same number
of WIC participants in the absence of these
rebates would require an equivalent
increase in taxpayer expenditures.

Benefits Targeting in CACFP

The aim of the Child and Adult Care
Food Program (CACFP) is to promote
healthful meals in child and adult care set-
tings. In the child care portion of CACFP,
the program reimburses participating fam-
ily child care homes and child care centers
for meals and snacks. In the mid-1990s,
Congress raised concerns about the types
of families most often served by CACFP
family child care homes. In 1995, only 21
percent of meal reimbursements to CACFP
child care homes were for meals served to

low-income children. A meal served in
CACFP child care homes received the same
reimbursement rate irrespective of the
child’s family income.

To target program benefits more
intensely on low-income children, Con-
gress lowered the per meal subsidies, effec-
tive in mid-1997, on meals generally
served to higher income children (see box
“Tiering at a Glance”). This tiering system
represents a compromise between a single-
rate system and a system that can create a
potential barrier to participation by requir-
ing determination of family income on a
child-by-child basis. Before 1980, CACFP
required family child care providers to doc-
ument each family’s income. Care

providers complained that
the determination of fami-
ly income was burden-
some and too invasive for
their relationship with the
families whose children
they served. Few family
child care providers partic-
ipated in CACFP prior to
1980, possibly due in part
to this factor.

In 1996, Congress asked ERS to exam-
ine the effects of reduced meal reimburse-
ments for CACFP family child care homes.
The study found that, as intended, the sub-
sidy reduction did concentrate benefits
more intensely on low-income children,
improving benefits targeting. The share of
CACFP meal reimbursements to CACFP
child care homes for meals served to low-
income children more than doubled, from
21 percent in 1995 to 45 percent in 1999.
Over the same period, CACFP child care
homes served 80 percent more low-income
children and 23 percent fewer higher
income children. Between 1997 and 1999,
following the subsidy reduction, the num-
ber of family child care homes reimbursed

Photo courtesy of Jeffrey Kaufman
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“In fiscal year 2001, infant formula 

manufacturers provided States with $1.5

billion in rebates, an amount that sup-

ports 28 percent of WIC participants.”
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Tiering at a Glance 

For child care homes participating in the Child and Adult Care Food
Program (CACFP), Congress replaced a single-rate reimbursement
system with a two-tiered system that took effect July 1, 1997. Under
the tiering system, the rates for Tier 1 meals, meant to be served
generally to low-income children, were similar to the pre-existing
rates, while the rates for Tier 2 meals, meant to be served generally
to higher income children, were reduced.The Tier 1 and Tier 2 rates
that took effect in mid-1997 were, respectively, $0.90 and $0.34 for
breakfast; $1.65 and $1.00 for lunch/supper; and $0.49 and $0.13
for snacks.

In fiscal year 1999, reimbursements to Tier 2 homes averaged $177
per month but would have averaged $326 per month if those homes
had received Tier 1 rates for those same meals.Tiering lowered meal
reimbursements to Tier 2 homes by 46 percent on average across
meals, or by about $33 per week per home.

Congress established two main criteria by which a meal qualifies for
Tier 1 reimbursement rates:

• A CACFP home located in a low-income area qualifies for Tier
1 rates on all meals (an area is considered low-income if 50 

percent or more of the children at the local elementary school
have been approved for free or reduced-price school meals, or
if 50 percent or more of the children in the area are in families
with incomes at or below 185 percent of the Federal poverty
guidelines as measured by the most recent decennial census); or

• A CACFP home operated by a low-income care provider 
qualifies for Tier 1 rates on all meals.

In addition, a CACFP home that is classified as Tier 2 (it does not
meet either of the above criteria) can receive the higher Tier 1 rates
on meals served to low-income children.

The current reimbursement system is not designed to prevent 
totally the payment of a Tier 1 rate for a meal served to a higher
income child. By the first two criteria above, a home in a low-
income area or operated by a low-income provider receives Tier 1
rates on all meals, including those served to higher income children.
Nevertheless, the tiering system has concentrated program benefits
on children from low-income families relative to the single-rate 
system it replaced.

Photo by Scott Bauer, USDA/ARS
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at the lower Tier 2 rate fell, while the num-
ber of family child care homes receiving
the higher Tier 1 rate increased.

According to the study, in 1999, Tier 2
CACFP child care homes spent on average
$91 per week on food—$19 less than Tier
1 homes. Also, despite this difference in
food expenditures, the subsidy reduction
apparently had little if any effect on the
array of meals or snacks (breakfast, lunch,
etc.) offered by a typical Tier 2 home.

To qualify for reimbursement, a
CACFP meal must contain specified combi-
nations of four meal components: milk;
fruit, vegetables, and juice; bread (and
bread alternatives); and meat (and meat
alternatives). The study found that the sub-
sidy reduction did not reduce compliance
with meal component requirements. The
study also compared the nutritional con-
tent of the foods served by Tier 2 homes in
1999 with the nutritional content of foods
served by similar CACFP homes in 1995. In
most respects, there were no significant
differences. However, meals served in Tier
2 homes in 1999 contained more calories
than meals served in 1995.

Lessons and Cautions

In striving to make efficient use of tax-
payer dollars in the design and administra-
tion of USDA food assistance programs,
policymakers pursue various types of tar-
geting. WIC cost-containment practices
implemented by six States were relatively
inexpensive to administer and reduced
food costs. Operational targeting was
improved with few adverse impacts on
WIC participants. The subsidy reduction in
CACFP meal reimbursements targeted pro-
gram benefits more intensely on low-
income children, as intended. Benefits tar-
geting was improved, with little if any
effect on the components or nutritional
content of meals served in the reduced-
subsidy homes.

Caution should be exercised when
using a study’s results to make inferences
about possible effects of related policies.
What would happen if WIC cost-contain-
ment practices in restrictive States were
made yet more stringent? Or what would
happen if CACFP meal reimbursements
were made yet smaller for Tier 2 homes? It
is possible that negative outcomes would
be more severe than those reviewed here.
Moreover, for cost-containment practices
to work, they need to be managed well by

State officials. The success of cost contain-
ment in the six study States was the result
of ongoing efforts by the States to find
those restrictions that both reduced food
costs and were acceptable to participants.
Therefore, even if a particular cost-contain-
ment practice improves operational target-
ing in one State, a different State may have
a different experience.

Careful research can address issues
surrounding the magnitudes of desired
outcomes and adverse side effects.
Sometimes a negative effect is sufficiently
small that—once research obtains a meas-
ure of the effect—policymakers may
decide it can be ignored. On the other
hand, if negative consequences turn out to
be large, the response may be to recalibrate
policy if policymakers deem the benefits of
such adjustment exceed the costs. Indeed,
the States in the WIC cost-containment
study engaged in a dynamic process of
assessing cost savings and participant
responses. Crafting food assistance policies
is an ongoing process involving the affect-
ed groups, policymakers, and researchers
who help to measure the sizes of the con-
sequences at stake. 

This article is drawn from. . .

Reimbursement Tiering in the CACFP:
Summary Report to Congress on the Family
Child Care Homes Legislative Changes
Study, by William Hamilton, Nancy Burstein,
and Mary Kay Crepinsek, FANRR-22,
ERS/USDA, March 2002, available at:
www.ers.usda.gov/publications/fanrr22

Assessment of WIC Cost-Containment
Practices: Executive Summary, by John A.
Kirlin, Nancy Cole, and Christopher Logan, 
E-FAN No. 03-004, ERS/USDA, February 2003,
available at: www.ers.usda.gov/publications/
efan03004

Infant Formula Prices and Availability: Final
Report to Congress, by Victor Oliveira, Mark
Prell, David Smallwood, and Elizabeth Frazao,
E-FAN No. 02-001, ERS/USDA, October 2001,
available at: www.ers.usda.gov/publications/
efan02001
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