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UPDATE ON THE WAR ON POVERTY: 1991
(THE CURRENT SITUATION)

THURSDAY, JULY 25, 1991

CONGRESS OF THE UNITED STATES,
JoINT ECONOMIC COMMITEE,

Washington, DC.

The Committee met, pursuant to notice, at 12:10 p.m., in room 2359,
Rayburn House Office Building, Honorable Stephen J. Solarz (member of
the Committee) presiding.

Present: Representatives Solarz and Armey.
Also present: Lucy Gorham, Dolores Martin, and Chris Higgins, pro-

fessional staff members.

OPENING STATEMENT OF REPRESENTATIVE SOLARZ, MEMBER

Representative SOLARZ The Committee will come to order.
In his 1964 State of the Union address, President Lyndon Johnson

declared an unconditional war on poverty and launched a set of programs
designed to enhance educational and economic opportunities for poor
Americans.

Over 25 years later, President Bush stated in a commencement speech
that the war on poverty programs have "failed to produce progress," and
that we need a good rather than a great society that is based not on gov-
ernment programs but on individual volunteerism.

This, of course, is the same President who has called himself a sup-
porter of Head Start, one of the wars on poverty's most widely praised
programs. It is the same President who has expressed the desire to be
known as the education President, as if providing educational opportuni-
ties for all Americans wasn't a cornerstone of the great society. And this
is the same President who has called for a kinder and gentler America,
the very goals of the great society.

What is the true record of the great society's war on poverty? Has the
economic growth of the past decade so touted by the Administration
significantly alleviated poverty? Has the Administration's empowenment
strategy led to a decrease in the misery and degradation so frequently
linked to poverty? What can be done to deal with the indisputable exis-
tence of pervasive poverty in one of the world's most affluent societies?

(1)



2

These are the issues that this Committee will take up in a series of three
hearings, beginning today, updating the war on poverty.

These hearings take place as our Nation's economy appears to be
coming out of the recession that began last July. While all of us will
welcome a true end to the recession, most economists predict a fairly
anemic growth rate for the foreseeable future. This is bad news for poor
families who lost ground during the past 12 months and who are unlikely
to benefit from the meager growth to come. It doesn't appear that the
economy will provide the employment opportunities millions of poor- and
middle-class families require to make ends meet, thereby suggesting that
the benefits of the projected economic growth will not reach substantial
numbers of the very Americans who are most in need.

According to the most recent Census Bureau figures, 12.8 percent of
the U.S. population, thirty-one and a half million men, women and chil-
dren lived in poverty in 1989. And without strong economic growth and
a clear and coherent antipoverty strategy, it is likely that these grim fig-
ures will increase substantially in the 1990s.

The situation facing children in our country is particularly dire. A
recently released report from the Children's Defense Fund reveals that
more than 12 million children, about one in five, are poor. In fact, chil-
dren are almost twice as likely to be poor as any other group, including
the elderly. Even more distressing is the fact that child poverty increased
by more than 2.2 million from 1979 to 1989 despite the highly acclaimed
economic growth that characterized the 1980s. Clearly, no nation that
allows so many of its children to live in poverty can be either competitive
or compassionate.

Today's hearing, the first of three on poverty, will explore the current
state of America's poor. A second hearing will focus on the successes and
failures of the war on poverty and other antipoverty programs. Our final
hearing will review the Administration's antipoverty policy strategy as
well as congressional initiatives and private sector efforts to deal with the
continuing problem of poverty in America.

We are pleased to have with us today four distinguished panelists to
explore these critical issues. We will-begin the discussion with Dr. Patri-
cia Ruggles of the Urban Institute, who also has the distinction of having
served as a staff member of the Joint Economic Committee. She will be
followed by Dr. Rebecca Blank of Northwestem University, after which
we will hear from Dr. Lawrence Mead of New York University. Our final
witness, last but not least, will be Dr. Walter Farrell of the University of
Wisconsin.

I assume before we hear from the witnesses that my distinguished
friend, the ranking Republican on the Joint Economic Committee, a gen-
tleman from Texas, Congressman Anmey, might like to be heard.
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OPENING STATEMENT OF REPRESENTATIVE ARMEY

Representative ARMEY. Thank you, Mr. Chairman.
G Good afternoon, ladies and- gentlemen. I am pleased to welcome our

panel -of-witnesses today to the first of a series of hearings on poverty
issues. Accurate measurement of the income status of all Americans is
extremely important as a means to provide a snapshot of how well we are
doing, as well as to inform policymakers in the decisionmaking process.

-- Statistics on poverty are clearly vital, yet this is one area where confu-
sion and obfuscation reign supreme. In fact, I want to correct the record
immediately. In the press release issued by the majority for this hearing,

'Congressman Solarz states that 8 years of economic expansion did noth-
ing to help the poor. Not so. Average- family incomes have risen for all
income groups since 1982. You will notice on the first graph, the lowest
quintile gained 12 percent over the 8-year period from 1982-1989. In fact,
this is in sharp contrast to when the Democrats controlled the White
House and the Congress in 1979 and 1980, when average family income
declined for every group of families, rich, poor and middle-class, as you
can see by the second graph.

Let's set the record straight. As you will notice on the graph behind
me, the real average family income of the lowest quintile increased dra-
matically when the Reagan/Bush expansionary program was in place as
did the incomes of everyone else. And actually, I might point out in the
vernacular that is so popular today, as illustrated by that rather goofy
article in the Washington Post yesterday regarding the extent to which the
rich got richer and the poor got poorer, you can see by this graph during,
the years in which the Carter programs were in place, the poor got poorer
at a faster rate than the rich got poorer.

Now the complaint that we are hearing is that in the Reagan years the
rich got richer at a faster rate than the poor got richer. It seems to me the
fundamental choice is rather clear. Do you want a situation where all get
poorer, or do you want a situation where all get richer, or do you simply
want a situation where the differential is diminished irrespective of the
trend line for the average?

Distortion of the factual record does nothing to move people up the
economic ladder. Economic growth is the best guarantee of providing
progress for the least advantaged in our society. We know that welfare
can never replace work as the means to capture the American dream.

I am submitting a more detailed statement covering some of the more
important poverty measurement problems for the record, and request that
recent articles by Thomas Sowell, whom I believe to be the smartest man
alive in America today, and Senator Phil Graham, who might be second,
be submitted for the record.

Thank you all for coming to discuss these very important issues.
[The written opening statement of Representative Arney, together with

articles, follows:]
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WRITTEN OPENING STATEMENT OF REPRESENTATIVE ARMEY

Good afternoon. I am pleased to welcome our panel of witnesses

today to the first in a series of hearings on poverty issues. Accurate

measurement of the income status of all Americans is extremely

important as a means to provide a snapshot of how we are doing as well

as inform policy makers in the decision making process. Statistics on

poverty are clearly vital yet this is one area where confusion and

obfuscation reign supreme.

In fact, I want to correct the record immediately. In the press

release issued by the majority for this hearing Rep. Solarz states that

"Eight years of economic expansion did nothing to help the poor." Not

so! Average family incomes have risen for all income groups since 1982.

The lowest quintile gained 12% over the eight year period, from 1982-
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89. In fact, this is in sharp contrast to when Democrats

controlled the White House and the Congress in 1979 and 1980

when average family income declined for every group of

families -- rich, poor, and middle class (See Table 1).

Let's set the record straight. As you will notice on the graph

behind me (See Graph 1), the real average family income of the lowest

quintile increased dramatically when the Reagan/Bush expansionary

program was in place, as did the incomes of everyone else.

Federal aid to low-income families and individuals takes two

forms: cash and non-cash assistance. Only cash assistance is

counted by Census. The composition of assistance has changed

dramatically in the last thirty years with the decline of cash aid and the

rise of in-kind benefit programs. Noncash welfare benefits accounted

for about 10 percent of total Federal welfare expenditures in 1960,

about half in 1972, two thirds in 1980, and 72 percent in 1990.

Take for example the simple question of "What is the current

poverty rate?" Depending on the political bias of the researcher, the

answer can be as high as 20% or as low as 7%. The latest official

Census number was 12.8%, however, this measure fails to take into

account nearly 75 percent of all government assistance to the poor.
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The exclusion of non-cash benefits dramatically distorts the

picture of poverty in America as it systematically exaggerates the extent

of income inequity and poverty by ignoring almost 75 percent of all

government assistance to the poor. Even the most comprehensive of

the new experimental Census definitions still exclude nearly $98 billion

(1989 spending) in government aid to low-income and elderly persons,

thus poverty levels are exaggerated. Even using the experimental

measures, Census data on income inequality is highly flawed and

dangerously misleading. Obviously, the political agenda of some is

advanced by hiding behind obscure statistical manipulations.

There are however certain things that we do know about the

poverty status of American families and individuals. We know that

money is not the-problem. According to CRS figures (See Table 2),

need-tested public assistance spending exceeded $173 billion in 1988. If

we measure welfare spending's impact by use of the "poverty gap" -- the

amount of money it would take to raise the income of everyone up to

the poverty threshold -- the estimated 1989 pre-welfare poverty gap was

$52.3 billion. If public assistance was distributed with perfect

efficiency, $52.3 billion would have left no one below the povertv
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threshold. Obviously, our welfare programs are either inefficient,

ineffective or both.

We know that poverty statistics reflected in annual income data

reflect only a snap-shot of family income at a fixed point in time. Yet

some observers use this information as though income quintiles are

composed of roughly the same families, ignoring factors such as upward

and downward mobility, divorce, demographics, family size, labor force

participation, and social changes. In particular, the fluid movement of

particular families in and out of the various quintiles is not reflected in

these data. According to the Census bureau, about one-fourth of

persons who were poor in 1985 were not poor in 1986. A University of

Michigan longitudinal study found that almost half of the families who

were in the bottom 20% in income were not there seven years later.

Neither did most families in the top 20% remain there during the study

period. There is tremendous mobility within the income distribution,

particularly among young families as is evident from the following

graph (See Graph 2).

One of the most serious problems among least-advantaged in our

society is their growing detachment from the labor force. The single

most important distinguishing factor in explaining the economic status
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of a family is the number of workers it contains. According to the

Census when families are ranked by their money income, the families in

the bottom fifth in 1989 were 58 percent more likely to have NO earner

than the poorest families of 1952 (see Table 3). Fewer than half of

family heads in the bottom quintile worked in 1989; back in 1962

almost two-thirds worked. The share of the families in the bottom

quintile whose head worked full time and year round declined from 25.9

percent in 1962 to 21.5 percent in 1989, an 18 percent decline.

Government transfer programs can not be expected to take the

place of work for able-bodied individuals. Efforts need to be undertaken

to encourage work and attachment to the labor force for all Americans.

The gap between the richest and the poorest members of our society

will never be closed unless all families participate fully in the American

free enterprise system.

Distortion of the factual record does nothing to move people up

the economic ladder. Economic growth is the best guarantee of

providing progress for the least advantaged in our society. We know

that welfare can never replace work as the means to capture the

American dream.
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Table 1

REAL AVERAGE FAMILY INCOME
(in constant 1989 dollars)

Lowest Second Middle Fourth Highest
Year Fifth Fifth Fifth Fifth Fifth

1973 9,783 21,351 31,370 42,872 S73,557
1974 9,636 21,035 30,783 42,172 72,121
1975 9,291 20,235 30,153 41,288 70,541
1976 9,509 20,740 31,017 42,379 72,440
1977 9,361 20,817 31,394 43,325 74,276
1978 9,650 21,475 32,319 44,530 76,566
1979 9,801 21,623 32,657 44,970 77,922
1980 9,286 20,852 31,588 43,828 75,049
1981 8,906 20,144 30,916 43,411 74,419
1982 8,427 19,834 30,381 43,093 75,903
1983 8,409 19,869 30,634 43,668 76,823
1984 8,692 20,406 31,554 45,123 79,518
1985 8,808 20,677 31,985 45,845 82,510
1986 9,095 21,396 33,204 47,447 86,423
1987 9,248 21,734 33,749 48,301 88,271
1988 9,284 21,712 33,787 48,524 89,033
1989 9,431 22,018 34,206 49,213 92,663

Percent Change

1973-80 -5.1% -2.3% 0.7% 2.2% 2.0%
1979-80 -5.3 -3.6 -3.3 -2.5 -3.7
1981-89 5.9 9.3 10.6 13.4 24.5
1982-89 11.9 11.0 12.6 14.2 22.1

Source: Bureau of the Census.



Table 2

Expenditures of Major Need-Tested llenefit Programs, FY 1986-88
tiuillione of current dollars)

Federal expenditure. State-local expenditures Total expenditure.
(millions of current dollarsl (million, or current dollars) (million. or current dollars)

FY86 FY87 FY88 FY86 FY87 FY88 FY88 FY87 FYU8

Medical care . 29,638 8 34,966 $38.466 $23,389 $25,337 827,997 8 53,027 860,292 866,463

Cash aid . . 26,846 29,269 32,181 14,122 14,820 15,438 40,967 44,089 47,619

Food benelt.. 19,142 19,893 20,247 1,103 1,167 1,243 20,245 21.060 21,490

Houaing benefits . 13,266 13,211 14,701 0 0 0 13,266 13,211 14,701

Education . . 10,056 9,768 9,966 495 511 541 10,660 10.279 10,607

Job/training ... 3,626 3,782 3,748 73 71 72 3,699 3,863 3,820

Servlea/other . . 3.390 3.607 4.492 1,900 1,980 1,980 6,290 56,87 6,472

Energy aid 2,195 1.971 1,764 50 208 182 2,246 2,179 1,946

Total . $108,156 5116,466 S126,666 $41,132 $44,094 847,453 3149,288 S160,550 J173,018

-Oth-. ..prnu SW.. Lplii- on Inp..t A-.iuno- (,.nt., Ant off.d In FY 19iee 1930 l, L.oni t fund o. d ind. of Id

No. Pro.V., dot. or, .h,,h h. til .0 1 ob---J -,,,d .11 WiII- 14 So. poC 20A

.,,. l .. I.., |. 1 ,

C
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Table 3

Bottom Fifth of Familis Ranked by Size of Money incoe, by
Selected Cbaretervtlow IfMN 192, 1f7l, and 1988

(families as of March of the follo-ing yer)

Selected characteriatimc

Number millions

Type of family

Married-couple (male head)

Female head (no husband
present)

Number of earners

No earner

1 earner

2 earners

Mean number of earners

1989

66.1

1972

54.4

Total

1962

47.0

1962

40.8

79.2% 85.2% j 87.0% 87.5%

14.3%

27.5%

44.2%

1.66

9.%

37.3%

39.2%

1.65

Work expenence of head
(householder)

Worked 77.7% 84.1% 86.2% (NA) 49.6% 53.5% 60.7% (NA)

Worked at-full-time all year 59 1% 64.1% 635% (NA) 21.5% 21.6% 25.9% iNA)

Worked at part-time jobs 7.4% 5.5% 6,4% (NA) 12.8% 13.0% 15.9% (NA)

Did not work 22.3% 15.9% 13.8% (NA) 50.4% 46.5% 39.3% (NA)

Mean years of school compieted
by head .householder) 12.6 12.3 11.2 (NA) 10.4 9.3 8.5 i NA,

Median age of family head
(householder) 46.4 45.3 45.4 43.9 47.0 51.8 54.4 533

Mean size of family 3.17 3.48 3.69 3.56 2.93 2.97 3.23 3 20

Mean number of related children 96 124 143 1.24 1.10 1.09 1.25

L�o�ast I ift.h

1989 1972

13.2 10.9

53.6% 64.9%

1962 1952

9.4 82

71.7% 74.1%

16.5%1 12.2Sb 10.2% 9.4% 40.8% 32.0% 24.6% 22 0%

8.0%

44.9%

36.2%

1.55

6.2%

52.5%

32.6%

1.46

39.9%

40.8%

17.8%

0.83I

36.4%

43.0%

18.6%

0.817

30.4%

46.1%

18.9%

100

25 3%

52.37.

18.7%

1 -.

Sou.- TI 3 18o,. Mon.' /r y 1 o (97 of F.,.d. Pon. / tf UiUxd Sit. Co.m I . S-i. Pd;0. No 90 ..d-nPeblia..d C. B.- do.1 h.r 1989 >0ng r.,ii_ i. U.u bo. ffof at.n in. di.ibto... T ne d.ia - fre * fonh.eong
Peb.oo of Ih- B.... .n. i ..ooWrei. I... P00 ... A C1n-A . Bu.o .e. .od o.P.b. di vo- it. Yn b.ien 1972 .0d989 no- .. sihb..

-

l l l

i - i- -

I lnt flth
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Graph I

Real Average Family Income
of the Lowest Fifth

(in constant 1989 dollars)
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Graph 2

PERCENT OF PERSONS BY CHANGE IN INCOME
25-44 YEARS OLD, QUINTILE: 1985-86

(percent of persons)

Lower Quintile In 1986
Same Quintile In 1986

= Higher Quintile In 1986

74.2 61.8 55.6 57.5 76.0

12.4 20.2 25.0 24.0

1 2 3 4 5
Lowest Highest

Source: Bureau of the Census.
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Representative SoLARZ Thank you very much, Congressman Armey.
Ms. Ruggles, please proceed.

STATEMENT OF PATRICIA RUGGLES, SENIOR
RESEARCH ASSOCIATE, THE URBAN INSTITUTE

Ms. RUGGLES. Thank you, Congressman Solarz.
I am happy to be here today to outline the current state of poverty of

the low-income population in the United States. This is a difficult but
very important topic, and I commend you, Representative Solarz, for
sponsoring this series of hearings on poverty and antipoverty initiatives.

In this statement, I'll cover three issues: The size and composition of
the poverty population, trends in poverty over time, and the impacts of
alternative poverty measures on perceptions of the poverty problem.

In 1989, which as you pointed out is the most recent year for which
estimates are available, the Census Bureau counted more than 31 million
Americans-almost 13 percent of the population-as poor. More Ameri-
cans are counted as poor today, even under the official poverty measuwe
which I believe substantially understates the true level of poverty, than at
any time during the 1970s. In fact, before the 1980s, the last time there
were this many poor people in the United States was 1965. And as esti-
mates for 1990 and 1991 become available, they are likely to show even
more Americans in poverty, as the impacts of the current recession are
felt.

Many people hold stereotypes about the kinds of people who are poor
in the United States. The typical image is of a welfare mother who does-
n't even try to support herself, or a teenager whose living comes from
petty crime and drugs. Many people believe a substantial segment of the
poor form an isolated "underclass," which is separated from the main-
stream by negative attitudes about work, tolerant attitudes toward teenage
pregnancy and welfare use, and high rates of school dropout and crime.

In my testimony, I have a chart that gives you the composition of the
poverty population. Chart 1 indicates that this view of the poverty popula-
tion is misleadingly narrow (see Chart I on p. ?). More than 85 percent
of the poor in the United States are either children under age 18, elderly
over age 65, disabled or working. Of course, there are some people whose
attitudes and behavior contribute to the likelihood that they will become
or will stay poor, but most recent research on this topic concludes that the
group is neither very large nor growing rapidly.

Indeed, groups that fit the stereotypes are quite small. Fewer than 5
percent of those in poverty are single mothers who are neither disabled
nor working, for example, and even among that group quite a few have
disabled children. Further, also contrary to the stereotypes, slightly more
than half of these nonworking mothers are white. On average poor single-
parent families have just about the same number of the children that other
families do, typically two. And while many poor children do live in
single-parent families, many do not. Almost 40 percent of the children in
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poverty live with two parents, and about two-thirds live in a family with
at least one member who is working.

Persistent, long-term poverty is indeed a problem for many families.
Research on the duration of poverty spells implies that while about half
of those who were poor at a given point in time will leave poverty within
a year or two, the other half are. likely to remain poor for much longer.
The elderly and the disabled are particularly likely-to remain poor once
they enter poverty. Similarly, those who have several problems-for
example, low levels of education, small children who need care, and
perhaps some minor work disability-are also relatively likely to stay
poor. Today's wage levels for low-skilled workers are lower in real terms
than those of the 1970s, and at these wages many potential earners simply
cannot earn their way out of poverty, especially if they must pay child-
care costs as well.

Perhaps the most striking thing about today's poverty population, aside
from its overall size, is the very large proportion of the poor who are
under age 18. As Chart 1 indicated, children account for almost 40
percent of the poor. One American child in five lives in a poor family
today, and one in three lives in a family that is near the poverty line, with
an income of less than $15,000 for a family of three, for example.

These very high poverty rates for children, relative to the rest of the
population, are a fairly -recent development, as Chart 2 indicates (see
Chart 2 on p. ?). Twenty years ago at the end of the 1960s, about 14
percent of U.S. children, were poor, compared to about 12 percent of the
population as a whole. By the late 1970s the proportion of children in
poverty had risen to more than 16 percent, while the overall poverty rate
fell slightly, to just below 12 percent. Over the 1980s, both the overall
proportion of the population in poverty and the share of the poor who
were children continued to rise, reaching especially high rates during the
recession of 1982-83. By the end of the 1980s, the poverty rate for the
population as a whole was almost 13 percent, but the rate for children
was nearly 20 percent.

Why are so many children poor today? Some of the answer lies in
changes in family structure; many more children live in single-parent
families today than did in either the 1960s or the 1970s. Such families
have always had high-poverty rates, because it is difficult for a single-
parent with child-care responsibilities to earn enough to stay out of
poverty. Additionally, reductions in real benefit levels in basic income
support programs, such as Aid to Families with Dependent Children, over
the late 1970s and the 1980s, particularly, affected these families.

Nevertheless, today's poverty rate for female-headed families with
children is about 43 percent, which is actually slightly lower than the
level of 45 percent seen in the late 1960s and early 1970s. For black
female-headed families, the rate has declined much more, from more than
60 percent in poverty in the early 1970s-when this figure was first
calculated by the Census Bureau-to about 47 percent today. Much of
this decline is accounted for by the improved educational status and
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declining family sizes seen for these women, as well as by increases in
the proportion of single mothers who work. Without these changes, even
more children would be in poverty today.

Poverty rates for children in families headed by married couples and
by men, unlike those in female-headed families, were substantially higher
in this past decade than in the 1970s. This increase in poverty rates,
which is largely associated with falling real earnings for low-skilled male
workers, also contributed to the large numbers of children in poverty that
we see today. And again, these increases in poverty rates occurred in spite
of the fact that the mothers of such children were much more likely to be
working today than in the 1970s.

Overall, therefore, changes in family structure were largely offset by
other changes, and by themselves they do not account for most of the
growth in childhood poverty, particularly during the 1980s. Instead, recent
research indicates that the major culprit over the past decade has been the
declining real earnings of low-income workers. Although the incomes of
higher-income families have grown over the past decade, and especially
since the last recession, those of families at the bottom of the income
distribution have actually fallen. And here, just as a little aside, Congress-
man Armey is, of course, correct that if you compare from the bottom of
the recession in 1983 incomes have indeed grown. But if you compare
today's or 1989 income levels to those at the last peak in 1979, the
bottom fifth of the income distribution has yet to achieve the level of
income that it had in 1979, before the recession previous to this one took
effect. In fact, the only group that has been largely unaffected by earnings
declines for low-income workers is the population over age 65, most of
whom are retired. As Chart 2 shows, the official poverty rate for the
elderly has fallen steadily, even as other poverty rates rose during the
1980s.

These declines in poverty among the elderly result from two factors.
First, most of the elderly rely primarily on Social Security and pension
incomes, and these incomes have risen, even while earnings for low-
income workers were declining. Nevertheless, incomes for the elderly are
still not high on average. The median per capita income of those over 65
was about $9,800 in 1989.

A second factor in declining poverty rates for the elderly has to do
with the specific way in which we measure poverty. Poverty rates for the
elderly, in particular, are very sensitive to some peculiar anomalies in the
design of our official poverty measures. These anomalies in turn affect
our perceptions of poverty.

As my recent book argues in more detail, I believe that our official
poverty measure does not reflect a realistic minimum level of living. This
problem affects both our estimates of the size and composition of the
population in poverty and our perceptions of trends in poverty over the
past two decades. Estimates of poverty rates for the elderly are especially
sensitive to the mismeasurement of poverty because so many elderly have
incomes just over the official poverty line. As a result, even small increas-
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es in the poverty line has substantial impacts on the proportion of the
elderly who are seen as poor.

Our official poverty measure was developed by Mollie Orshansky, then
of the Social Security Administration, in the early 1960s. She used some
estimates of minimum food needs established by the Department of
Agriculture, along with data from a 1955 food consumption survey to
develop a set of estimated minimum needs for families of different sizes
and types. Her consumption data indicated that the average family spent
about one-third of its income on food, and so she simply multiplied her
estimate of minimum food needs by three to arrive at estimates of mini-
mum family needs for all goods. With some minor adjustments, Ms.
Orshansky's estimates were adopted in 1969 as the official poverty cutoffs
for use by government statistical agencies. Since then the estimates have
been adjusted for changes in the overall level of prices, but no adjustment
has been made for changes in consumption patterns, standards of living,
or even in the mix and relative prices of the goods and services that are
available.

Because there has been no adjustment for anything except changes in
consumer prices, the poverty line has declined substantially relative to
average incomes since it was established in the 1960s. Ms. Orshansky's
original estimate of the minimum income needed by a family of four was
just under half of the median family income in 1963, the first year for
which she calculated needs. Today's poverty line for such a family would
be about one-third of the median income.

Should the poverty line rise as standards of living change? Over the
very long run, it clearly must or it will become meaningless. If one had
established a market basket of minimum needs in 1890, for example, it
would have included housing without plumbing or electricity, because that
was what was available in 1890. If you simply estimated the price of such
housing in each subsequent year without adjusting for the fact that stan-
dards of living were changing and people no longer lived that way, by
1990 you would have a very unrealistic estimate of what most people.
think is necessary in the way of housing.

Many changes in standards of living and in the goods available to be
consumed have taken place since Ms. Orshansky's basic consumption data
were collected in 1955. In addition, especially over the last decade, prices
for certain basic needs, such as housing, have risen much faster than
overall prices or incomes, and, as a result, today's poverty lines do not
reflect a realistic minimum estimate of minimum family needs.

I calculated several alternative measures of poverty, either by linking
change over time directly to changes in income or by reestimating mini-
mum needs, using data on food and housing prices and consumption.
Details on these alternative measures are given in my book, but the
important point is that today's poverty thresholds would be substantially
higher if any of these~methods had been used. Instead of a 1989 poverty
cutoff of $9,885 for a family of three, for example, my preferred alterna-
tive would result in a cutoff of about $15,000. Given that the official
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threshold barely covers estimated minimum food and housing costs for
such a family, without leaving any margin at all for clothing, taxes, child
care, transportation, work expenses, health care, and so forth, I believe
that my revised estimates are substantially more realistic.

Today's poverty rate would be much higher if more realistic poverty
cutoffs had been used. Under my preferred measure, for example, the
1988 poverty rate for the population as a whole would have been about
23 percent, compared to about 13 percent under the official measure. This
is an extremely high level, compared to the overall poverty rates seen in
1964. Poverty rates for children would be even higher, more than 31
percent of American children would be counted as poor. And because so
many of the elderly have incomes just above the official poverty line,
their poverty rates would rise even more, from about 12 percent under the
official measure to almost 29 percent under my preferred measure. I
believe that these rates give a more realistic idea of the size and nature of
the poverty population in the United States. As Chart 3 shows, trends in
poverty would also be different under a more realistic measure (see Chart
3 on p. ?). Instead of declining after the recession of 1982-83, poverty
rates would remain high or would even continue to climb slightly. This
difference reflects the decline in real earnings experienced by low-income
workers, whose families account for most of the nonelderly, with incomes
just over the official poverty line. As data from the current recession
become available, we can expect these estimates of the proportion of the
population in poverty to climb even higher.

Today's poverty rates are extremely high by historic standards, even
under the Census Bureau's official measure, which I believe substantially
understates the problem of poverty. Under a more realistic measure, more
than 50 million Americans, including about 20 million children, would be
counted as poor. These very high poverty rates result from many factors,
but a leading cause is the stagnant or even declining real earnings of low-
income workers over the past decade.

The 1960s and the first half of the 1970s saw solid progress against
poverty in America. Under any measure, poverty rates fell for all popula-
tion groups over this period, and the introduction of programs like food
stamps and Medicaid reduced hunger and other unmet needs among the
lowest income Americans. Since the late 1970s, however, much of our
earlier progress has been eroded. While food stamps and other in-kind
benefits have continued to be important to low-income families, these
programs have not grown enough over the past decade or so to offset
other declines in the real income of these families. For example,the
median state AFDC benefit has fallen by more than 20 percent in real
terms since 1980, and many states are responding to the current recession
by cutting benefits further. And as we have seen, the real earnings of low-
income workers have also fallen.

Federal programs cannot solve the entire problem of poverty in the
United States, but they can do much to alleviate the immediate hardships
that families suffer. Particularly for families with children, such short-term
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help can be crucial. In the longer run, however, our poverty problem will
not improve substantially without improvements in the earning capacity
of low-income workers.

In the short run, programs like the Earned Income Tax Credit, and
perhaps a return to a more progressive tax system, could help to support
low-income earners who are trying to make their way out of poverty. If
earnings continue to decline for these workers, however, the poverty
problem can only worsen. To prevent this, we need greater investment in
today's poor and near-poor children who will become tomorrow's earners.
Only if these workers are better equipped to meet the challenges of
tomorrow's jobs can they hope to avoid repeating the experiences of their
parents. If we continue to neglect these children and to ignore the hard-
ships with which they live, we condemn not only them but the Nation as
a whole to a future of low growth and high poverty rates.

[The prepared statement of Patricia Ruggles follows:]
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PREPARED STATEMENT OF PATRICIA RUGGLES

I am happy to be here today to outline the current state of poverty and of the low-income

population in the United States. This is a difficult but very important topic, and I commend

you, Rep. Solarz, for sponsoring this series of hearings on poverty and anti-poverty

initiatives.

In this statement I will cover three main issues:

o The size and composition of the U.S. poverty population;

o Trends in poverty over time; and

o The impacts of alternative poverty measures on perceptions of the poverty

problem in the U.S.

THE SIZE AND COMPOSITION OF THE POPULATION IN POVERTY

In 1989, the most recent year for which estimates are available, the Census Bureau

counted more than 31 million Americans--almost 13 percent of the population--as poor.

More Americans are counted as poor today--even under the official poverty measure, which I

believe to be unrealistically low--than at any time during the 1970s. In fact, before the

1980s, the last time this many Americans were poor was in 1965. And as estimates for 1990

and 1991 become available, they are likely to show even more Americans in poverty, as the

impacts of the current recession are felt.

Many people hold mental stereotypes about the kinds of people who are poor in the

United States. The typical image is of a welfare mother who doesn't even try to support

herself, or of a teen-ager whose living comes from petty crime and drugs. Many people
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believe that a substantial segment of the poor form an isolated "underclass" that is separated

from the mains=tam by negative attitudes about work, tolerant attitudes toward teen-age

pregnancy and welfare use, and high rates of school drop-out and crime.

As Chart 1 indicates, however, this view of the poverty population is misleadingly

narrow. Most poor Americans are either children under the age of 18, elderly people aged 65

and over, or people between ages 18 and 65 who are either working or disabled. Together,

these four groups account for more than 85 percent of the poor. Of course there are some

people whose attitudes and behavior contribute to the likelihood that they will become or stay

poor, but most recent research on this topic concludes that this group is neither very large nor

growing rapidly.

Indeed, groups that fit the stereotypes are surprisingly small. Fewer than 5 percent of

those in poverty are single mothers who are neither disabled nor working, for example, and

there is some evidence that many of them have disabled children. Further, also contrary to

stereotypes, these non-working single mothers are more likely to be white than black. On

average, poor single-parent families have just about the same number of children that other

families do--typically two. And while many poor children do live in single-parent families,

many do not--almost 40 percent of children in poverty live with two parents, and about two-

thirds live in a family with at least one member who is working.

Persistent, long-term poverty is a problem for many families, however. Research on the

duration of poverty spells suggests that while about half of those who are poor at a given

point in time will leave poverty within a year or two, the other half are likely to remain poor

for much longer. The elderly and the disabled are particularly likely to remain poor once
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they enter poverty. Similarly, those who have several problems-for example, low levels of

education, small children who need care, and perhaps some minor work disability--are also

relatively likely to stay poor. Today's wage levels for low-skilled workers are lower in real

terms than those of the 1970s. A minimum wage earner working full time would earn only

about $8500 per year, for example, which is not enough to support even two children. At

these wages many potential workers simply cannot earn their way out of poverty, especially

if they must pay child care costs as well.

TRENDS IN POVERTY OVER TIME

Perhaps the most striking thing about today's poverty population, aside from its overall

size, is the very large proportion of the poor who are under age 18. As Chart I indicated,

children account for almost 40 percent of the poor. One American child in five lives in a

poor family today, and one in three lives in a family that is near the poverty--with an income

of less than $15,000 for a family of three, for example.

These very high poverty rates for children relative to the rest of the population are a

fairly recent development, as Chart 2 indicates. Twenty years ago, at the end of the 1960s,

about 14 percent of U.S. children were poor, compared to about 12 percent of the population

as a whole. By the late 1970s, the proportion of children in poverty had risen to more than 16

percent, while the overall poverty rate fell slightly, to just below 12 percent. Over the 1980s

both the overall proportion of the population in poverty and the share of the poor who were

children continued to rise, reaching especially high rates during the recession of 1982-1983.
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By the end of the 1980s the poverty rate for the population as a whole was almost 13 percent,

but the rate for children was nearly 20 percent.

Why are so many children poor today? Some of the answer lies in changes in family

structure; many more children live in single parent families today than did in either the 1960s

or the 1970s. Such families have always had high poverty rates, because it is difficult for a

single parent with child care responsibilities to earn enough to stay out of poverty.

Additionally, reductions in real benefit levels in basic income-support programs such as Aid

to Families with Dependent Children (AFDC) over the late 1970s and the 1980s particularly

affected these families.

Nevertheless, today's poverty rate for female-headed families with children is about 43

percent, which is slightly lower than the level of 45 percent seen in the late 1960s and early

1970s. For black female-headed families the rate has actually declined more--from more

than 60 percent in poverty in the early 1970s (when this figure was first calculated by the

Census Bureau) to about 47 percent today. Much of this decline is accounted for by the

improved educational status and declining family sizes seen for these women, as well as by

increases in the proportion of single mothers who work. Without these changes, even more

children would be in poverty today.

Poverty rates for children in families headed by married couples and by men, unlike

those for female-headed families, were substantially higher in this past decade than in the

1970s. This increase in poverty rates, which is largely associated with falling real earnings

for low-skilled male workers, also contributed to the large numbers of children in poverty

that we see today. And again, these increases in poverty rates occurred in spite of the fact the
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the mothers of such children were more likely to be working today than they were in the

1970s.

Overall, therefore, changes in family structure were largely offset by other changes, and

by themselves they do not account for most of the growth in childhood poverty, particularly

during the 1980s. Instead, recent research appears to indicate that the major culpret over the

past decade has been the declining real earnings of low-income workers. Although the

incomes of higher-income families have grown over the past decade, and especially since the

last recession, those of families at the bottom of the income distribution have actually fallen

over the past ten years. And these declines have occurred even though the members of such

families are working more today than they did a decade ago.

Earnings declines for low-income workers not only contribute to rising poverty rates

among children, of course; they also keep overall poverty rates high even in a period of

general economic expansion. In fact, the only low-income group that is largely unaffected by

this trend in earnings is the population over age 65, most of whom are retired. As Chart 2

shows, the official poverty rate for the elderly has fallen steadily, even as other poverty rates

rose during the 1980s.

These declines in poverty among the elderly result from two factors. First, most of the

elderly rely primarily on Social Security and pension incomes, and these incomes have risen

even while earnings for low-income workers were declining. Nevertheless, incomes for the

elderly are still not high. The median per capita income of people aged 65 and over was only

$9578 in 1989, for example.

55-478 0 - 92 - 2
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A second factor in declining poverty rates for the elderly, however, has to do with the

specific way that we measure poverty. Poverty rates for the elderly in particular are very

sensitive to some peculiar anomalies in the design of our official poverty measures. To

understand these anomalies and their impacts, a brief description of the official poverty

measure is needed.

THE IMPACTS OF ALTERNATIVE POVERTY MEASURES ON PERCEPTIONS OF

POVERTY

Although, as we have seen, poverty rates in general are very high by historic standards

even under the official measure, this measure probably understates the true incidence of

poverty in the U.S. As my recent book, Drawing the Line: Alternative Poverty Measures

and Their Implications for Public Policy (Urban Institute Press 1990) argues in more detail, I

believe that our official poverty measure does not reflect a realistic minimum level of living.

This problem affects both our estimates of the size and composition of the population in

poverty and our perceptions of trends in poverty over the past two decades. Estimates of

poverty rates for the elderly are especially sensitive to the mismeasurement of poverty

because so many elderly have incomes just over the official poverty level. As a result, even

small increases in the poverty line have substantial impacts on the proportion of the elderly

who are seen as poor.

Our official poverty measure was developed by Mollie Orshansky, then of the Social

Security Administration, in the early 1960s. She used some estimates of minimum food

needs established by the Department of Agriculture, along with data from a 1955 food
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consumption survey, to develop a set of estimated minimum needs for families of different

sizes and types. Her consumption data indicated that the average family spent about one-

third of its income on food. and so she simply multiplied her estimates of minimum food

needs by three to arrive at estimates of minimum family needs for all goods.

With some minor adjustments, Ms. Orshansky's estimates were adopted in 1969 as the

official poverty cutoffs for use by government statistical agencies. Since then the estimates

have been adjusted for changes in the overall level of prices, but no adjustment has been

made for changes in consumption patterns, standards of living, or even in the mix and

relative prices of the goods and services that are available.

Because there has been no-adjustment for. anything except changes in consumer prices,

the poverty line has declined substantially relative to average incomes since it was

established in the 1960s. Ms. Orshansky's original estimate of the minimum income needed

by a family of four, was just under half of the median family income in 1963, the first year for

which she calculated needs. Today's poverty line for such a family would be about one-third

of the median family income.

Should the poverty line rise as standards of living change? Over the very long run it

clearly must, or it will become meaningless. If one had established a market basket of

minimum needs in 1890, for example, it would have included housing without plumbing or

electricity, because that was what was available in 1890. If you simply estimated the price of

such housing in each subsequent year, without adjusting for the fact that standards of living

were changing and people no longer lived that way, by 1990 you would have a very

unrealistic estimate of what most people think is necessary in the way of housing.
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Many changes in standards of living and in the goods available to be consumed han

taken place since Ms. Orshansky's basic consumption data were collected in 1955. In

addition, particularly over the last decade, prices for certain basic needs such as housing have

risen much faster than overall prices or incomes, and as a result today's poverty lines do not

reflect a realistic estimate of minimum family needs.

I have calculated several alternative measures of poverty, either by linking change over

time directly to changes in income or by re-estimating minimum needs using data on food

and housing prices and consumption. Details on these alternative measures are given in my

book, but the important point is that today's poverty thresholds would be substantially higher

if any of these methods had been used. Instead of a 1989 poverty cutoff of $9885 for a.

family of three, for example, my preferred alternative would result in a cutoff of about-

$15,000. Given that the offical threshold barely covers estimated minimum food and housing

costs for such a family, without leaving any margin for clothing, taxes, child care,

transportation, work expenses, heath care, and so forth, I believe that my revised estimates

are substantially more realistic.

Today's poverty rates would be much higher if more realistic poverty cutoffs had been

used. Under my preferred measure, for example, the 1988 poverty rate for the population as

a whole would have been about 23 percent, compared to about 13 percent under the official

measure. This is an extremely high level, comparable to the overall poverty rates seen in

1964. Poverty rates for children would also be higher, more than 31 percent of American

children would be counted as poor. But because so many of the elderly have incomes just

above the official poverty line, their poverty rates would rise the most, from about 12 percent
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under the official measure to almost 29 percent under my preferred measure. I believe that

these rates give a more realistic idea of the size and nature of the poverty population in the

United States.

Trends in poverty would also be different under a more realistic poverty measure, as

Chan 3 shows. Instead of declining after the recession of 1982-1983, poverty rates would

remain high or even continue to climb slightly. This difference reflects the decline in real

earnings experienced by low-income workers, whose families account for most of the non-

elderly with incomes just over the official poverty line. As data from the current recession

become available, we can expect these estimates of the proportion of the population in

poverty to climb even higher.

CONCLUSIONS

Today's poverty rates are very high by historic standards, even under the Census

Bureau's official poverty measure, which I believe substantially under-estimates the problem

of poverty. Under a more realistic measure more than 50 million Americans, including about

20 million children, would be counted as poor. These very high poverty rates result from

many factors, but a leading cause is the stagnant or even declining real earnings of low-

income workers over the past decade.

The 1960s and the first half of the 1970s saw solid progress against poverty in America.

Under any measure poverty rates fell for all population groups over this period, and the

introduction of programs like food stamps and Medicaid reduced hunger and other unmet

needs among the lowest income Americans.
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Since the late 1970s, however, much of our earlier progress has beep eroded. While

food stamps and other in-kind benefits have continued to be important to low-income

families, these programs have not grown enough over the past decade or so to offset other

declines in the real incomes of these families. For example, the median state AFDC benefit

has fallen by more than 20 percent in real terms since 1980, and many states are responding

to the current recession by cutting benefits further. And as we have seen, the real earnings of

low-income workers have also fallen.

Federal programs cannot solve the entire problem of poverty in the United States, but

they can do much to alieviate the immediate hardships that families suffer. Particularly for

families with children, such short-term help can be crucial. In the longer run, however, our

poverty problem will not improve substantially without improvements in the earmings

capacity of low-income workers.

In the short run, programs like the Earned Income Tax Credit (EITC), and perhaps a

return to a more progressive federal tax system, could help to support low-income earners

who are trying to make their way out of poverty. If earnings continue to decline for these

workers, however, the poverty problem can only worsen. To prevent this we need greater

investment in today's poor and near-poor children, who will become tomorrow's earners.

Only if these workers are better equiped to meet the challenges of tomorrow's jobs can they

hope to avoid repeating the experiences of their parents. If we continue to neglect these

children and to ignore the hardships with which they live we condemn not only them but the

nation as a whole to a future of low growth and high poverty rates.
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Representative SoLARz Thank you very much. That was really quite
extraordinary, and it certainly helped to set the stage for whatever other
testimony we will receive. I look forward to a dual of wits that will
undoubtedly take place between my friend, Congressman Armey, and you
when he has his opportunity to ask questions. We will have 3 minutes per
round, and you will go back to your respective comers in between. I will
decide at the end who won. I may declare someone a winner by a techni-
cal knockout in the sixth round, whatever. You certainly stated a very
powerful case. I look forward to hearing my friend over here, who may
be the third most intelligent man in America, go at you because I gather
from his opening statement that he has a somewhat different perspective.

Ms. Blank, please proceed.

STATEMENT OF REBECCA BLANK, ASSOCIATE PROFESSOR
OF ECONOMICS AND EDUCATION, NORTHWESTERN UNIVERSITY

Ms. BLANK Thank you, Mr. Solarz.
I have a couple of figures that I am going to need pretty immediately,

and I wonder if you could set them up. I will get to them soon.
Any assessment of the current state of poverty in the United States

must acknowledge both good news and bad news. The good news is that
we have created a society where poverty is an exception; the bad news is
that there are still over 31 million Americans living below the poverty
line, an unacceptably high number in a nation as wealthy as ours. Dr.
Ruggles has outlined these statistics for us already. The statistics on
poverty among women and children are particularly appalling, as she
points out. One in five children live in families below the poverty line;
among children in female-headed households, over 50 percent live below
the poverty line; among children in black or Hispanic female-headed
households, two-thirds live below the poverty line. The particular prob-
lems facing these poorest groups in our society should be at the top of
our domestic social agenda. As a society, we simply cannot afford to limit
the opportunities of so many of our citizens, and particularly of our
children.

In my testimony today, however, I want to step back from some of the
problems facing specific groups among the poor, and focus on some of
the larger economic issues relating to the poverty rate. I have two primary
points to make in my testimony: First, macroeconomic growth was a far
less effective tool against poverty in the 1980s than it had been in earlier
decades. Changes in the wage structure of the economy during the 1980s
made it increasingly difficult to escape poverty through hard work.
Attention to the labor market and the opportunities it provides for less-
skilled workers is absolutely necessary to address poverty in the 1990s.
Second, I want to note that there is nothing inevitable about the lack of
progress against poverty in this country. Canada, our closest neighbor and
our most similar economic partner, has been able to make substantial
progress against poverty over the last two decades through macroeconom-
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ic growth, but also because of an enhanced safety net that is particularly
aimed at protecting families with children.

Let me talk first about the effect of macroeconomic growth on poverty.
It is an axiom of public policy and political rhetoric, but economic growth
helps the poor. More than one president has claimed that the best thing
we can do for the poor is to make the economy grow. This strategy, often
referred to as "trickling down," is extremely attractive because it promises
that we can fight poverty without substantial costs. Economic growth is
expected to make both middle-income Americans better off and to de-
crease poverty at the same time. If it works it's a no-lose solution to
poverty.

Quite a bit of research indicates that sustained economic growth was
very important in the declining poverty rates of the 1960s and early
1970s. In the mid- to late 1970s, the economy faced a series of recessions
and external price shocks and progress against poverty declined as the
economy slowed down. Between 1961 and 1970, the U.S. economy
experienced its longest economic boom. Over that time period, poverty
fell 9 percentage points. Between 1983 and 1990, the U.S. economy
experienced its second largest economic expansion. After the sharp
recession of 1981-82, with the poverty rate exceeding 15 percent, it would
have been reasonable to expect that the strong expansion that followed in
the 1980s would have produced a sharp decline in poverty. This did not
occur. While poverty clearly declined over the expansion, it still stood at
12.8 percent in 1989, well above its historic low of 11.1 percent in 1973,
and at about the same level as it had been in 1980. The macroeconomic
expansion did not bring down poverty as quickly as historical evidence
would have indicated. In 1988, for instance, when the overall economy
grew by more than 4 percent -very strong economic growth-poverty fell
by a statistically insignificant amount.

In the mid-1980s, my colleague, Alan Blinder of Princeton University,
and I attempted to estimate the relationship between macroeconomic
indicators and the overall poverty rate. Using data from 1959 to 1983, we
were able to track poverty quite closely, using the core unemployment
rate, the inflation rate, the share of government transfers in GNP, and
several other macroeconomic indicators. This relationship fails entirely,
however, when used to forecast the poverty rate over the 1980s' expan-
sion. If we take the historical relationship between the macroeconomy and
poverty through 1983-established by Professor Blinder and myself-and
use that relationship to predict the poverty level in 1989, using the actual
macroeconomic data of the 1980s, we would forecast a 1989 poverty rate
of 9.3 percent. The actual poverty rate was 12.8 percent, much higher. If
you look at Figure 1, over here to my left and your right, you can see
what this looks like (see Figure 1 on p. 42). The solid line is the actual
poverty rate, the dash line is the fitted equation up until 1983. It tracks
very closely. It even tracks the turning points. From 1983 on the solid line
shows the real poverty rate, which does decline over the expansion of the
1980s, as Congressman Armey's data up here shows. The dotted line,
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however, which falls steadily over the 1980s-faster than the actual
poverty rate-is our forecast of what should have happened if the historic
relationship between the macroeconomy and poverty continued over the
1980s, in the same way as it was occurring in the 1960s and 1970s. And
you see this dramatic widening between expectations and what is actually
happening.

The main point of this figure is not that economists can't forecast,
which I'm sure that you probably all know anyway, but rather that there
was a divergence between the poverty trends of the 1980s and historical
experience. The predicted values diverged steadily from the actual poverty
rate throughout the expansion of the 1980s.

I've been involved in a major research project over the past year trying
to explain why poverty fell so little over the 1980s expansion. Let me tell
you what did not happen during the 1980s. The sluggish response of
poverty to the expansion of the 1980s was not due to: (1) Problems in the
measurement of income and poverty, particularly the exclusion of in-kind
income from poverty measurement statistics. In fact, poverty rates that
count in-kind income declined by almost the same amount as do official
poverty rates over the 1980s; (2) it was not due to the regional distribu-
tion of the poor. The poor and the nonpoor were similarly located across
regions and states in the 1980s; (3) it was not due to policy changes in
transfer programs in the early 1980s. If the welfare programs of 1978 had
been in effect in the late 1980s, the poverty rate would have been virtual-
ly unchanged; and (4) it was not due to the changing demographic com-
position of the poor. If the composition of the poor had remained identical
from the early 1960s through the late 1980s, the poverty rate would have
been just as unresponsive to the macroeconomy of the 1980s. i, Wuit
did happen? The answer is that earnings of the heads of poor families
grew much more slowly, with the economic expansion of the 1980s, than
earnings did over the 1960s. Let me explain that further. Earnings are the
product of two things. They are the product of wages times labor market
involvement. Which of those two factors caused slower earnings growth
in the 1980s?

As it turns out, labor market involvement was more responsive to
economic growth during the 1980s than during the 1960s. Unemployment
fell faster, weeks of work among low-income households expanded at a
faster rate. In the 1980s, low-income households took advantage of the
greater labor market demand even more than they did in the 1960s, which
is exactly what you expect to see as the economy grows. If we look only
at labor market involvement, we would actually have expected poverty to
fall faster in the 1980s than it did in the 1960s.

The remaining factor in earnings is wages. Among the poorest 10
percent of the population, which is entirely composed of families below
the poverty line, real wages actually fell with economic growth. GNP
growth of 1 percent in the expansion of the 1960s was correlated with the
$2.18 increase in real weekly wages. GNP growth of 1 percent in the
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expansion of the 1980s was correlated with a $.32 decrease in weekly
wages. Quite a strong difference.

As the economy grew in the 1960s, low-income households both
worked more and their wages grew at the same time. The result was a
rapid decline in poverty rates. In the 1980s, the poor worked more, but
fall in real wages offset the increased hours of work. The result was a
much slower decline in poverty rates.

In short, "trickling down" didn't work very well in the 1980s because
of flat or declining real wages among low-skilled workers. As I'm sure
people on this Committee have heard before, the distribution of wages has
widened greatly over the 1980s. While wages fell for less-skilled workers,
they actually increased sharply among more skilled workers. There are a
variety of causes behind these trends: changes in technology and interna-
tional markets that have produced changes in the skill mix of labor
demand, and changes in the supply of more and less-skilled workers,
relative to the rapidly growing demand for more skilled workers by
employers. All of these issues seem to be correlated with the declining
wage opportunities of low-skilled workers.

At this point, it is simply not clear how long term these changes are,
or whether these trends will continue. If they do continue, then we cannot
rely upon economic growth to solve our current poverty problems. Even
sustained economic growth, such as we had during the last 8 years of the
1980s, will do little to help the poor.

The policy implication of this is that we must address the labor market
problems of this country. I strongly believe that for those who can work
employment is a better social and personal solution than long-term reli-
ance on government assistance. When the jobs available to poor families
pay less and less each year, however, it is hard to recommend work as a
way out of poverty. We need to "make work pay," to use David Ell-
wood's much quoted phrase. This means ongoing attention to such
strategies as the Earned Income Tax Credit, wage subsidies, education and
worker training.

Now, even as I've emphasized the labor market problems that are
faced by today's poor, I do want to emphasize that we cannot ignore
transfer programs either. While employment and job strategies are impor-
tant, they are not sufficient, particularly in the short term. My best illus-
tration of the potential effectiveness of the transfer programs, aimed at
families with children, comes from research I've completed, comparing
poverty programs and poverty rates in the United States and Canada-this
is work with Maria Hanratty, currently at Harvard.

Comparisons between the United States and Canada are particularly
interesting. Our populations and cultures are similar in many ways, and
our economies are closely linked. Yet, while the United States has faced
stagnating poverty rates-our current poverty rate is about at the same
level as it was in 1970-Canadian poverty has declined.

Figure 2 shows what these trends look like (see Figure 2 on p. 43).
The solid line is the U.S. poverty rate. This is graphed from the late
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1960s to the late 1970s, which is a time period over which we can get
consistent data. These rates are calculated on a consistent poverty basis
with adjustments for purchasing power parity differences between the
countries. The U.S. poverty rate had a general upward trend over this line,
while the Canadian poverty rate, the dotted line, falls quite dramatically
in the 1970s and even over the 1980s does decline between 1980 and
1987, the last point for which we have comparable data. What you see
basically is that Canada is successful in making some ongoing progress
against poverty, while the United States is not successful. The question,
of course, is what was Canada doing that the United States was not?

Over the 1970s, the Canadian decline in poverty was almost entirely
due to stronger macroeconomic growth. Canada was not as badly affected
by the initial oil price shock of 1973; both the poor and the nonpoor
continued to experience strong increases in income through the early
1970s when U.S. real income stagnated. In these years, "trickle down"
worked in Canada as well as it had worked in the United States in the
1960s.

Over the 1980s, however, the story is quite different. Canadian poverty
rates have continued to decline over this decade. This is not because of
a stronger macroeconomy. In fact, if anything, Canada's economy has
been weaker than the United States. Family income, excluding govern-
ment assistance payments, moved almost identically in these two coun-
tries. Canada remains a poorer country than the United States, on average,
but it has fewer poor families below the poverty line, and those who are
poor have higher average incomes than the U.S. poor.

What -has Canada done over the 1980s that the United States did not
do? In the United States, public assistance benefits fell during the 1980s
while they expanded in Canada. This is particularly noticeable when
comparing child poverty. Poverty rates among Canadian families with
children, particularly single- parent families, are substantially lower than
in the United States. Among female-headed families, equivalent poverty
rates are one-third lower. The difference is almost entirely due to Cana-
da's more generous public assistance system.

A comparison of the antipoverty efforts in the United States and
Canada is particularly interesting because in many ways these two coun-
tries are quite similar. Social assistance-the main welfare program in
Canada-is run entirely at the provincial level, unlike the nationalized
welfare programs of many European countries. The result is a large
provincial difference in public assistance income to poor families on
social assistance, similar to the differences in the United States in the
AFDC program.

The Canadian antipoverty system is different from the U.S. system,
however, in at least two important ways. First, benefit levels are higher.
The support available from the least generous province is about equivalent
to the support available from the most generous state. Second, in addition
to its provincial programs, Canada supplements its Social Assistance
program with two additional inflation indexed programs aimed specifically
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at families with children. They provide a refundable tax credit to low-
income families, and they mail a family allowance check to all families
with children. Although neither of these programs provide a lot of money,
a poor family with two children might annually receive close to $1,500
in U.S. income from them-a substantial advantage to a household whose
income is near $10,000 a year.

The point I want to make is that there is nothing inevitable about
current high U.S. poverty rates, particularly poverty rates among children.
Canada has been able to make continuing progress against poverty, even
as they face the same macroeconomic problems as this country in the
1980s. We, too, could reduce poverty among children by enacting some
form of a child allowance payment available to all low-income families.
The National Commission on Children, headed by Senator Rockefeller,
made a similar proposal recently.

The last decade has taught us that there are no simple solutions to
poverty in this country. We have, however, two options, both of which
we must continue to pursue. First, we need effective transfer systems for
those who cannot work or whose involvement in the labor market is not
sufficient for support of their families. Some form of a child allowance
is one direction to move. Second, we need to be sure that there are
incentives for employment for those who can and should work. This
means serious attention to our dropout rate; to the skills and literacy of
children from poor schools; to adult training and employment programs,
and income supplements, like the Earned Income Tax Credit and/or other
wage subsidy schemes.

Our progress against poverty was slower in the 1980s than it should
have been. The poor gained little from the macroeconomic expansion of
the last decade because of demand shifts away from low-skilled workers
that depressed wages. Real public assistance benefits also fell, and poverty
among children rose. To assure that the 1990s do not repeat the failures
of the 1980s, we need to act now.

Thank you.
[The prepared statement of Rebecca Blank, together with figures,

follows:]
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PREPARED STATEMENT OF REBECCA BLANK

TESTIMONY BEFORE THE JOINT ECONOMIC COMMITTEE
Hearings on the Current State of Poverty in the U.S.

Any assessment of the current state of poverty in the United

States must acknowledge both good news and bad news. The good

news is that we have created a society where poverty is an

exception; the bad news is that there are still over 31 million

Americans living below the poverty line, an unacceptably high

number in a nation as wealthy as ours. The statistics on poverty

among women and children are particularly appalling: 1 in 5

children live in families below the poverty line; among children

in female-headed families, over 50 percent live below the poverty

line; among children in black or Hispanic female-headed families,

two-thirds live below the poverty line. The particular problems

that face these poorest groups in our society should be at the

top of our domestic social agenda. As a society, we simply

cannot afford to limit the opportunities of so many of our

citizens, particularly our children.

In my testimony today, however, I want to step back from the

problems facing specific groups among the poor, and focus on some

of the larger economic issues relating to the poverty rate. I

have two primary points to make in my testimony: First,

macroeconomic growth was a far less effective tool against

poverty in the 1980s than it had been in earlier decades.
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Changes in the wage structure of the economy during the 1980s

made it increasingly difficult to escape poverty through hard

work. Attention to the labor market and the opportunities it

provides for less skilled workers is absolutely necessary in

addressing poverty in the 1990s. Second, I want to note that

there is nothing inevitable about the lack of progress against

poverty in this country. Poverty rates move in response to

policy and economic changes. Canada, our closest neighbor and

most similar economic partner has been able to make substantial

progress against poverty during the past two decades, through

macroeconomic growth but also because of an enhanced safety net

that is particularly aimed at protecting families with children.

Let me talk first about the effect of macroeconomic growth

on poverty. It is an axiom of public policy and political

rhetoric that economic growth helps the poor. More than one

president has claimed that "the best thing we can do for the poor

is to make the economy grow." This strategy, often referred to

as "trickling down," is extremely attractive, because it promises

that we can fight poverty without substantial costs. Economic

growth is expected to both make middle-income Americans better

off and to decrease poverty at the same time. It's a no-lose

solution to poverty.

Quite a bit of research evidence indicates that sustained

economic growth was very important in the declining poverty rates

of the 1960s and early 1970s. In the mid- to late-1970s, when
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the economy faced a series of recessions and external price

shocks, progress against poverty declined. (I should note that

government transfer policy was also very important in these

years. Had government transfers not increased over the 1970s,

the deteriorating economy would have produced a much sharper rise

in poverty than actually occurred.)

Between 1961 and 1970, the U.S. economy experienced its

longest economic boom. Poverty fell 9 percentage points.

Between 1983 and 1990, the U.S. economy experienced its second-

longest economic expansion. After the sharp recession of

1981/82, the poverty rate exceeded 15 percent and it woul&-have

been reasonable to expect that the strong expansion that followed

would have produced a sharp decline in poverty. This did not

occur. While poverty clearly declined over the expansion, it

still stood at 12.8 percent in 1989, well above its historic low

of 11.1 percent in 1973, and at about the same level as in 1980.

The macroeconomic expansion did not bring down poverty as quickly

as historical evidence would have indicated. In 1988, for

instance, when the overall economy grew by more than 4 percent,

poverty fell by a statistically insignificant amount.

In the mid-1980s, my colleague Alan Blinder, of Princeton

University, and I attempted to estimate the relationship between

macroeconomic indicators and the overall poverty rate. Using

data from 1959 (when official poverty numbers begin) to 1983, we

were able to track poverty quite closely, using the core
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unemployment rate, the inflation rate, the share of government

transfers to GNP, and several other macroeconomic indicators.

This relationship entirely fails, however, when used to forecast

the poverty rate during the expansion of the 1980s. If we take

the historical relationship between the macroeconomy and poverty

through 1983, estimated by Professor Blinder and myself, and use

that relationship to predict the poverty level in 1989, using the

actual macroeconomic data of the 1980s, we forecast a 1989

poverty rate of 9.3 percent. The actual poverty rate was 12.8

percent, much higher. Figure 1 indicates this divergence between

poverty trends in the 1980s and historical experience. Figure 1

plots the actual poverty rate from 1959 to 1989, against the

fitted values of our equation from 1959 to 1983 and the forecast

values from 1984 to 1989. As Figure 1 indicates, the predicted

values diverge steadily from the actual poverty rate throughout

the expansion of the 1980s.

I have been involved in a major research project over the

past year trying to explain why poverty fell so little in the

expansion of the 1980s. (This project was funded by the Jerome

Levy Economics Institute.) Let me tell you what did not happen

in the 1980s. The sluggish response of poverty to the expansion

of the 1980s was not due to:

(1) Problems in the measurement of income and poverty,

particularly the exclusion of in-kind income from poverty

measurement statistics. Poverty rates that count in-kind income
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decline by almost exactly the same amount over the expansion of

the 1980s as do official rates. This is perhaps not surprising

since in-kind income largely did not grow in real terms over this

time period.

(2) The regional distribution of the poor. The poor and the

non-poor were similarly located across regions and states. Thus,

while the expansion of the 1980s was not as strong in all areas

of the country, this did not disproportionately disadvantage poor

families.

(3) The policy changes in transfer programs in the early

1980s. If the welfare programs of 1978 had been in effect in the

late 1980s, the poverty rate would be virtually unchanged. It is

true that welfare benefits fell in real terms over the 1980s.

More poor families would receive more welfare income if the 1978

programs were still in effect, making them somewhat better off.

But the differences are not large enough to move any substantial

number of families across the poverty line.

(4) The changing demographic composition of the poor.

Between the 1960s and the 1980s the composition of the poor

changed; most notably a higher percent of poor families in the

1980s were single-parent families. If, however, the composition

of the poor had remained identical from the early 1960s through

the late 1980s, the poverty rate would have been just as

unresponsive to the macroeconomy of the 1980s.

So what did happen? The answer is that the earnings of
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heads of poor families grew much more slowly with the economic

expansion of the 1980s than earnings did during the 1960s.

Earnings are the product of wages times labor market involvement.

Which of these two factors caused slower earnings growth in the

1980s?

As it turns out, labor market involvement was more

responsive to economic growth during the 1980s than during the

1960s. Unemployment fell faster; weeks of work among low-income

households expanded at a faster rate. Economic growth means new

jobs and expanded employment opportunities. Traditionally, the

poor have disproportionately gained during an economic expansion

because they are most likely to be unemployed or underemployed.

Thus, they can most benefit from expanded job opportunities. In

the 1980s, low-income households took advantage of the growing

labor market demand even more than they did in the 1960s. If we

look only at labor market involvement, we would have expected

poverty to fall faster in the 1980s.

The remaining factor is earnings. Among the poorest 10

percent of the population, which is entirely composed of families

below the poverty line, real wages actually fell with economic

growth. GNP growth of 1 percent in the expansion of the 1960s

was correlated with a $2.18 increase in real weekly wages. GNP

growth of 1 percent in the expansion of the 1980s, was correlated

with a $.32 decrease in weekly wages. Near-poor families show

similar patterns.
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As the economy grew during the 1960s, low-income households

worked more and their wages grew at the same time. The result

was a rapid decline in poverty rates. In the 1980s, the poor

worked more, but falling real wages offset the increased hours of

work. The result was a much slower decline in poverty rates.

In short, "trickling down" didn't work very well in the

1980s because of flat or declining real wages among low-skilled

workers. As I'm sure everyone on this committee has heard

before, the distribution of wages has widened greatly over the

.1980s. While wages fell for less-skilled workers, they increased

sharply among more skilled workers. (In-fact, wages rose more

rapidly among high-income workers in the 1980s than in the

1960s.) There are variety of causes for these trends: changes

in technology, changes in international markets that have

produced changes in the skill-mix of labor demand, and changes in

the relative supply of more and less-skilled workers relative to

the rapidly growing demand for more skilled workers by employers.

All of these issues seem to be correlated with the declining wage

opportunities for low-wage workers.

At this point, it is not clear how long-term these changes

are or if these trends will continue into the 1990s. If they do

continue, then we cannot rely upon economic growth to solve our

current poverty problems. Even sustained economic growth -- such

as we had during the last eight years of the 1980s -- will do

little to help the poor.
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The policy implication of this is that we must address the

labor market problems of this country. I strongly believe that

among those who can work, employment is a better social and

personal solution than long-term reliance on government

assistance. When the jobs available to poor families pay less

and less each year, however, it is hard to recommend work as a

way out of poverty. We need to "make work pay" to use David

Ellwood's much quoted phrase. This means ongoing attention to

such strategies as the Earned Income Tax Credit, wage subsidies,

education, and worker training.

Even as I've emphasized some of the labor market problems

that have faced today's poor, however, I want to emphasize that

we cannot ignore transfer programs either. While employment and

job strategies are important, they are not sufficient in the

short-term.

My best illustration of the potential effectiveness of

transfer programs aimed at families with children comes from

research I have completed comparing poverty programs and poverty

rates in the United States and Canada. (This is joint work with

Maria Hanratty, currently at Harvard University, that was funded

by the Donner Foundation.) Comparisons between the United States

and Canada are particularly interesting. Our populations and

cultures are similar in many ways and our economies are closely

linked. Yet, while the U.S. has faced stagnating poverty rates -

- our current poverty rate is essentially the same as it was two
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decades ago in 1970 -- Canadian poverty has declined. In 1970,

Canada had a substantially higher poverty rate than the United

States. Over the next two decades, the U.S. poverty rate showed

no trend, but Canadian poverty fell by more then 50%, so that it

is now substantially below the U.S. rate. Figure 2 shows the

different trends in U.S. and Canadian poverty rates. (Note that

the comparison in Figure 2 is based on a comparable definition 
of

poverty in both countries, as well as an adjustment for

purchasing differences between the Canadian and the U.S. dollar.

The poverty rates in Figure 2 are based on the Canadian low-

income cutoff rather than the U.S. poverty definition because of

data availability. If the U.S. definition were used, the levels

would change but the trends would be identical.)

Over the 1970s, the Canadian decline in poverty was almost

entirely due to stronger macroeconomic growth. Canada was not as

badly affected by the initial oil price shock in 1973. Both the

poor and the non-poor continued to experience strong increases 
in

real income throughout the early 1970s, while U.S. real income

began to stagnate. In these years, "trickle down" worked in

Canada as well as it had worked in the U.S. in the 1960s.

Over the 1980s, however, the story is quite different.

Canadian poverty rates have continued to decline over this

decade. This is not because of a stronger macro-economy. In

fact, if anything, Canada's economy has been weaker than the

U.S.'s in the 1980s. Family income, excluding government
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assistance payments, moved almost identically in the two

countries. Canada remains a poorer country than the U.S. But it

has fewer poor families, and those who are poor have higher

average incomes than the U.S. poor.

What has Canada done over the 1980s that the U.S. did not

do? In the U.S., public assistance benefits fell during the

1980s, while they expanded in Canada. This is particularly

noticeable when comparing child poverty in the two countries.

Poverty rates among Canadian families with children --

particularly single-parent families -- are substantially lower

than in the U.S. Among female-headed families, equivalent

poverty rates are one-third lower. The difference is almost

entirely due to Canada's more generous public assistance system.

In fact, it is worth noting that labor market involvement among

female family heads -- the group who benefit the most from higher

public assistance payments in Canada -- is virtually identical in

the two countries.

A comparison of anti-poverty efforts in the U.S. and Canada

is particularly interesting because in many ways these two

countries are quite similar. Social Assistance -- the primary

welfare program in Canada -- is run entirely at the provincial

(and even municipal) level, unlike the nationalized welfare

programs of many European countries. (Canada does have a

nationalized health care system, however.) The result is large

provincial differences in the public assistance income provided
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to poor families on Social Assistance, similar to the differences

within the U.S. in the state-run Aid to Families with Dependent

Children program.

The Canadian anti-poverty system is different from the U.S.

system, however, in at least two important ways. First, benefit

levels are higher -- the support available from the least

generous province is equivalent to the support available.from the

most generous state. Second, Canada supplements its Social

Assistance program with two additional inflation-indexed programs

aimed at families with children: They provide a refundable tax

credit to all low-income families. (Unlike the Earned Incone Tax

Credit, this is not tied to labor force participation.) Second,

the Canadian.federal government mails a Family Allowance check to

all families with children, regardless of income. Although

neither ,of these programs provide a great deal of money, a poor

family with two children might annually receive close to $1500

* (US)- additional-income from them -- a substantial advantage to a

household-whose income is near or below $10,000 a year.

The point that I want to make is that there is nothing

inevitable about the current-high U.S. poverty rates,

particularly. the rates among-children in this country. Canada

has been able to make.continuing progress against poverty, even

as they have -aced the same macroeconomic problems as this

country in the 1980s. We, too, could reduce poverty among

children by enacting some form of a child allowance payment in
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the U.S., available to all low-income families. The National

Commission on Children, headed by Senator Rockefeller, made a
similar proposal recently. Even small annual supplements, based
on the number of children, can make a difference in very poor

families, as Canada's program shows.

The last decade has taught us that there are no simple

solutions to poverty in this country. Overall economic growth

has not been very effective in reducing poverty over the last
decade, due to shifts in the wage structure of the country that
have increasingly disadvantaged low-skilled workers. This leaves

us with two options, both of which we must continue to pursue:

First, we need effective transfer systems for those who cannot
work, or whose involvement with the labor market is not

sufficient for support of their families. Some form of a child
allowance is one direction to move. Second, we need to be sure

that there are incentives for employment for those who can and

should work. This means serious attention to our drop-out rate,
to the skills and literacy of children from poor schools, to

adult training and employment programs, and to income

supplements, like the Earned Income Tax Credit and/or other wage

subsidy schemes.

Our progress against poverty was slower in the 1980s than it
should have been. The poor gained little from the macroeconomic

expansion of the last decade because of demand shifts away from

low-skilled workers that depressed wages. Real public assistance
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benefits also fell, and poverty among children rose. To assure

that the 1990s do not repeat the failures of the 1980s, we need

to act now.

Thank you for your attention. I would be glad to answer any

questions the Committee might have.
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Representative SoLARZ Thank you very much. That was really, in
testimony, among the best I've ever heard. We have a vote on now, so
you will have to forgive us. The Committee will stand in recess for about
10 minutes. When we return, we will hear from our remaining witnesses,
who I hope and trust will meet the high standards' testimony set by the
first two.

[Recess.]
Representative SoLARz The Committee will resume its deliberations.
Let me say that on the way over to the floor and on the way back,

Congressman Army and I were talking about these hearings, and we
agreed, first of all, that the testimony so far has been quite insightful. But,
second, we also agreed that both of our opening statements and press
releases, notwithstanding, these hearings are not for the purpose of scoring
any partisan political points, but primarily for the purpose of gaining a
better understanding of the problems of poverty in America and hopefully
to come out of these hearings with some ideas about what we can do, as
a country, to help deal more effectively with the problem of poverty. I
don't know at the end of the day if we'll be able to agree on some joint
conclusions and recommendations, but that would certainly be my hope.
I think that what we're really talking about here is the fate of the poorest
people in our society, if there ever was a problem or a situation that calls
for honest, objective, bipartisan, nonpolitical approaches, this is the one
because of the consequences involved. We are talking about human
misery, we are talking about opportunity, we are talking about the quality
of people's lives. So, I am really delighted to find out that we are both
approaching it from this perspective, and perhaps if the two of us could
reach some agreement, it might help convince some of our colleagues on
both sides of the aisle to join with us. So, we appreciate the testimony
we've heard, and we are looking forward with equal interest to hearing
our other witnesses.

Mr. Mead, would you like to step up to bat.

STATEMENT OF LAWRENCE MEAD, ASSOCIATE PROFESSOR,
DEPARTMENT OF POUTICS, NEW YORK UNIVERSITY

Mr. MEAD. Thank you, Mr. Chairman. I appreciate this opportunity to
appear before the Committee. I share the Committee's concern about
poverty in America, which I think is the dominant question facing us in
domestic policy.

What I have to say applies mostly to a particular element of the poor,
which, I think, however, is the strategic element and that is the working
aged, those who might be employed. The reason I concentrate on
that-

Representative SoLARz The working
Mr. MEAD. The working aged poor.
Representative SoLAR7 Working aged?
Mr. MEAD. Working aged poor.
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Representative SoLAR7 I thought you said the working aged poor.
Mr. MEAD. I mean the nonaged, the nonchildren and so on. These are

not all the poor, but I think they're strategic because, as I will make clear,
I think that at the core of this problem and how to solve it is the issue of
employment.

Now, it seems to me that most analyses of poverty are too impersonal
in character. That is, they tend to focus on forces that are outside the poor
that are faceless, such as the Reagan cuts in benefits, rising female head-
edness, declines in wages due to the increasing inequality in the wage
distribution, and that sort of thing. Those are all factors. I don't want to
minimize that. But, in the first instance, the thing to focus on is that most
poverty among the working aged is due to the fact that the adults in poor
families seldom work normal hours. That is the great fact, which it seems
to me, we don't make enough of.

Work levels have dropped sharply among the poor over the last 30
years. In 1959, 68 percent of the heads of poor families had at least some
earnings, while in 1989 only 49 percent did. That's a drop of almost 20
points. The drop in full-year, full-time work is even sharper, from about
32 percent to about half of that. So, there is a very sharp dropoff. Now,
there are a number of causes for that that we can go into. One cause,
however, is not that the working aged population is becoming less em-
ployable. In fact, the share of that population that is working age has risen
slightly over the last 30 years. At present, the work levels among the poor
are radically lower than for the population as a whole. In my first table,
you will see that (see Table 1 on p. 65). It shows that about two-thirds of
the adults in several categories, including female heads of family, are
employed sometime in the year. For these same groups among the poor,
however, the figures are about 25 percentage points lower, so we have a
very considerable difference in work level.

The greatest difference is in full-year, full-time work, where about 40
percent of the public are working these hours, where for the poor the
figure is only about 9 percent. Now, notice I'm contrasting the entire
population with the 1-year poor. If we would be able to contrast the
nonpoor population with the long-term poor, which is our major concern,
the contrast would be even greater. So, these are very large differences in
work levels.

Now, they lead directly to large differences in poverty. Table 2 shows
the overall poverty rate for each of these groups, and then the rates by
work level (see Table 2 on p. 66). Among those who work at any time,
the rates are considerably lower than overall, and then they drop lower for
full-year, full-time work. And among those who did not work at all, the
rates are radically higher. So, there is a tremendous effect of work level
on poverty rates.

Now, poverty is a multifactor problem with many different causes.
This table only gives one cause; other things are not controlled. I don't
want to overemphasize what it says. But I don't know any figures any-



59

where in the poverty debate that show this kind of effect on poverty
levels than employment levels.

Now, I should also say-and I won't go into this in great detail-that
these same differences in earnings and work levels primarily explain the
rise in inequality in the populations. If you look at Table 3, you will see
that there is a very large difference in overall working hours between the
top and bottom of the family income distribution (see Table 3 on p. 67).
It is about seven times. And although there is no overall trend over time
for all families, there is a trend for families with children, where we have
rising work effort at the top of society and declining at the bottom. And
that is largely the reason why we have a rise in inequality in family
income.

Let me turn now to the question of the economy. It seems then, if we
want to explain poverty among the working age, we have to focus upon
employment. We have to see why it is that poor adults work at much
lower levels than other people. That is the central question. Now, the
tradition has been to blame this phenomenon on the economy. That, it
seems to me, is not very plausible today. There are some influences but
they are much less than we normally think. One argument is that there are
working poor people, people who work normal hours and yet are poor.
That is true. There are working poor people. But as you can see from
Table 1, the number of the working poor, even defined in the most
generous manner to include people with any earnings at all in the year,
are about 8 million people. They are outnumbered by the nonworking, by
12 million people. So, you have a very considerable nonworking popula-
tion. Another theory is that low wages or the minimum wage are the
problem, because if people were paid more than they would be able to lift
their earnings above poverty.

Now, it is true that there has been some decline in the wages for the
low-skilled in the last 10 years, especially, as some of the other witnesses
have alluded to. But far more important is the difference in hours worked.
If you vary the hours worked, it has a much larger impact on whether
people are poor than if you vary their wages. So wages, although they're
a factor, are much less important than working hours.

It is also notable that during the 1970s and 1980s, when work levels
were declining among the poor, they were rising for the rest of the
population. Most Americans have responded to stagnant wages by work-
ing more hours rather than less, whereas for the poor the result has been
lower working hours. That is the fundamental mystery. Why in response
to hard times, do the poor work less while the rest of America works
more? We have the population, as a whole, employed at the highest levels
in history, working the longest hours in history, and yet for the poor
population, we have the lowest work levels in history. That is the funda-
mental mystery.

Now, another theory is that jobs are unavailable because of changes in
the economy, the decline of manufacturing, the rise of high-tech economy,
that the poor cannot find jobs to work even if they wish. This is what is



60

known as the mismatch theory; the theory that the jobs are all in the
suburbs or the jobs are all in computer companies. Well, there's exhaus-
tive literature on this, and it doesn't come up with much. It doesn't look
as if the inability to find work is the main reason for nonwork in the
inner city. It simply isn't true that work is unavailable for most of the
nonworkers most of the time. Obviously, in the midst of a recession, as
we are today, jobs are not as available as they are at other times. But we
are not in a depression on the style of the 1930s. For most people from
all groups, unemployment is a transient phenomenon. The major difficulty
is not that the poor are unemployed, it is that they are out of the labor
force entirely; they are not even looking for work. That is the thing that
we have a hard time explaining.

We also have other evidence that the labor market remains tight; for
example, illegal aliens seeking to come into the country. Jobs are com-
monly available, at least at the margin for those seeking work at a given
time. We don't know, and I don't assert, that jobs would be available for
all the nonworkers if they all sought work right now. We can't know that.
But at the margin, they appear to be commonly available. Nw, te
result of all this is that the working age poor have to be seen as substan-
tially detached from the economy. Although there are some poor workers,
the majority of which are not involved in the economy, and that is why,
as everyone has said today, the economic growth of the 1980s was not a
panacea for poverty. Between 1982 and 1989, the unemployment rate fell
from 10 percent to 5 percent, a very sharp drop. And yet in that same
period, the poverty rate fell from only 15 to 13 percent.

Now, if we look past the economy, a number of other barriers have
also been said to explain nonwork among the poor, such as racial bias,
the disincentives created by welfare where people appear to be paid not
to work-that is a theory favored by conservatives-lack of child care,
low skills, disability, a number of different contentions. For all of these,
there isn't much evidence that they are very important. In every case, they
explain a little bit of the picture. But if you add them all together, you are
left with a mystery. Still, you cannot account for the curious passivity of
the adult poor, that they seem not to seize the opportunities to get ahead,
which are apparently available. I am not casting dispersions; I am not
saying that this is something that they are necessarily to blame for, I am
only saying that that is the central problem. I am not saying that barriers
are a myth; I am not saying that various inequities don't exist in America;
I think they do. There are differences of opportunity. But what they
primarily explain, by my reading, is inequality among people who are
working. What they usually do not explain is failure to work at all.
Inequality among workers does have some reference to social structure,
especially differences in educational background. But typically those
factors do not explain failure to work at all, failure to enter the labor force
at all, which is the overwhelming cause of today's adult poverty.

Representative SomA1z Mr. Mead, we have a vote on.
Mr. MEAD. I am at a good point to stop.
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Representative SOLARZ. Ten minutes. I don't want to cut you short, but
if you can wind up in 2 or 3 minutes, we will let you finish. Otherwise,
we will recess now and come back and let you finish then.

Mr. MEAD. I think I need maybe 5 more minutes; is that all right?
Representative SoLARz. If that's the case, why don't we vote and come

back.
Mr. MEAD. Okay.
Representative SoLARz By the victims of misinformation-and I

wouldn't suggest this information-but nevertheless we have to go vote.
Why don't we let you finish so you don't feel rushed, because what you
are saying is truly fascinating, and it raises a lot of questions in my mind.
It is certainly a very important contribution.

Representative ARMEY. It had been our hope that this would be the last
vote that we have to go back for.

Representative SoLARz This Committee will stand in recess until we
return.

[Recess.]
Representative SoLARz. The Committee will resume. Mr. Mead was

approaching his peroration, but we wanted to make sure that he had
ample time to make his points. We didn't want him to feel cramped or
compromised, so please proceed, Mr. Mead.

Mr. MEAD. Thank you, Mr. Chairman. My last comment is simply
about the policy implications of what I have talked about.

I think there is a strong desire to deal with poverty by transferring
resources to the needy, particularly since so many of them are families
with children. The children are clearly bystanders or innocent victims of
this problem, and there is a desire to do something about it by helping
them out directly. I think the National Commission on Children has
recommended various new benefits.

Now, the problem with that-the great political reality that lies behind
this-is that the public is unwilling to support transfers to families with
children until the adults are working at something more like normal hours.
The reason why we appear to be ungenerous to families, compared to
other societies, is that no other society shows the pattern that we have of
very high-work levels among the population and very low work levels
among the poor. That combination is not found in any other western
country. That is the political fact that deprives proposals to transfer
resources of very much support.

Conversely, if one could do something to raise work levels, then there
would be much more support. Indeed, Congress has shown its willingness
to do things like increase the minimum wage, the Earned Income Tax
Credit, and the child-care subsidies. Congress loves to help out working
people, that is very popular. The problem is that most of today's poor are
nonworking, so it becomes politically very difficult to help them.

Now, the traditional response to this has been to try to raise work
levels by, in some way, expanding opportunity for the nonworking. The

55-478 0 - 92 - 3



62

conviction has been that there is some barrier, some impediment, that
prevents people working, such as low wages, lack of jobs, lack of child
care and so on, lack of skills. Thereby, if we can bring down those
barriers, then people would work at higher levels.

Well, the problem with that, as I've already indicated, is that the
research does not indicate that these barriers, although they do have an
influence, are very important. They do not explain nonwork on the level
we now find. And, as a result, policies that have aimed at the problem in
this way have shown very little effect. Efforts, for example, to increase
work incentives in welfare, voluntary training programs, government jobs
programs, all of these are worthwhile things perhaps, but they have a very
marginal impact on the problem. In particular, no policy of this sort has
shown the power to raise work levels on an ongoing basis among the
nonworking poor. And for this reason. these programs have lost support.
The only thing that seemed to have an effect, in my view, is work re-
quirements in the welfare system. Recently, we have seen an increase in
these requirements due to the Family Support Act of 1988. For the first
time, the country appears to be getting serious about requiring employable
welfare recipients to do something to help themselves in return for sup-
port. This is what the public supports. And in this case, the public has the
analysis correct. Such requirements have more effect on the problem than
any attempt to change the parameters of opportunity.

The evaluations of welfare work programs are not very different than
from other programs. They show marginal and sometimes larger than
marginal, economic impacts, but not of an order that themselves would
overcome poverty. What this sort of analysis misses, however, is that
these programs have a much larger effect on activity, simply on effort,
simply on people doing something. In my estimates, based on the MDRC
studies, the share of clients that were involved actively in some way in
these work programs rose by something like two or three times, compared
to controls who were not in the program or who were in previous pro-
grams. That is a very large increase in effort. It means that in the typical,
better program evaluated by MDRC, something like 60 percent or more
of clients are involved in workfare programs in some way over the course
of the year. That is a very large increase over what was previously the
case. And under the Family Support Act, that level will have to become
the norm for states, as a whole, because of the stipulations in the Act
about raising participation levels. Workfare has more effect on actual
activity, which is what the public wants to see, than anything else. I can't
say that workfare up to now has shown a large effect on dependency.
Why it hasn't remains something of a mystery. But there is a very sharp
effect on activity and on work effort in these various forms: Working,
looking for work, entering training and so on.

Now, my central recommendation is simply to implement the Family
Support Act. Do not cave in to pressures from the states saying that they
cannot meet those participation standards. My studies show that the
participation level reached in these programs is the overwhelming deter-
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minant of whether they are successful. Although it is difficult to raise
participation, this, more than anything else, increases the share of people
doing something. to help themselves, and also the share that go into jobs.
Even controlling the availability of jobs, the unemployment rate, the back-
ground of the clients, race, education, etc., what counts overwhelmingly
is whether you obligate the clients to participate in the program. High
participation rate is more than simply a moral symbol that conservatives
insist on, it actually has a powerful effect, more than anything else, on
whether people actually do something to go to work. So, tough though it
is, that is the way forward.

Now, there are also other ways to raise work levels, which I go into
in my statement, but I will just emphasize that one point. Implement the
Family"Support Act. That is the best thing that Congress can do to deal
with working age poverty in America.

[The prepared statement of Mr. Mead follows:]
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PREPARED STATEMENT OF LAWRENCE M. MEAD

I am an Associate Professor of Politics at New York Universitv. Mv research concentrates on
the p *htical and policy aspects of poverty and dependenc in the United States. My publications on
thcse questions include Beyond Entitlement (Free Press, 1986), an argument for work requirements tn
c'ellarc. and a number ol other studies of "worktare" and related issues. Much of my testimony is
based on a new book, The New Politics of Povenry to be published by Basic Books early next year.t

In what follows I will define the poor as the government does, and I will concentrate on the
controversial, or working-aged poor, rather than children or the elderly. What I say applies mosdy to
the long-term poor, who pose the greatest problems lor integration, rather than the short-term, who are
less distinct from the population at large. However, I am speaking of all the long-term employable
poor. which includes most long-term welfare mothers and nonworking men. perhaps 4 or 5 percent of
the population.2 I do not mean only the most disordered poor, commonly called the underclass, or the
homeless, though these are the most visible ot the poor to the public.

I will discuss the close connection of poverty to employment problems among the poor, the
apparent causes of these problems, and the policy implications. My theme is that poverty is much less
due to economic problems or other 'barriers" to opportunity than is commonly supposed. It is much
more due to demoralization among the poor themselves. The implication is that the main solution to
the work problem is not to reform society or radically alter the scope of government, as both left and
right tend to propose. Rather, it is to organize the lives o0 poor adults better so they can take advantage
o1 the opportunities that already exist.

POVERTY AND NONWORK

Many analyses of poverty blame it on impersonal causes that have nothing to do with behavior.
One cause often cited is the Reagan cuts in antipoverty programs, which reduced benefits for the poor.
Another is tax changes of the Reagan era that made the revenue system more regressive, to the
disadvantage of the poor. Most commonly of all, poverty is thought to follow automatically from the
rising incidence of female-headed families. Mothers without husbands must inevitably be needy.

None of these theones is persuasive. The Reagan cuts mostly hit recipients above the poverty
level; the safety net for the "truly needy" was largely preserved. The tax changes hit the middle class
more than they did the poor, most of whom were removed from the income Lax rolls in 1986. Female-
headedness does not dictate that families will be poor or dependent. Most female heads are employed,
mostly lull-time. and this allows them to avoid poveeny and welfare. Welfare mothers, who seldom
ssork, are the major exception to that the rule.

Much more evidently, poverty results from low earnings among the adults in poor families.
Work levels among the poor have declined sharply over the last 30 years. In 1959, 68 percent of the

Below, I can cite only some of the literature reviewed in the new book.
2 Isabel V. Sawhill, "Poverty in the U.S.: Why Is It So Persistent?' Journal of Human

Resources 26 (September 1988): 1080-1; idem, 'The Underclass: An Overview,' The Public Interest
no. 96 (Summer 1989): 5.
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heads of poor families had at least some earnings; in 1989, only 49 percent did. Over the same period,
the share of poor heads working full-year and full-time dropped even more sharply, from 32 to 16
percent.3 These trends have operated as an undertow defeating the government's best efforts to
overcome poverty.

Today, work effort among the poor is radically lower than among the population as a whole, as
Table I shows:

TABLE I: Employment Status of Persons 15 and Over, Family and Female Heads, and Unrelated
Individuals, By Income Level, in Percent, 1989

All All family Ferriale Unrelated
All income levels Persons Heads Heads Individuals

Worked at any time in year 69.2 76.6 65.0 66.3

Full-year (50-52 weeks a year) 47.7 61.4 45.0 47.6
Full-time (35 hours/week or more) 41.8 58.0 39.9 43.3

Part-year(1-49 weeks a year) 21.5 15.2 20.0 18.7

Did not work 30.3 22.3 35.0 33.6

Income below poverty

Worked at any time in year 41.1 48.9 41.6 38.7

Full-year 14.0 20.9 14.5 11.4
Full-time 9.2 16.2 8.8 5.7

Pan-year 27.1 28.0 27.1 27.2

Did not work 58.7 50.8 58.4 61.3

NOTE: 'Full-year' means at least 50 weeks a year, 'full-time' at least 35 hours a week. Proportions
working and not working do not add to 100 percent because heads in the armed forces are omitted.

SOURCE: Calculated from U.S. Department of Commerce, Bureau of the Census, Money Income
and Poverty Status in the United States 1989 Series P-60, No. 168 (Washington, D.C.: U.S.
Government Printing Office, September 1990), tables 22-24.

About two thirds of adults in all categones were employed in 1989, but among the poor the figure was
around 40 percent. The difference in full-year, full-time work was 40 percent or more for the

3 Calculated from U.S. Department of Commerce, Bureau of the Census, Characteristics of the
Population Below the Poverty Line: 1984 Series, P-60, No. 152 (Washington, D.C.: U.S.
Govemment Printing Office, June 1986). table 4; idem, Money Income and Poverty Status in the
United States: 1989. Series P-60, No. 168 (Washington, D.C.: U.S. Govemment Printing Office,
September 1990), table 23.
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population, versus 16 percent or less among the poor. If we could differentiate the long-term poor and
compare them to the nonpoor. the contrast would be e%,en greater.

Such work differences directly lead to large differences in the incidence of poverty, as Table 2
shows:

TABLE 2: Poverty Rates by Work Level of Persons 15 and Over, Family and Female Heads,
and Unrelated Individuals. in Percent, 1989:

All All Camily Female Unrelated
Persons Heads Heads Individuals

Overall 10.7 10.3 32.2 19.2

Worked at any time in year 6.3 6.6 20.6 11.2

Full-year(50-52 weeks a year) 3.1 3.5 10.3 4.6
Full-time (35 hours/week or more) 2.4 2.9 7.1 2.5

Part-year(1-49 weeks a year) 13.5 19.0 43.6 28.0

Did not work 20.7 23.4 53.7 35.1

SOURCE U.S. Department of Commerce, Bureau of the Census, Money Income and Poverty Status
in the United States 1989 Senes P-60, No. 168 (Washington, D.C.: U.S. Govemment Printing
Office, September 1990), tables 22-24.

Poverty rates run higher for female heads at all work levels than for persons in general, as they must
support families unaided. but poverty declines Just as sharply for them as work effort rises. Of
course, other factors than work level determine who is poor, including skills and wages available. But
it is evident from these figures that the presence or absence of steady employment is the greatest initial
reason for poverty today, particularly among the working-aged.

Unfortunately, it is commonplace for analyses of poverty to ignore the question of work effort.
The recommendation is to increase the pay and benefits of poor adults who are already working, and to
build up income and health benefits for poor families. Almost nothing is said about how to cause more
poor parents to work steadily in any job at all. This was the problem with the recent proposals of the
National Commission on Children, which called for new children's tax credits and expanded health
care but said very little about employment.

Although this hearing is about poverty, it is worth mentioning that differences in work effort also
lie behind the much-noted trend toward greater inequality in Amenca Wages and family income have
become more unequal in recent decades, though there is dispute about how large or permanent the
trend is. One cause is relatively lower wages among the lowest-skilled workers, particularly younger
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men with limited education, and higher salaries among the well-educated.4 More important, however.
has been the fact that higher-income families have increased their work effort while lower-income
families have reduced theirs. Relative to their needs, lamilies with children in the lowest income
quintile lost 6 percent of their income between 1979 and 1989, while families in the highest quintile
gained 17 percent. The largest contributor to the change was the fact that the low-income families
earned less and the high-income earned more: shifts in benefits or taxes were much less important.5

While less equal wages were one reason for the earnings changes. a greater reason appears to be
that better-off parents are working more hours while lower-income parents are working fewer, often
because they have withdrawn from the labor force.6 As Table 3 shows, working hours (measured in
terms of equivalent full-year, full-time workers) in the top quintile of families in 1986 averaged about
seven times those in the bottom quintile. Since 1970, that gap has not risen for families overall, but it
has for families with children, including those headed by wvomen:

Table 3: Average Number of Full-Year, Full-Time Workers by Income Quintile, 1970-1986:

1970 19178 1986

All Families at All Incomes .76 .75 .76
Families with children .91 .94 .97

Mamedcouples .98 1.05 1.12
Single mothers .36 .40 .42

All Families in Too Income Ouintile 1.23 1.25 1.25
Families with children 1.28 1.36 1.42

Mamed couples 1.31 1.37 1.45
Single mothers .75 .91 .92

All Families in Bottom Income Ouitle .19 .15 .18
Families with children .42 .33 .27

Married couples .63 .62 .61
Single mothers .05 .03 .03

SOURCE: Congressional Budget Office, Trends in Family Income: 1970-1986 (Washington, DC:U.S. Government Printing Office, February 1988), table A- 15. Entries are based on tabulations ofCurrent Population Survey data, 1971 87.

4 Gary Burtless, ed., A Future of Lousy Jobs? The Changing Structure of U.S. Wages(Washington, DC: Brookings, 1990).
5 U.S. Congress, House, Committee on Ways and Means, Overview of Entitlement Programs:BackgMund Material and Data on Programs Within the Jurisdiction of the Committee on Ways andMeans (Washington, DC: U.S. Government Printing Office, May 7, 1991), pp. 1248-9.
6 Chinhui Juhn et al., 'Unemployment, Non-Employment, and Wages: Why Has the NaturalRate Increased Through Time?' (Chicago: University of Chicago: Graduate School of Business,

November 1990).
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NONWORK AND THE ECONOMY

The importance ot employment means that the causcs of poverty today have to be sought mainly

among the causes for nonwork. Exactly why do poor adults work so much less than the better-off,

c% en though they would appear to need income more'? The tradition has been to blame the economy.

II %orking-aged people are poor, the reason must be either that pay is too low to support them or that

jobs are simply not available. But expenence and research has e largely exonerated these factors.

There are 'working poor," but, as Table I suggests, they are considerably outnumbered by the

nonworking. Higher wages cannot help the nonworkers, nor is there much evidence that higher

wages would cause many of them to work more steadily than they do.7 Even among the working

poor, the main reason for poverty is that working hours for these families are below the norm for the

s'ocetv, not that their wages are low

Many blame working poverty on the minimum wage, and it is true that working at $4.25 an hour

wvill seldom support a family. But most heads of family earn well above the minimum wage, and most

minimum-wage workers can count on earnings from other family members. In 1985, only 710,000

workers at or below the minimum were the only workers in a poor family, and only 120,000 workers

at the minimum or less were working full-year, full-time and were still poor.8 Unskilled wages are

also sufficient for the majonty of welfare mothers to work their way off the rolls, if reasonable

assumptions are made about child care and child support.9

It is also probable that jobs are available to the nonworkers, at least to those seeking work at a

given time. While the recessions of the 1970s and early 1980s, plus the coming of age of the baby

boom, created a temporary surplus of jobseekers, the labor market steadily tightened during the later

1980s due to forceful job growth and the 'baby bust'--the much smaller number of young workers

now seeking jobs. The prospect is for a tight labor market to the year 2000 and beyond. That is one

reason why unemployment has yet to top 7 percent in the current recession, compared to nearly 10

percent in the downturn of the early 1980s. Another indication that jobs are widely available is the fact

that millions of immigrants, both legal and illegal, have flooded into the country in recent decades and

largely found jobs, without, apparently, diminishing the opportunities of native-born poor people.1 0

William Julius Wilson and others have argued that, even if jobs in the aggregate are available, the

urban poor cannot obtain them because most openings today are in the suburbs, not in the inner city,

or--due to 'high-tech' trends in the economy--openings today demand more education than poor

7 Among other evidence, federal income maintenance expenments of 1968-78 showed labor
supply among heads of family to be remarkably unresponsive to changes in the gains from labor.

8 Congressional Budget Office, 'The Minimum Wage: Its Relauonship to Incomes and Poverty'
(Washington, DC: Congressional Budget Office, June 1986), pp. 18-19.

9 Charles Michalopoulos and Irwin Garfinkel, 'Reducing the Welfare Dependence and Poverty
of Single Mothers By Means of Earnings and Child Support: Wishful Thinking and Realistic
Possibility' (Madison: University of Wisconsin, Institute for Research on Poverty, August 1989).

10 George J. Boijas, 'The Demographic Determinants of the Demand for Black Labor.' in IM£
Black Youth Emplovment Crisis ed. Richard B. Freeman and Harry J. Holzer (Chicago: University
of Chicago Press, 1986), pp. 195-207.
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jobseekers have.11 The mismatch theory sounds very plausible, but for 20 yearseconomists have
ailed to find much evidence for it. Poor adults work less than other people even controlling for the

proximity vo emplovment.i and most available jobs in the economy stil demand limited skils. 3

Today, dunng a recession, jobs are no doubt less available than they were two or three years
ago. Contemporary poverty, nevertheless, is very different from that of the Thirties, when most of the
dcstitute had senous job histones and sought work actively. Most of today's poor, especially the
long-term, are not just unemploved but out of the labor force enurely. They are so detached from the
economy that labor market conditions, either good or bad, have little effect on them. 'Better times" are
no longer a panacea for poverty . Between 1982 and 1989, dunng the longest boom of the postwar
era, the unemployment rate dropped from nearly 10 to 5 percent, but poverty declined only from 15 to
13 percent of the population. 14

OTHER BARRIERS TO EMPLOYMENT

Other explanations for poverty look, not to economic conditions, but to impediments of a more
social or personal nature that may keep the poor jobless. The evidence for these is weak as well.

Most of the poor are nonwhite. Are they denied employment by racial discrimination? It is true
that many employers are hostile to low-skilled blacks. but the feeling is based mainly on unfortunate
expenences with these workers rather than racism in the usual sense, the view b"at blacks are
inherently infenor.i5 Bias unrelated to personal ments also occurs, but the victims most often seem to
be blacks in 'better" jobs who, though they may be hurt, are seldom at nsk of poverty. Some bias of
an invidious kind is still detectable against black youth,but it is not of an order that could explain why
unemployment is typically twice as high among black youth as white. 16

i William Julius Wilson, The Truly Disadvantaged: The Inner Citv. the Underclass, and PublicPolicy (Chicago: University of Chicago Press, 1987).
12 Christopher Jencks and Susan E. Mayer, "Residential Segregation, Job Proximity, and BlackJob Opportunities," in Inner-City Poverty in the United States ed. Laurence E. Lynn, Jr., and MichaelG.H. McGeary (Washington, DC: National Academy Press, 1990), ch. 5.
13 George T. Silvestn and John M. Lukasiewicz, "Occupational Employment Projections: the1984-95 Outlook," Monthly Labor Review 108 (no. 11, November 1985): 42-57.
14 U.S. Department of Labor, Bureau of Labor Statistics, Employment and Earnings 38 (no. 1,January 1991): 162; Bureau of the Census, Monev Income 1989. table 19.
1i Joleen Kirschenman and Kathryn M. Neckerman, "'We'd Lov e to Hire Them, But. . .': The

Meaning of Race for Employers," in The Urban Underclass ed. Chnstopher Jencks and Paul E.Peterson (Washington, DC: Brookings, 1991), pp. 203-32
16 Margery Austin Tumner et al., "Opportunities Denied, Opportunaties Diminished:

Discrimination in Hinng" (Washington, DC: Urban Institute, May 1991), found that white youth
advanced further in the hiring process than blacks in 20 percent of cases in Chicago and Washington,
D.C., while blacks did so in 7 percent In a survey in Boston in 1989, 80 percent of disadvantaged
black youth said bias had posed no problem for them, and only 5 percent said it was a senous
problem. See Richard B. Freeman, 'Help Wanted: Disadvantaged Youth in a Labor Shortage
Economy' (Cambridge, MA: National Bureau of Economic Research, October 1, 1989), figure 4.
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A theory favored by conservatives is that the dependent poor are kept from working because
'elfare 'pays" them more to avoid employment than to seek it. But research has shown that the

"disincentives" in sellare are too weak to explain the very large difference in work effort between the
poor and nonpoor. It looks like welfare mothers, especially the long-term, sould work very litle even

if AFDC there cut back mdicallvoresenabolished.17 A related idea has been that mothers avoid
working lest they leave wellare and lose the Medicaid health coverage for their children that goes with
welfare. But the lure ol Medicaid does not appear to make people more dependent than they would
otherwise be 18

Are poor mothers prevented from working by large families? In 1989, 71 percent of welfare

mothers had only one or two children.19 By lack of child care? No theory is more popular than this.
However, child care is more available and affordable than most people think. Public debate assumes

that costly government child care centers are necessary fbr mothers to work, but most working

mothers, including welfare recipients when they work, use care by frends and relatives and pay little
for it In 1987, only 9 percent of child care arrangements relied on child care centers or nursery

schools (only 24 percent involving children under 5). Two-thirds of the arrangements cost nothing at
all, and the rest averaged only $49 a week.20 . In most localities, the facilities already exist to
accommodate poor children should their parents choose--or be required--to work at higher levels. 2t

Are poor adults too disadvantaged or disabled to be employable? It is true that they have less
education and more disabilities than the population as a whole. The trouble is that the nonworkers do

not appear to differ much from a great many other low-income people who are working. Many
welfare mothers appear to be dependent for reasons that their measurable features do not explain.22

My own view is that psychology is more important than either economics or demographics. The

senously poor fail to work mostly because they are demoralized. They want to work in pnnciple, but
they feel that the low-paid jobs they are offered are unfair, or they are defeated by the complex logistics
of finding ajob and arranging their pnvate lives for employment. These reactions are exacerbated by

living in the inner city.23 They are also most common, very naturally, among groups that have

traditionally lacked opportunity in America, notably blacks and Hispanics. Largely as a result,.these
groups account for most of the long-term poor.

i7 Robert Moffitt, 'An Economic Model of Welfare Stigma," Amencan Economic Review 73
(no. 5, December 1983): 1023-35.

18 Rebecca M. Blank, "The Effect of Medical Need and Medicaid on AFDC Participation,"
Journal of Human Resources 24 (no. 1, Winter 1989): 54-87.

19 Committee on Ways and Means, Overview of Entitlement Programs, p. 622.
20 U.S. Department of Commerce, Bureau of the Census, Who's Minding The Kids? Child Care

Arrangements: Winter 1986-87, Senes P-70, No. 20 (Washington, DC: U.S. Government Printing
Office, July 1990), p. 14.

21 Ellen Eliason Kisker et al., The Child Care Challenge: What Parents Need and What Is
Available in Three Metropolitan Areas (Princeton: Mathematica Policy Research, February 9, 1989).

22 Moffitt, "Economic Model of Welfare Stigma"; N.A. Barr and RE. Hall, "The Probability of
Dependence on Public Assistance," Economica 48 (1981): 109-23.
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I do not mean that 'barriers' to opportunity in America are a myth, but they largely explain
inequality rather than nonwork. That is,.differences background, particularly in education, do
influence why some people 'succeedin competitive terms if they work and others do noL Barriers.
however, seldom explain a failure to work at all, which is the much'greater problem among the poor.

POLICY IMPLICATIONS

The most straightforward way to abolish poverty would be to transfer more resources to the
poor. That, in essence, is that the National Commission on Children has proposed. Among experts,
the urge to do this is strong, particularly to help children, whom everyone feels are the innocent
victims of poverty. But this course is impolitic exactly because so much of poverty is rooted in
nonwork.. The public will not accept higher benefits for poor families until the parents work closer to
normal hours. Politically, children may be 'deserving,' but they are hostage to adults who are seen as
.undeserving.' The work problem is a lion in the path blocking greater generosity toward the poor.

Thatproblem is difficult to solve exactly because.the search for 'barriers' to opportunity has not
come up with much. Merely to expand opportunity for the poor will not solve the work problem,
because opportunity already seems to be widely available. Policiaes that took this tack have had little
effect. Very briefly, efforts to strengthen support services or 'work incentives' in welfare (chiefly by
allowing working recipients to keep more of their benefits) have shown little effect on work levels,
while voluntary training and employment programs have shown only small effects on work levels or
earnings. The same was true of CETA and other programs that offered government jobs to the jobless
during the 1970s; the clients seldom 'transitioned' to employment in the private sector. The trouble
with most of these programs was that they sought to raise the rewards of working without confronting
the failure of poor adults to work steadily in the jobs they could already get, which is much the greater
cause of poverty.2 4

Increasingly, policy has turned toward requiring work of people dependent on the government.
Since 1967, work requirements in AFDC have become increasingly stnngent. In theory, recipients
judged employable are supposed to work, look for work, or enter training as a condition of support.
Traditionally, these requirements were little enforced, but the Family Support Act (FSA) passed in
1988 has a good chance to change that Under the act, states will have to involve a substantial share of
their employable recipients in work or training programs by 1995.

23 Christopher Jencks and Susan E Mayer, 'The Social Consequences of Growing Up in a Poor
Neighborhood,' in Inner-Citv Poveny. ed. Lynn and McGeary, ch. 4.

24 Lawrence M. Mead, Beyond Entitlement The Social Obligations of Citizenship(New York.
Free Press, 1986), chs. 2-3. For a recent review of antipoverty policy, see Phoebe H. Cottinglram
and David T. Ellwood. eds., Welfare Policy for the 1990s (Cambridge. MA: Harvard University
Press. 1989).
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These 'workfare" programs have shown promise.25 Most have encountered only minor
problems with lack of jobs or child care or other "bamers." Most have recorded as good impacts on
earnings and employment as voluntary programs, often better, though none has yet reduced
dependency by much.26

More important, workfare raises the share of the employable recipients who are working,
looking for work, or training quite sharply, by two times or more.27 The dependent, apparently,
respond more strongly to the demands of public authontv than they do to the opportunity to work.
The main determinant of whether they go to work is simply whether they are required to participate in
work programs; that is so even allowing for the supposed bamers to work, including the availability of
jobs and the background of the clients. The higher the participation rate in workfare, the higher work
levels will rise28

My main recommendation for overcoming poverty is simply to enforce work requirements.
Congress should see that FSA is fully implemented and resist pressure from localities to relax the
participation standards set in the act. Inevitably, such requirements now bear mainly on women, as
most adult recipients of welfare are single mothers. I would attempt to qualify more fathers for
workfare, 29 but work enforcement for men mainly involves institutions outside welfare. It means
better law enforcement to suppress alternatives to legitimate jobs, particularly the drug trade, and
improving the schools so that more poor youth will learn skills and good work habits at a formative
age. Secondanly, child support should be more fully enforced, if necessary by requiring absent
fathers without earnings to enter work programs so they could pay child support judgments.

These steps would speak directly to the main public concern about the poor, that they show more
effort on their own behalf. Once work levels rose, poverty levels would fall, and the remaining poor
would appear more "deserving." Support for better benefits for them would then be much stronger
than it is now. In short, more poor adults must become workers before more can be done to help poor
families or children.

25 1 use "workfare' here to mean work programs for welfare recipients that offer a range of
options, not only unpaid work in government jobs.

26 U.S. General Accounting Office, Work and Welfare: Current AFDC Work Programs and
Implications for Federal Policy (Washington, DC: U.S. Government Printing Office, January 1987).
For a review of evaluations by the Manpower Demonstration Research Corporation, see Judith M.
Gueron, "State Welfare Employment Initiatives: Lessons from the 1980s," Focus. vol. I1, no. I
(Spring 1988), pp. 17-24. Sufficient jobs have been lacking in some rural areas, but not in the cities
where most poor people live.

27 Lawrence M. Mead, "Should Workfare Be Mandatory? What Research Says," Journal of
Policy Analysis and Management 9 (no. 3, Summer 1990): 400-4.

28 Lawrence M. Mead, 'The Potential for Work Enforcement A Study of WIN," Journal of
Policy Analysis and Management 7 (no. 2, Winter 1988): 264-88.

29 That means bringing more fathers into welfare. FSA required that states cover fathers in intact
families but kept a requirement that such fathers work less than 100 hours a month. I would relax that
rule so that more men could work and be supplemented by welfare if necessary, as working mothers
already are.
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Representative SOLARZ Well, thank you very much for another very
thoughtful statement; much food for thought. We will be exploring what
you have to say in the question and answer period.

Mr. Farrell, you're the clean-up hitter here, your chance to hit it out
of the ballpark. The bases are loaded.

STATEMENT OF WALTER FARRELL, PROFESSOR OF
EDUCATIONAL POUCY AND COMMIUNITY STUDIES,

UNIVERSITY OF WISCONSIN, MILWAUKEE; NATIONAL RESEARCH
AFFILIATE, CENTER FOR THE STUDY OF URBAN POVERTY, UCLA

Mr. FARREL Hopefully I'll get a single.
Mr. Chairman and Representative Ainey, on behalf of my research

colleagues at UCLA, Professors James Johnson and Melvin Oliver, I am
pleased to have this opportunity to testify before you today.

During the 1980s, there was renewed interest in the issue of poverty
among social scientists and policymakers. This resurgence was stimulated
by reports that the family life of black Americans, in particular, had
continued to deteriorate and that the incidence of black poverty had
increased sharply. This occurred despite the implementation during the
1960s of antipoverty, affirmative action, and a range of other antidiscrim-
ination programs aimed at improving the life chances of blacks and other
disadvantaged minorities.

In these remarks, we shall briefly examine the contemporary poverty
situation and black Americans, with the focus on the following areas:
current black poverty rates and their feminization; the nature of black
poverty change; black poverty, unemployment and underemployment; and
black poverty and educational attainment. These issues are discussed in
serial order.

Between the late 1960s and the early 1980s, according to statistics
compiled by the U.S. Bureau of the Census, the black-white income gap
widened, and the number of black families headed by single mothers
increased by 150 percent, compared to a 105 percent increase in the
number of white families headed by single mothers. By 1984, nearly 60
percent of all black households with children were female-headed, com-
pared to 20 percent of all white families. And the poverty rate for black
families, 60.9 percent, was virtually the same as it was 14 years earlier in
1970 at 60.8 percent.

Whereas conservatives see welfare as causing high rates of single
female-headed households, Professor William Julius Wilson sees high
ratios of black male joblessness as the primary causal agent. In addition,
J. Harvey Brennar, Professor of Economics at the Johns Hopkins Univer-
sity, has made similar observations for the larger community in a series
of studies for the Joint Economic Committee during the 1970s and 1980s,
which estimated effects of economic change on social well being.

Now, given the low ratios of eligible black men to black women in
many central city communities, Wilson finds single female-headed house-
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holds to be a function of the inability of black men to economically form
and maintain two-parent families.

While, conservatives concentrate on the values implied in having a
child out of wedlock, Wilson stresses the combination of demographic
and economic pressures affecting the black community. As he notes, and
I quote, "The black illegitimacy ratio has increased precipitously in recent
years, not because the rate of extramarital births has substantially in-
creased but because the percentages of women married and the rate of
marital fertility have both declined significantly."

Moreover, there is considerable evidence that shows that over the last
two decades these and other poor families have become increasingly
concentrated in inner-city ghetto communities, where the incidence of
aberrant or so-called underclass behaviors-that is, out of wedlock births,
family disruption, long-term welfare dependency, and illegal activities
revolving around gang activity, drug trafficking and other criminal
acts-is extremely high. It is this concentration of poor blacks in inner-
city or ghetto neighborhoods, which are isolated both socially and geo-
graphically from the mainstream of American society, that distinguishes
contemporary black poverty from its historical antecedents.

The concern with the growth and development of these concentrated
poverty communities and the underclass has been driven by the nation's
preoccupation with the increasingly disorganized and potentially volatile
behaviors that have emanated from our urban centers.

Emphasizing the socially disorganizing effects of long-term welfare
dependency, Murray and others tend to concentrate their attention on the
rise in out-of-wedlock births, and the seemingly intergenerational trans-
mission of poverty and welfare dependency occurring in these communi-
ties.

The central causal factor in the conservative model of the development
of the underclass then is welfare. According to this view, welfare policy
has shifted the nature of incentives for inner-city inhabitants away from
engagement in the labor market and toward a dependency on public
assistance. It is asserted that the underclass is created by a system where
it is more profitable to collect money from the government dole than to
work. The increase in black, single motherhood is often cited by conser-
vatives as the direct consequence of rising welfare payments.

From our perspective, any theoretical model that posits changes in
welfare policy as the primary causal agent in the development and growth
of the underclass is flawed. There is, in fact, considerable evidence that
seems to dispel the direct causal link between welfare and the growth of
an economically disadvantaged population. The findings of Ellwood and
Summers reflect the conventional wisdom of many poverty researchers on
this issue. In their study, they concluded that:

... government transfer policies do not seem to be responsible for a large part
of the problems of the disadvantaged: We found no support for the hypothesis
that disability policies had seriously distorted the work patterns of older men;
we found no evidence that AFDC was a major cause of family structure



75

changes; and we saw no indication that the problems of black youth were
linked to the current welfare policies.
In view of this contrary evidence, we need to critically examine the

theoretical models developed by analysts who view joblessness and other
economic issues as central in providing the foundation for the growth of
concentrated poverty communities and underclass behaviors in our urban
centers.

The best known and economically informed theoretical discussion of
these issues is found in the works of William Julius Wilson. He argues
that the development of an underclass is the direct consequence of chang-
es in the economic structure of society. Among the changes having the
most farreaching impact are the increasing polarization of the labor market
into low- and high-wage sectors, and the relocation of manufacturing
industries out of the central cities.

The economic consequences of these changes for undereducated and
unskilled inner-city residents is a reduction in the opportunity to work in
jobs that pay a living wage. The simultaneous coming of labor-market age
of large numbers of black youth and the sharp increase in the number of
new workers in the labor market-women and newly arriving foreign
immigrants-creates a situation that is aggravated by the previously
described economic restructuring.

Black males in many central city communities have become superflu-
ous, at least in terms of potential labor force participation. Therefore, it
is the rate of joblessness among this sector of the population that many
view as an important contributor to the expanding concentration of
poverty and underclass status.

Being trapped in communities that are bereft of mainstream role
models, black inner-city residents in concentrated poverty areas and others
find it difficult to aspire to mainstream norms and conventional patterns
of behavior. Crime can become a way of life, as the economic rewards of
a few successful petty hustlers take the place of the gainfully employed
male role model. An ecological niche that affords few positive role
models, no economic opportunity, poor schools, and access to few mar-
riageable partners can produce the types of behavior patterns that, when

,viewed from the outside, appear to provide support and/or evidence for
the-existence of a culture of poverty. But viewed from the inside, howev-
er, it simply reflects a "system of constraints." In short, conditions of
extreme poverty effectively limit the opportunities available to the urban
poor and narrows their horizon.

Over the past two decades, the Nation's economy has undergone
fundamental changes in its basic structure. This restructuring includes the
decline of traditional, highly unionized, high-wage manufacturing employ-
ment, and the growth of employment in high-technology manufacturing,
informal and advanced service sectors of the economy.

These sectoral shifts in employment growth and decline have affected
various segments of the labor force in different ways. In Los Angeles, an
estimated 70,000 heavy manufacturing jobs were lost during the 1970s as
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the result of plant closings, where a disproportionate number of Hispanic
and African-American males and females were employed. Many of these
manufacturing jobs in Los Angeles and in other large cities all across this
Nation have been lost to the Mexican border towns, in what has come to
be labeled the maquiladora process, where large corporations in the U.S.
export jobs to low-wage countries with minimal or no requirements in the
areas of health care and other work rules.

Black employment losses, as a result of that decline of heavy manufac-
turing, have not been offset by the growth of employment in either the
high-technology manufacturing, advanced services, or the competitive
sector of the economy. Very few employment opportunities exist for
blacks in this latter sector. Firms in this sector survive only to the extent
that their prices remain competitive, vis-a-vis, their national and interna-
tional counterparts. Thus, they offer very low wages, have unattractive
working conditions, and often structure their work forces in illegal ways.

These firms have been able to survive because of the labor surplus
environment in which they find themselves. The influx of working wom-
en and disadvantaged migrants into the labor market has enabled them to
offer low wages to workers, who are either only temporarily tied to the
labor force, supplementing household income, or who are preferred over
blacks in such rapidly growing competitive sector industries as garment
manufacturing, subcontracting, and hospitality.

Concomitant with the deleterious effects of economic restructuring and
the steadily increasing stream of disadvantaged immigrants, urban black
males and others have been further impacted by recently implemented
policies that seek to remedy a failed and failing system of public educa-
tion. These are the so-called "get tough" policies. Such policies have led
to tightened requirements for both high school graduation and college
admission, without focusing on teacher qualifications and whether the
necessary facilities and supports are available at the primary and second-
ary school levels in our concentrated poverty communities. This has been
especially problematic for urban blacks from impoverished backgrounds,
most of whom attend economically and intellectually inferior public
schools. There is also an increased reliance on standardized tests as the
ultimate arbiters of educational success, despite the well established
cultural biases that are inherent in them.

The black underclass has thus become a major focus of both public
and social policy. The perspective presented here is designed to broaden
our knowledge and understanding of the range of factors responsible for
the growing incidence of selected underclass behaviors; out-of-wedlock
births, family disruption, criminal activity, and long-term welfare depen-
dency. This view is predicated on the premise that the high rates of
joblessness and school dropouts among black males are largely responsi-
ble for the emergence of these and other urban underclass behaviors.
Moreover, this view allows us to pinpoint the relative contribution of
factors in several policy domains-economic, education, and immigra-
tion-on black joblessness. If this perspective can be further validated, we
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will be in a stronger position to develop intervention strategies that can
effectively ameliorate these negative social outcomes.

I shall be happy to elaborate on these points further pursuant to your
questions. Thank you.

[The prepared statement of Mr. Farrell follows:]
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PREPARED STATEMENT OF WALTER C. FARRELL

COETEXPORARY POVERTY AND BLACK AMERICANSM
A PR3LIXXNARY PERSPECTIVE

(Testimony)

Kr. Chairman and Members of the Joint Economic Committee, my

name is Walter C. Farrell, Jr., and on behalf of my research

colleagues, Professor James Johnson and Xelvin Oliver of UCLA, I

am pleased to have this opportunity to testify before you today.

During the 1980s, there was renewed interest in the issue of

poverty among social scientists and policymakers. This resurgence

was stimulated by reports that the family life of black Americans

has-continued to deteriorate and that the incidence of black

poverty has increased sharply. This occurred despite the

implementation during the 1960s of anti-poverty, affirmative

action, and a range of other anti-discrimination programs aimed

at improving the life chances of blacks and other disadvantaged

minorities.

In these remarks, we shall briefly examine the contemporary

poverty situation and black Americans with a focus on the

following areas: (1) current black poverty rates and their

feminization, (2) the nature of black poverty change, (3) black

poverty, unemployment and under-employment, and (4) black poverty

and educational attainment. These issues are discussed in serial

order.
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current Black Poverta Rate. and Their Feminisatlop

Between the late 1960s and the early 1980s, according to
statistics compiled by the U.S. Bureau of the Census, the
black/white income ratio widened, and the number of black
families headed by single mothers increased by 150% (compared to
a 105% increase in the number of white families headed by single
mothers). By 1984, nearly 60% of all black households with
children were female-headed (compared to 20% of all white
families), and the poverty rate for black families (60.9%) was
virtually the same as it was 14 years earlier in 1970 (60.8%)
(Nicholas-Casebot, 1988).

Whereas conservatives see welfare as causing high rates of
single female-headed households (Murray, 1984), Wilson (1987)
sees high ratios of black male joblessness as the primary casual
agent. Given the low ratios of eligible black men to black women
in many central city communities, Wilson finds single female-
headed households to be a function of the inablility of black men
to economically form and maintain two-parent families.

While conservatives concentrate on the "values" implied in
having a child out-of-wedlock, Wilson stresses the combination of
demographic and economic pressures affecting the black community.
As he notes, "The black 'illegitimacy ratio' has increased
precipitously in recent years not because the rate of extra-
marital births has substantially increased, but because the
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percentage of women married and the rate of marital fertility

have both declined significantly" (Wilson, 1987,p.67).

Moreover, there is considerable evidence which shows that,

over the last two decades, these and other poor families have

become increasingly concentrated in inner city ghetto communities

where the incidence of aberrant or so-called "underclass

behaviors" (e.g., out-of-wedlock births, family disruption, long-

term welfare dependency, and illegal activities revolving around

gang activity, drug dealing and other criminal acts) is extremely

high. It is this concentration of poor blacks in inner-city or

ghetto neighborhoods which are isolated, socially and

geographically, from the mainstream of American society which

distinguishes contemporary black poverty from its historical

antecedents.

The concern with the growth and development of these

concentrated poverty communities and the underclass has been

driven by the nation's preoccupation with the increasingly

disorganized and potentially volatile behaviors that have

emanated from our urban centers (Lemann, 1986). Conservative

commentators were among the first to document and describe these

behaviors, at least in terms of their policy relevance.

Emphasizing the socially disorganizing effects of long-term

welfare dependency, Murray (1984) and others tend to concentrate



81

their attention on the rise in out-of-wedlock births and the

seemingly intergenerational transmission of poverty and welfare

dependency occurring in these communities.

In a similar vein, conservative analysts also see as one of the

driving forces behind the growth of the underclass the

dysfunctional and under-developed nature of inner city social

institutions.

The central casual factor in the conservative model of the

development of the underclass, then, is welfare. According to

them, welfare policy has shifted the nature of incentives for

inner city inhabitants away from engagement in the labor market

and toward a dependency on public assistance. In their view, the

underclass is created by a system where it is more profitable to

collect money from the government dole than to work. The increase

in black single motherhood is often cited by the conservatives as

the direct consequence of rising welfare payments.

From our perspective, any theoretical model that posits

changes in welfare policy as the primary causal agent in the

development and growth of the underclass is flawed. There is, in

fact, considerable evidence which seems to dispel the direct

causal link between welfare and the growth of an economically

disadvantaged population. The findings of Ellwood and Summers

(1986, p. 102) reflect the conventional wisdom of many poverty



82

researchers on this issue. In their study, they concluded that:

government transfer policies do not seem to be
responsible for a large part of the problems of the
disadvantaged: we found no support for the hypothesis
that disability policies had seriously distorted the
work patterns of older men; we found no evidence that
AFDC was a major cause of family structure changes; and
we saw no indication that the problems of black youth
were linXed to current welfare policies.

In view of this contrary evidence, we need to critically

examine the theoretical models developed by analysts who view

joblessness and other economic issues as central in providing the

foundation for the growth of concentrated poverty communities and

underclass behaviors in our urban centers.

The best known and economically informed theoretical

discussion of these issues is found in the works of William

Julius Wilson (1978;1987). He argues that the development of an

underclass is the direct consequence of changes in the economic

structure of the society. Among the changes having the most far

reaching impact-are the increasing polaristion of the labor

market- into low wage and high wage sectors, and the relocation of

manufacturing industries out of the central cities.

The economic consequences of these changes for under-

educated and unskilled inner city residents is a reduction in the

opportunity to work in jobs which pay a living wage. The

simultaneous coming of labor market age of large numbers of black
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youth and the sharp increase in the number of new workers in the
labor market (i.e., women and newly arriving foreign immigrants)
creates a situation which is aggravated by the previously
described economic restructuring.

Black males in many central city communities have become
superfluous--at least in terms of potential labor force
participants. Therefore, it is the rate of joblessness among this
sector of the population that many view as an important
contributor to the expanding concentration of poverty and
underclass status. Transformation* in the economy have placed
many people outside of the existing labor market and have
encourged them to combine benefits from welfare and participation
in the illicit sector of the economy as an alternative way to
make a living.

Nature of-alack Pover-ty chane

Being trapped in communities that are bereft of mainstream
role models, black inner city residents in concentrated poverty
areas find it difficult to aspire to mainstream norms and
conventional patterns of behavior. Crime can become a way of
life, as the economic rewards of a few successful petty hustlers
take the place of the gainfully employmed male role model. An
ecological niche that affords few positive role models, no
economic opportunity, poor schools, and access to few
marriageable partners can produce the types of behavior patterns
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which, when viewed from the outside, appear to provide support

and/or evidence for the existence of a culture of poverty. Viewed

-from the inside, however, it simply reflects a "system of

constraints."

In short, conditions of extreme poverty "effectively limit

the opportunities available to the urban poor and narrows their

horizon" (Johnson and Oliver, 1991, p. 4).

Black Poverty. UMeaulovue and Under-emnloymbnt

Over the past two decades, the nation's economy has

undergone fundamental changes in its basic structure (Bluestone

and Harrison, 1982; Kasarda, 1989). This restructuring includes,

the decline of traditional, highly unionized, high wage

manufacturing employment, and the growth of employment in high

technology manufacturing, informal, and advanced service sectors

of the economy.

These sectoral shifts in employment growth and decline have

affected various segments of the labor force in different ways.

Blacks have been negatively impacted by the restructuring of

economic opportunities (Kasarda, 1989; Squires, 1982). In Los

Angeles, an estimated 70,000 heavy manufacturing jobs were lost

during the 1970s as a result of plant closings (Oliver, Farrell

and Johnson, 1990). The majority of plants that were closed were

concentrated in low-income black and Hispanic communities.
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Over 200 Los Angeles based firms set up production facilties

in Mexican border towns during this period. Such capital flight

from Los Angeles and other major U.S. cities, in conjunction with

plant closings, has essentially cut-off black access to what were

formerly good paying, unionized jobs (Bluestone and Harrison,

1982; Squires, 1982; Farrell, Johnson and Oliver, 1991).

Black employment losses as a result of the decline of heavy

manufacturing have not been offset by the growth of employment in

either the high technology manufacturing, advanced services, or

the competive sector of the economy. Very few employment

opportunities exist for blacks in this latter sector; firms in

this sector survive only to the extent that their prices remain

competitive vis-a-vis their national and international

counterparts. Thus they offer very low wages, have unattractive

working conditions, and often structure their workforces in

illegal ways.

These firms have been able to survive because of the "labor

surplus enviornment" in which they find themselves (Farrell,

Johnson and Oliver, 1991). The influx of working women and

disadvantaged immigrants into the labor market has enabled them

to offer low wages to workers who are either only temporarily

tied to the labor force, supplementing household income, or who
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are preferred over, blacks in such rapidly growing competitive

sector industires as garment manufacturing, subcontracting, and

hospitality. (Farrell,-Johnson and Oliver, 1991).

Black loverty and Educational Attainment

Concommitant with the deleterious effects of economic

restructuring and the steadily increasing stream of disavantaged

immigrants, urban black males have been further impacted by

recently implemented policies which seek to remedy a failed

system of public education. In the process of dissecting and

challenging the "crisis" in American education, educators and

policymakers have instituted procedures that educationally

disenfranchise large numbers of inner city black (and other

minority) youth. These are the so-called "get tough" initiatives

(Orfield, 1988).

Such policies have led to tightened requirements for both

high school graduation and college admission without focusing on

teacher qualifications and whether the necessary facilities and

supports are available at the primary and secondary school

levels. As a number of recent studies point out (Orfield, 1988;

Astin, 1982), this has been especially problematic for urban

blacks from impoverished backgrounds,most of whom attend

economicically and intellectually inferior inner city schools.

There is an increased reliance on standardized tests as the
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ultimate arbiters of educational success, despite the well
established cultural biases that are inherent in such tests.

Smmr
The black underclass has become a major focus of both public

and social policy. The perspective presented here is designed to
broaden our knowledge and understanding of the range of factors
responsible for the growing incidence of selected underclass
behaviors (i.e., out-of-wedlock births, family disruption,
criminal activity, and long-term welfare dependency). It is
predicated on the premise that the high rates of joblessness and
school drop-outs among black males are largely responsible for
the emergence of these and other urban underclass behaviors.
Moreover, this view allows us to pinpoint the relative
contribution of factors in several policy domains--economic,
education, and immigration--on black joblessness. If this
perspective can be further validated, we will be in a stronger
position to develop intervention strategies that can effectively
ameliorate these negative social outcomes.
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Representative SoLARzI Thank you very much, Mr. Farrell, for offering
yet another perspective on this vexing problem.

Congressman Armey, why don't you go ahead, and then I will watch
the fireworks and try to pick up the pieces.

Representative ARMEY. Well, thank you Mr. Chairman.
Let me say at the outset that I am an economist by trade; I am not a

labor economist; I am not a macroeconomist; I am not a national income
economist I am what I like to call a real economist, a microeconomist by
trade. But you know in that regard as a microeconomist, the most fasci-
nating part of our discipline-and I hope you will forgive me my little
microeconomic chauvinism here-but I believe over the years that you
really frankly cannot be a good economist unless you are at least a pretty
decent amateur psychologist, because we are really looking at trying to
understand human action, if I can go one of the better titles in our won-
derful literary history. Sooner or later, it seems to me, we boil down.

I want to come back to that point because I think you are talking about
psychology, social psychology. Mr. Mead, you made a big important
point. And it seems to me, to some extent, we have divided the testimony
in such a way that the first two witnesses, at least, caused me to think in
terms of the empirical problems of gathering an accurate data base,
making good measurements and, in effect, get a clear picture of where we
are. And there has been, of course, as you might have noticed, something
of a fight going on here in Washington. How do we, in fact, keep our
data; what data base do we use?

Chairman Solarz and I were talking on the way over on one of our
trips to vote that if we are going to talk about, say, income distribu-
tion-and, of course, poverty being one segment of the shares of
income-we have to look at the term you use, Ms. Ruggles, "real in-
come." And I think an awful lot of our official reporting statistics don't
really do that. It seems to me that if I want to talk about a comparison
between my income and Mr. Farrell's income, or my family versus his
family, we have to really, in the final analysis, get down to what basket
of goods are available for my family as compared to what are available.
And since these are real families, they must be real goods, real food, real
clothing and so on. It strikes me that all too often some of these income
comparison data report in terms of earned income, at any of the quintile;
that is, pretax income. Now, if you look at my pretax income, I'm doing
fine. I mean, really good. But after the government rips me off for more
than they deserve and certainly more than they'll spend wisely, my real
income for my family is reduced considerably. So that I feel, if you are
going to compare me with somebody else, compare me in terms of what
I have available to me and my family. We don't, I think, in a lot of our
data, include the after-tax income.

And then looking at the other end of the spectrum for those who
receive public assistance, we look at their cash income and probably again
count before tax, making the same methodological error, I would argue.
But we look at that sans benefits so that, in fact, if we're looking at the
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bottom quintile and we are not saying, well, what benefits did they
receive, then we have the same problem.

Ms. Ruggles, you raised an interesting point. You are saying if you
modernize our whole way of measuring benefits, measuring real income,
you would find that our percentage of people in the lower quintile-I am
sorry-in the poverty level, with the more realistic definition would go
up. I guess my question is, do we really get from the basic sort of funda-
mental methodological get-go, do we get a real comparison of real in-
comes available to the people in the various quintiles. I don't think we do.

Ms. RUGGLES. Well, I'll tell you, the official poverty statistics published
by the Census Bureau are indeed based on cash income. But it is possible
to calculate what incomes would be after taxes and after benefits. And
calculating after taxes, of course, increases the number of people in
poverty because, of course, it reduces income just as you pointed out.
Your after-tax income is lower than your pretax income. And if you
include in-kind benefits-of course, cash benefits are already in the
census measure-things like AFDC are already in the census measure.
But if you include in-kind benefits, like food stamps and housing, it has
almost no effect on the poverty rate. It has an effect on how poor those
people are, but almost all the people who get those benefits are poor
enough, so that adding those benefits into their income doesn't push them
above even the Census Bureau's poverty line, let alone one that I think
would be more realistic.

The only thing that you can include in income that would have a big
effect-and this mostly affects the elderly-is if you count their medical
benefits as if they were cash. Now, I would say that is not a real reason-
able thing to do because you run into this problem where you're treating
people as if they were rich, or if they were essentially sicker or more
likely to be sick, and I don't think that's a very sensible thing to say. So,
I think there are real problems with counting medical benefits as if they
were cash. And if you count all the other benefits, it not only doesn't
have very much impact at all on the poverty rate, but it makes the trend
over time look slightly worse.

Representative ARMEY. Well, I think your point is well taken, but if in
fact we were to further adjust our data to include in-kind benefits from
Medicaid, then it seems to me only fair on the part of the person with
whom the comparison is being made that say we will take your income
without tax and medical expenses.

Ms. RUGGLES. Well, what you would want to do is not without medical
expenses. You want to do it without their health insurance, which is
indeed exactly how you do it now. So, in fact, we do have comparable
treatment on the poor and the nonpoor in that area.

Representative SOLARZ Would the gentleman yield forjust one minute?
Representative ARMEY. Sure, sure.
Representative SoIARz I want to make sure I understand your point.

You're saying, in effect, that if you get somebody on Medicaid who is
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hospitalized 365 days of the year in a hospital that is charging say $600
a day, and you count as income for that person the hospitalization costs
that Medicaid has to pay, that such a person, merely by virtue of being
confined to a hospital for a year, would be in the top 1 percent of income
earners in the country.

Ms. RUGGLES. That's right. And that is just not sensible.
Representative SouARz In a way, it's kind of a reverse Horatio Alger

story; if you want to zoom into the top I percent of income earners in the
country, then get a debilitating illness, and check into your local hospital
and Medicaid will put you there.

Ms. RUGGLES. That's it. In fact, the method the Census Bureau uses
doesn't exactly do that.

Representative SoLARz Back under those circumstances you would
probably have a higher income than Congressman Armey, particularly
after he pays taxes, and that would be inequitable.

Ms. RUGGLES. The Census Bureau actually uses ... it doesn't attribute
your actual hospital expenditures, but it does attribute hospital expendi-
tures for people like you so that elderly people, for example, get attributed
the average expenditures for people in their age category. And that means
that in most places, it is actually impossible for an elderly person over
about age 75 to be poor, because they would qualify for so much in
medical benefits that if you count those medical benefits as if they were
cash they are already over the poverty line.

Representative ARMEY. Well, I've already conceded the point. I think
your point is well taken, but frankly it is news to me for you to tell me
that the income distribution shares are shares that are toted up minus
insurance premiums. When I show them up in this statistic in the second
quintile where I was as a professor, that the money that I paid out for my
insurance isn't-

Ms. RUGGLES. Excuse me. I may have misspoken there. What I meant
to say was that to the extent that employers provide health insurance
that's not counted in the income of people who work.

Representative ARMEY. Frankly, through the last few years of my
academic life, I drifted into this area that's known as public choice theory
that I always like to define as the study of the aberrant behavior of public
policymakers. But it seems to me, like in the case of all choice, whether
it be choice for yourself or choice for others, you've got to have good
accurate information. If you don't have accurate information, you can't
make a rational choice. Now, we intuitively, in making choices on our
own behalf, more often than not have more accurate information than
somebody external would have. But public policy is, of course, making
a choice on behalf of other people, where the empirical data base-and
I have to tell you that I am very, very distressed about the condition of
our public data base-I think, is in awful condition.

55-478 0 - 92 - 4
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I have to say that despite the fact that the Chairman and I found it
very easy for us to reach a political truce, I think it would be productive
for both of us-

Representative SoLARZ Not a truce, a concordat.
Representative ARMEY. Even that, even in language I don't understand,

we are going to put these political things aside. Politics is in some degree,
I think, responsible for this sorry condition of our public data base, and
we have to find a way to work on that. And then we go from there to
solutions. I was fascinated by the comparison of the testimony of Ms.
Blank and Mr. Mead. The 53.7 percent, I think you said, Mr. Mead, that
the worse case in terms of a statistically definable category in your Table
2 was 53.7 percent, I believe, which were unemployed female heads of
household.

Mr. MEAD. Yes, that's right.
Representative ARMEY. I have written it down right here, unemployed

female heads of household. Now, I think that's the single worst case and
would represent over half of our poverty. You had argued that one of the
things we fundamentally need to do is to increase the participation in the
work world. We have, I think for very good reasons and understandable
reasons, a need to be concerned about the extent to which unemployed,
female heads-of-household-unmarried woman with all of the incredible
demands of parenting falling on the shoulders of one parent as opposed
to two-their ability to participate has to be reduced considerably com-
pared to two parent families. So, that the other part of the solution that
you were talking about, Mr. Mead, was that perhaps the Earned Income
Tax Credit was a way to do the Friedmanian thing-and any time you do
what Mr. Milton Friedman suggests, you are doing the right thing-and
we all agree on that. The negative income tax concept, the direct income
subsidy, would probably be very useful where you have the workers, but
as you say that doesn't address the problem. And Ms. Blank, you had an
alternative to that. I am trying to remember-a way to get income direct-
ly-direct income transfer.

Ms. BLANK. I was talking about something like a child allowance plan,
such as the National Commission on Children recently

Representative ARMEY. That's right. So, if you were not working, you
could get that direct income transfer.

Mr. MEAD. But the problem, as I indicated, is that that's not politic.
The public just doesn't accept that. And this, I think, goes back to the
understanding of poverty that we started off with. There is an unreal
quality to these technical discussions of the poverty line, because the
public really doesn't understand poverty in those terms.

On the one hand, the public is more generous than the official mea-
sure. There are a number of studies that would suggest that the public
sees about half the median income as the minimum that the family needs
to get along on. And they think, somehow, ordinary people ought to be
assured of that. So, there is a desire to flatten the bottom end of the
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income distribution and avoid the very low incomes that we sometimes
find today. In that sense, the public is more generous and would be
receptive to some of the higher poverty lines proposed by Dr. Ruggles.

On the other hand, the public confines their consideration of who
should benefit from that sort of policy to those who were seen as func-
tioning citizens. And that means people who are employed, or who have
a track record in the labor market. And that means, to a certain extent,
that the public does understand poverty in terms of the most dysfunctional
poor, the underclass, the homeless and so on, groups that we all admit are
a very small part of the overall picture. The public defines poverty as
having an element of dysfunction to it, not simply low income. And if
one defines poverty that way, then the public is likely to say that many
fewer people are poor than the economists say. They will say that there
are these people who are not functional and are somehow outside society,
but other people are functioning. So, even though the functioning poor
might be seen as needy, in a narrow economic sense, they would not be
seen as poor in the sense of being outside society. That would include a
lot of rural poor, a lot of transient poor, people who we, as economists or
policymakers, would say were poor, but whom the public would not see
as poor. The sort of people who would say that are people who lived in
the 1930s and who would say, "we had no money but we never thought
of ourselves as poor." So, simultaneously the public's idea of poverty is
broader than the official vision but also very narrow. From the public's
point of view, poverty could almost be said to have been abolished except
for these small and very troublesome groups that are extremely distress-
ing, partly because they are very visible in cities. Again, it is dealing with
that that opens the door to higher benefits. I think the reason why
the National Commission is not going to be heard very much is simply
because their proposals didn't address these employment questions seri-
ously.

Ms. BLANK. Can I make a comment on that? If we are talking purely
about the political feasibility of some form of a child allowance, there are
a lot of different ways to do this. The one thing that we clearly don't
want to do is call this welfare. The point is, it's not welfare. It is aimed
at children. And I think the political feasibility of running a program that
talks about poor children and the needs of poor children is quite different
than something like a general negative income tax. Those are two quite
different programs, and the politics of them- certainly the way you think
about them, the extent to which they might be acceptable within the
public-are potentially quite different as well.

Representative ARMEY. But you're right about the public. You know,
Milton Friedman had a wonderful experience. If you were as fascinated
by microeconomics as I was, you must have been frustrated because you
were taught both the Slutsky and the Hicks ways, and two variations of
each on how to separate the income from the substitution effect, and then
you moved on to something else and wondered why in the heck did I
learn this. But Friedman had this wonderful exercise addressing this



96

question where he demonstrated with the substitution versus income
effects that you could get more benefit to the recipient per dollar of
assistance by giving the direct income transfer and allowing that recipient
freedom of choice on the expenditure of it than by the in-kind transfer
such as the food stamps. But you run into what I call the Archie Bunker
reaction where the public tends not to trust the recipient to spend that
money wisely. Our heart goes out most quickly and most generously to
the children, but we can't give the income subsidy to the children; we
must give it to the parents, and we tend not to trust the parents. They
won't buy milk for the baby, they're going to buy beer for dad. Now,
that's the idea. I think that is an unfortunate attitudinal thing, but one that
policymakers would have to deal with, because those people with those
attitudes are the people we're going to go back and ask our job back
from. So, we can't be indifferent to them.

Now, we also have-and I think that there is good documentation
here-some reason for the public to be cynical about the extent to which
the very generous amount of their tax dollars taken for income mainte-
nance doesn't actually get to the poor. That a large portion of the money
goes to people who are not the needy, as we see them, and at the same
time a large portion of the needy don't get the money that we had hoped
would go to them. And at some place in the middle, there's a middleman
that is taking a share, and he either uses it very inefficiently or for some
purpose that would not be endorsed if it were fully disclosed.

The reason I make that point is that we tend to measure what we're
doing in terms of the total dollars appropriated, in our case, with entitle-
ment spending not appropriated but evolving and yet that, I am afraid,
might be the very measure of what really becomes assistance to those
who need it. So, if the public has this sort of schizophrenic combination
of their generosity-which I think is very real and considerable-with
their cynicism, their doubts about whether or not it will help the needy
children, either because somebody is intercepting the bucks in the mean-
time or parents can't be trusted to use them wisely if they get them, this
has to have been consequently a public concern that is resolved in the
formulation of a policy, or we will have no policy.

Ms. BLANK. I'd like to make a cross-country statement between the
United States and Canada with regard to the targeting of these programs
and trying to do them effectively. It is always difficult to do cross-country
comparisons because there are a lot of things that are different across
countries, obviously, as well as things that are similar. Over the 1980s,
Canada has gone through many of the same debates with regard to its
poor population that the United States has. They also are implementing
an increasing number of work programs, worrying about dependency
issues, etc.

Interestingly enough, one of the programs that has expanded the fastest
in the 1980s and that has not been subject to those concerns is the Child
Tax Credit Program, which explicitly gives tax credits to low-income
families with children. There is a strong sense in Canada-as I have
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talked to Canadian policymakers, statisticians, and academics-that the
targeting of that program, the naming of that program, has given it an
invulnerability that some of the general income assistance programs have
not had.

Ms. RUGGLES. If I could for a minute, I'd like to return to a point that
you made earlier and that is that, indeed, we do need to have good data,
and we do need to understand what things really look like before we can
make public policy. And it isn't, I think, realistic to make public policy
on the basis of misconceptions that are held by the public. I think it's our
role to take a more realistic look at what the data actually are. One of the
points I try to make-

Representative ARMEY. If I might just interrupt. That was a luxury that
I enjoyed immensely when I was a professor with tenure, not subject to
reelection every two years. And that is our dilemma.

Ms. RUGGLES. Yes, well I can see that that is a dilemma. Nonetheless,
I think that it is our role here to help you understand what we think the
actual facts are.

Representative ARMEY. Right.
Ms. Ruggles. And as I tried to point out in my first chart that looked

at the composition of the poverty population, what Dr. Mead said about
this nonworking population, is absolutely true. It is very, very small. By
the time you take out-Mr. Mead includes in his numbers all nonworking
female heads-the ones that are over 65 and the ones that are disabled,
you are talking about a very, very small number of people. And even
among that group, if you then eliminate the ones that also have disabled
kids, you are down to something like 3 percent of the poverty population.
This is just not very many people at all.

Representative ARMEY. Mr. Chairman, I don't want to monopolize it.
Representative SoLARz I am waiting for you to pass the baton.
Representative ARMEY. Let me pass the baton for a moment then and

maybe he will even pass it back. I want to thank you all again. To this
point, at least, this has been the most enjoyable hearing I've experienced
on this Committee, and I expect it will only continue to be. So, I will
pass it over.

Representative SoLARz. I appreciate the gentleman's yielding. I do have
a whole series of questions, but I hope the gentleman will feel free to
come in at any time, and then if you want to pursue a separate line of
questioning, let me know and I will yield to you.

Let me start out by asking if any of you could give me some perspec-
tive on the poverty rate in the United States compared to the poverty rate
in the other major industrial democracies, recognizing there are differences
of definition and the like. First of all, it is not even clear to me that the
other industrial democracies measure poverty in their own countries, and
if so, which ones and what are they compared to what we claim to be the
poverty rate here.
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Ms. BLANK Let me respond to that quickly, and then people have other
things to say. There are not a lot of cross-country comparisons because
obviously you have these problems of wanting to get comparable data and
comparable poverty lines and all of that. Timonthy Smeeding, a professor
at Syracuse, has done quite a bit of work in this. He finds the following
comparisons. I think he looks at the top eight industrialized countries,
including the United States. He finds that the United States has the
highest child poverty rates; they also have the highest poverty rates
among families with children. We fall somewhere in the middle with
regard to poverty rates among the elderly. We also have the lowest
spending on social services as a share of GDP. We have the lowest
transfer benefit levels compared to those countries that he is looking at.

Representative SoLARz. In comparing the poverty rates in these other
countries, is he taking each country's own definition of poverty?

Ms. BLANK. No. Actually, what he does is take a standardized defini-
tion.

Representative SoLARz Pardon?
Ms. BLANK. He takes a standardized definition and adjusts for purchas-

ing power differences across the countries. He is looking as closely as one
can at cross-country data equivalent definitions.

Representative SoLARz And what are the poverty rates, according to
him, in countries like England, France, Italy, Japan, Germany?

Ms. BLANK. The comparisons that he has ... I am not going to be able
to give you the exact numbers. I can provide them for you.

Representative SoLAvz Well, if you can for the record, but give us
what you can now.

[This information was subsequently supplied by Mr. Timothy Smeeding in his
prepared statement for the second hearing on poverty, "The War on Poverty, Part
2," September 25, 1991.]
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Ms. BLANK The U.S. poverty rate obviously is around one in five,
around 20 percent, if you scale that comparably using these calculations
from other countries.

Representative SOLARZ. That is his estimate. The official estimate here
is 12.8 percent, but his estimate is 20 percent.

Ms. BLANK. This is for children, I am sorry. I am talking about poverty
among children, which is one of the main things he has focused on.

Representative SoLkRz He takes our official figure then, which is 20
percent?

Ms. BLANK Yes. If you look at the equivalent numbers that then come
out of other countries, comparing as close as you can equivalent defini-
tions, you find that Sweden has the lowest poverty rate among children,
which is around 6 or 7 percent. You find that Germany and Switzerland
are somewhere there below 10 percent. Canada is around 11 percent. The
United Kingdom is around 12 or 13 percent, I believe. And Australia is
somewhere around the same as the United Kingdom.

Representative SoLARz Japan?
Ms. BLANK. Japan, he does not have on his charts. I don't think he has

comparable data with which to do that. It would be a fascinating question
to know what Japan looks like. From what we know of Japan with regard
to the income distribution, it's a much narrower distribution of income,
and there is probably a lower poverty rate.

Representative SoLARZ Did he only compare the poverty rate among
children, or did he do it among the populations as a whole?

Ms. BLANK. He looks at different groups. He looks at elderly and
children primarily. And we fall more in the middle with regard to elderly
poverty than as opposed to the higher end.

Mr. MEAD. My memory is that he does have an overall rate and, in
that respect, the United States is somewhere in the middle also. The place
-where we are clearly doing worse is children's poverty, and there are two
basic reasons for that. One of them is that the social support systems in
these other countries are more generous. And the reason for that is that
they are less work-connected. That is, those societies don't ask the ques-
tions we do about employment.

Representative SOLARZ Well, focusing just for a minute on the ques-
tion of poverty among children, 20 percent of the children in this country
live under the officially defined poverty level. Have any of you calculated
what impact it would have on the percentage of children living under
poverty if the recommendations of the Rockefeller Commission to provide
$1,000 benefit to each child were actually implemented?

Ms. BLANK I did a calculation of looking at what happens if we
.implemented the Canadian programs in the United States, taking into
.account the fact that ... I mean, that's a different issue but that does
include some of these child-benefit programs.

Representative SoLAIRz But are the Canadian benefits more or less than
what the Rockefeller Commission recommends?
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Ms. BLANK They're more.
Ms. RUGGLES. They're more, but they're in the same general ballpark.

The Canadian benefits are about
Representative SoLARz Because Ms. Ruggles made a very interesting

point, I hadn't been aware of this. You claim that when you count up all
of these in-kind benefits it really doesn't have a material impact on the
poverty rate, it simply means that people are closer to the poverty level
but are still below it.

Ms. RUGGLES. That's right.
Representative SoLARz Would the same be true for the children living

in poverty if they got this $1,000 or would it take 50 percent of them
above the poverty level?

Ms. RUGGLES. I don't really know the answer to that. When you do
your estimates of what the Canadian-type child allowance-which is
about $1,500-

Ms. BLANK. My estimates include that plus social allowances, which
also have higher amounts, we get poverty among female-headed families
down to 15 to 20 percent, and that's taking into account labor supply
effects-

Representative SoLARz Where, in Canada or here?
Ms. RUGGLES. Here.

Ms. BLANK If you implement Canada in the United States.
Representative SOLARZ You bring it down to 15 or 20 percent from

what?
Ms. BLANK From 43 percent.
Representative SOLARZ. So, you more than cut it in half?
Ms. BLANK. Yes.
Representative SoLAaZ. If you have the Canadian package?
Ms. BLANK. Yes. Now, that includes both this $1,500 in child-benefit

programs plus slightly higher social assistance, so that is more than you
would get from a family allowance.

Representative SoLARz. Here in the United States, what percentage of
the poor are elderly and what percentage of the poor are children, and
what age do you cease to be a child?

Ms. RUGGLES. Eighteen.
Representative SOLARZ. Eighteen, OK.
Ms. RUGGLES. About 40 percent of the poor are children and almost 11

percent are 65 or over.
Representative SoLAaz So, that's roughly 50 percent.
Ms. RUGGLES. Right there.
Representative SOLARz So, the other 50 percent are of working age?
Ms. Ruggles. RIGHT. And half of them work.
Representative SOLARZ. Half of them work?
Mr. MEAD. Rather, they have earnings.
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Representative SoLARZ. Well, that leads me to another question I want
to ask. What percentage of the poor in the country are working?

Ms. RUGGouS. About 25 percent of the poor are between the ages of 18
and 64 and working.

Representative SoLARz Now, 25 percent?
Ms. RUGGLES. Yes.
Representative SoLuz. Now, if you add the children of these working

people or part of the overall poverty percentage-
Ms. RUGGLES. About two-thirds of the kids in poverty have at least one

family member who works.
Representative SoLARz The kids can't work as that is against the law.

So, it seems to me if you're calculating the percentage of the poor people
in the country who are working poor, you have to include not only the
people who are working themselves but their dependents. So, if you add
the dependents-you said the number of people who are actually working
among the poor population is 25 percent-what does it go up to?

Ms. RUGGLES. It would be plus two-thirds of 40 percent, so-
Representative SoLARz You're flinging numbers around like
Ms. RUGGLES. It would be up to about 55 percent. And then if you add

the ones that are retired, which is another group that most people don't
expect to work, that would add another 11 percent. So, you would be up
around two-thirds of the poverty population just with those groups right
there.

Representative SoLARz OK. And what percentage of those who are
working are poor?

Ms. Ruggles. What percentage of-
Representative Solarz. Those who are working are poor?
Ms. Ruggles. A much smaller percentage of those who are working are

poor, as you would expect.
Representative Solarz. What is it, 5 percent, 10 percent?
Ms. Ruggles. I think it is about 8 percent.
Mr. Mead. The nearest approximation to the figures that you want are

in my Tables 1 and 2. They are not precise, but that's what these tables
are designed to do. Now, it is true these are all poor people 15 and over,
not simply people of normal working age. And within that group, 41
percent have earnings of some kind during the year. Fifty-nine percent,
therefore, are not working during the year. That includes elderly, that is
true. It doesn't include children below 15.

Representative SoLARz Now, I think Ms. Blank made the point that
real wages among unskilled workers declined in the 1980s. Why was
that? I didn't quite understand.

Ms. BLANK. You're not alone.
Representative ARMEY. May I interrupt? Now, is this going to be a

discussion of real wages or is it going to be a discussion of money
wages?

Ms. BLANK I will discuss only real wages.
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Representative ARMEY. Total compensation, OK.
Ms. BLANKC And real wages declined, I think that's clear.
Representative ARMEY. Thank you.
Representative SoLARz. Real wages among unskilled workers in the

1980s declined?
Ms. BLANK Yes.
Representative SoLARz. Is that the first time in American history that

that has happened?
Ms. BLANK It's not the first time in American history that it has

happened. It is probably the first time it has happened during a sustained
economic expansion like the late 1980s, so far as we have data.

Representative SoLARz It's the first time since the end of the Second
World War?

Ms. BLANK Yes, absolutely.
Representative SoLARz And real wages for other Americans went up?
Ms. BLANK The income distribution, you see exactly-
Representative SoLARL No, for skilled.
Ms. BLANK For skilled, you see a strong-
Representative SoLARz What is your definition of unskilled labor?
Ms. BLANK Most of the people who look at this divide it by education-

al background. Unskilled labor is typically people either without a high
school degree or with only a high school degree, so that skilled work
becomes people with some college, college or post-college education.

Representative SOLARZ Well, give me a dozen examples of typical
unskilled jobs that meet this definition.

Ms. BLANK. Yes, I mean, unskilled jobs include everything from
various forms of janitorial services within plants; many of your service-
sector jobs; many of your people who would work at such places as
clerks in retail establishments or fast food establishments; it would include
a number of clerical jobs that are relatively straight forward. It also
includes a substantial number of production-line-type manufacturing jobs,
which, of course, are shrinking in this economy, but which have been a
major conduit of good jobs for less-skilled work.

Representative SoLARz Now, why do you think the wages of these
people-the real wages-declined in the 1980s when the wages for skilled
work were going up? By the way, was this decline in real wages for
unskilled workers true in other industrial democracies?

Ms. BLANK. Yes, it was actually. One of the interesting things is that
this is happening in Canada; it is happening in Germany; it is happening
in the U.K. From what we know it is not happening in Japan. Those are
the countries for which I know there have been some pretty good studies
done. It is happening more strongly in the United States than some of
those other countries, but it is an international trend.

Representative SoLARz It is happening elsewhere except for Japan.
Ms. BLANK Except for Japan.
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Representative SoLARz Tell me why do you think it is happening here
and why it is not happening in Japan?

Ms. BLANKC If I had an absolutely final amswer to that, I would be a
more famous economist than I am.

Let me tell you what I think is correlated with the trend. The evidence
that we have right now says the following things are happening. The
overall statement is that demand in the labor market has shifted away
from less-skilled workers. The underlying reasons for that include changes
in international competitiveness, which have moved a lot of previously
unskilled jobs out of the United States and decreased demand for that
group here. It relates to technological change

Representative SOLARZ. Well, that explains why jobs are lost, but it
doesn't-it seems to me-explain why the jobs that remain are getting
paid less. Presumably, employers don't hire people unless they feel the
need for them. Now, they may have once needed 100, and now they only
need 10. But if they didn't need the 10, they wouldn't hire them.

Ms. BLANK. What has happened is that within the manufacturing sector,
you found a shrinkage of these sorts of relatively well-paid, low-skilled
jobs. Now, those workers had to go somewhere. Where those workers
have gone has been largely to the service sector. That has increased the
number of workers in the service sector that are lower skilled, which just
by itself will bring wages down as you have this influx of additional
workers. And the type of jobs available to people with lower educational
levels in the service sector are paid less than equivalent jobs in the
manufacturing sector. So, that even without the supply effect of shifting
more low skilled workers into the service sector you still would find
lower paying jobs for that group of workers. And the supply effect goes
on top of that and brings wages down further.

Representative SoLARz I yield to Congressman Armey.
Representative ARMEY. The Chairman and I discussed this too. It's a

puzzle. The question, I think, the puzzling question is why did this
happen? But, you know, I have to tell you quite frankly that I am still
concerned about whether or not it did happen. I have before me a chart
that is a publication by Dr. Marvin Kosters of the American Enterprise
Institute. When he takes the BLS data, he gets real wages declining
throughout all the 1980s; when he takes the Social Security Administra-
tion's data, it is rising; when he takes the household survey, it's rising;
and when he takes the data from State Employment Security Agencies,
it's rising. So, obviously, you have three measures by some definition that
has it rising, one measure by another definition that has it falling when
you talk about comparison with other countries and what definitions do
they use, how much can we use?

Now, I tell you the fascinating thing that came to me because, under-
stand, I have not been in public office and in these national debates for
very long. I was elected in 1985 and came right from the classroom and
campus politics to the much more congenial world of Washington and the
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real world. It has been an interesting experience. But I remember hearing
so much about this infamous "Mcjob" study-and I am sure that you have
all heard about it-that said that all of the jobs created in the 1980s were
lower paid jobs. And yet in 1977, I think, we raised the minimum wage,
and then in 1988 we had the great debate on raising the minimum wage.
And the argument for raising the minimum wage, as I remember at best,
was that the real wage had doubled in the ensuing years. And since the
principal was the minimum wage should be half the real wage, we ought
to double the minimum wage. Now, if in fact real wages went down
throughout most of this period of time and you juxtaposed that experience
against the clearly mathematical requirement that the average can only be
brought down when the margin is lower than the average, which is
fundamental and irrefutable law in mathematics, then how can we have
it both ways? And it was a real puzzle to me to watch this argument. On
one end, people are arguing that, you know, the minimum wage is needed
because people's real wages are going so much lower, and then, on the
other hand, to say that the reason we have to have it is because the
working wage has doubled. So, it frankly is very much of a puzzle to me
about what really has, in fact, been the experience. I have seen both
arguments made, depending on what policy position we were working for.

Mr. MEAD. Let me just comment on that. This is a very abstruse
question. I have just gone through most of the articles on it. All I can say
is that most economists today would say that, at least among the least
skilled, there is a deterioration. Perhaps, if you look at the average wage
or the median wage, there may have been some improvement. Among
low-skilled workers, it is clear there has been deterioration. But the point
that I want to make is that this entire question is to a certain extent
irrelevant to this hearing, because the question of quality among workers
is being decided over the heads of the poor. This is an issue being fought
out among workers. Most poor people are not employed regularly; they
have earnings here and there; they work part year, they are not employed
year in and year out. And these studies of wages usually involve full-year,
full-time workers to maintain comparability. These are not people who are
usually at risk of poverty, even at the bottom end of the distribution. So,
I don't think we should get sidetracked. If, in fact, our problem was that
poor people were working and they were in the lowest fifth of distribution
and they weren't making enough, we'd have an altogether easier problem
to solve than the one we have, which is primarily moving nonworking
poor people toward employment.

Representative SoLARz If the gentleman will permit me to come in
here. I want to see if I can join the argument. You are making, if it's
accurate, a very important point. If I understand you, what you're saying
is yes, it's true that real wages for the unskilled have gone down, but
that's not really relevant to the persistence of poverty because most of the
poor people aren't working. But is it not possible, Mr. Mead, that one of
the reasons that poor people are not working is that the real wages of the
unskilled have gone down, and since most, who are only qualified for
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unskilled work, look at what they can make by getting a regular job and
perhaps conclude that it is not sufficient to make the effort worth their
while.

Mr. MEAD. See, that argument is the one-
Representative SoLARz Then after you comment, Mr. Farrell.
Mr. Mead. Sure. That argument is traditionally made-
Representative SoLARz. I'm not making it, I am just asking the ques-

tion.
Mr. MEAD. I understand that. However, we don't have evidence that

the work effort of heads of family, anyway, is very responsive to the
wages they are able to get. And this goes back to the income maintenance
experiments. It isn't the case that work effort responds very strongly to
the wages people can get.

Now, the other important fact is that during a period of stagnant wages
the bulk of the population has responded by working harder. It is only the
poor who are working less. So, what you are really saying, to get back to
something that Congressman Armey mentioned, is that the substitution
effect dominates among the poor, who decide that working isn't worth-
while, where the bulk of the population works more and the income effect
dominates, why do we have this differing response? That's the mystery.
I mean, you're stating a plausible interpretation of what is going on, but
then why does the rest of the public not decide that it is less worthwhile
to work than they previously did?

Representative Solarz. OK. You've raised a profoundly important
question, and I see some of the panelists want to answer. Mr. Farrell and
then Ms. Ruggles.

Mr. FARRELL I have been fascinated by this discussion because when
we make all of these comparisons often times we are comparing apples
and oranges. When we look at the poor, we know that they are dispropor-
tionately comprised of individuals who have certain skill, racial, and, in
many instances, gender characteristics. So, then it becomes, in my view,
not at all plausible to have international comparisons. We know, as
Congressman Armey indicated, you can look at real wage assessments at
different levels, and it is going up over here and down over there. It is
like the Census but with different size base numbers. Who has been
counted, who is likely to be counted, and it never can be assumed that the
individuals who are poor, as my esteemed colleague has indicated, actual-
ly have not tried to work because in certain instances for the low-
skilled-and particularly for the low-skilled of color-not all service jobs
paying even minimum wage are available to them. And we have studies
to document that. You know, some of the work by Mercer Sullivan of the
New School for Social Research in New York shows that when you take
black, Puerto Rican, and white youth and send them out with exactly the
same skills to get exactly the same low-wage jobs, that white youth had
a disproportionately high success rate as compared to their black and
Puerto Rican counterparts.
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Representative SoLARz How much disproportion?
Mr. FARRELL. More than 20 percent.
Representative SoLARz What percent?
Mr. FARRELL. Much more than white. Young minority males were, on

the average, 20 percent or more less successful in getting work with the
same kind of skills and in the same kind of jobs.

Representative SoLARz. In other words, let's say, if 80 percent of the
white kids got the job and 60 percent of the black kids got the job, 20
percent differential, more than 50 percent of the black kids would still be
getting a job if they went out to work. So, the question would be if the
figures showed that a majority of the black kids-I don't know if this is
the case, I am just positing the question-were not looking for jobs to
begin with, you could hardly say that it was because it's harder for blacks
to get jobs than whites, if over half of the kids who go out and get the
jobs, get them. I mean, you have to know the total figures.

Representative ARMEY. May I interject a thought here? You're from the
big city; right?

Mr. FARRELL That's what they say. [Laughter.]
Representative SoLARZ. Do you know that I percent of the American

people live in Brooklyn?
Representative ARMEY. Is that right? [Laughter.] There you go. I am

always a little worried about these big city fellows.
Representative SoLARz And I have here a deed to the Brooklyn Bridge

at a good price for a friend like you.
Representative ARmEY. I think we've kind of come to a point-and let

me see if I am correct-where we are saying that when you look at who
is poor, one of the primary things that you have to look at is are they
working or are they not. And then the question is if they are not working
and therefore they have the greatest probability of being poor may be the
single greatest determinant that they choose not to work or look to work?
You talked about the psychological influences in your paper, Mr. Farrell.
I think you are suggesting that perhaps they don't have the same opportu-
nities for work and feel rejected, which you two may be making the same
argument-you, in psychological terms; you, in social psychological
terms-the youngster is feeling what is the sense of my trying, I don't
have a chance anyway. You talked about the environment, and you also,
Ms. Ruggles, made an interesting point that brought to my mind that the
rational person is going to trade leisure for work if the rewards for work
are high and the cost for leisure is high, then they'll work more. You
don't agree with that, Mr. Mead?

Mr. MEAD. No.
Representative ARMEY. Well, let me complete my thought. One of the

things that I think may occur here-it's populations that have a geograph-
ic definition like inner-city youths-is the incidence of the underground
economy. Now, I mentioned that you're a big city fellow, and I'm a small
town guy. In my environment, there simply is not much incidence of
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underground economic activity, ways to earn income without reporting it
to the IRS, or having it reported to the police, or whatever. In the inner-
city-my impression, at least-having not lived there-is that there is
greater, as it were, employment opportunities in underground economic
activities that would not show up in-

Mr. FARRELL_ But it doesn't rival a formal economy, the illegal econo-
my doesn't. Certainly, the individuals who participate in it tend to be a
smaller percentage of the overall number of individuals who are not
working.

Representative ARMEY. What I'm saying is that if, in fact, I have an
opportunity to refrain from legal, reportable, countable work in the statis-
tics and take-my income supplement through official sources, and then I,
in turn, supplement that with underground economic activities that, in an
official sense of working/not working, would show up in the data, I have
lowered the cost of not working in a formal, countable sense. I have
decreased the cost of my leisure time and have raised the cost of my
official work time.

Ms. RUGGLES. That would be true, but in fact there isn't very much
evidence at all that there is an enormous amount of income being made
in the underground economy by people who are not working.

Representative ARMEY. Well, that's why it's underground because we
don't have any evidence.

Ms. RUGGLES. No. I think there have been some studies on this and
they do find that.

Can I return to the first point Mr. Mead made, and he has said over
and over again that he has characterized the poor as being less likely to
work or having lower work effort. I guess I really don't see that in the
numbers. My feeling is that what you're seeing in Mr. Mead's numbers
is almost entirely an effect that is based on the demographic changes that
have taken place since 1959. Families that were higher income in the first
place had more people who could enter the labor force, namely wives.
Single-parent families didn't have wives who could enter the labor force.

If you look within family types, the work effort of the poor has in-
creased more than the work effort of higher income families. So, that if
you look, say, at all female-headed families, poor female-headed families
have higher increases in work effort than better-off, female-headed fami-
lies.

Representative SoLARZ What do you mean by work effort?
Ms. RUGGLES. In terms of the number of hours that they work.
Representative ARMEY. If they work outside the home for pay.
Ms. RUGGLES. Work for pay, right.
Representative ARMEY. If they are staying home with the kids, they are

working pretty hard.
Ms. RUGGLES. Oh, no question. [Laughter.]
Representative SoLARz You're saying that a woman who heads a

single-person household, the more likely they are to work?
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Ms. RUGGLES. No, no, not the poorer they are; that low-income earners
have increased their work effort more over this period.

Representative Solarz. Wait, before you comment, Mr. Mead, I want
to make sure I understand exactly what you mean when you say low
wage earners have increased their work effort. Low-wage earners are
working longer hours?

Ms. RUGGLES. People who work at low wages have had greater increas-
es in their hours than people who work at high wages.

Representative SoLAuz Even though the people who work at high
wages may be working longer hours, the increase in the hours that they
work is greater for the low-wage earners than for the high-wage earners?

Ms. RUGGLES. Yes, yes. And the main reason why there are more hours
of work in higher income families is because there are more adults in
higher income families, so they have more available hours of work.

Representative SoLARz. Mr. Mead, that seems to directly contradict
your-

Mr. MEAD. We are not really disagreeing here. What I think Dr.
Ruggles is saying is that in the last decade there have been greater in-
creases in work effort among people at the bottom than at the top. That
might be true. But they are increasing from a much lower level. It is still
the case that there is a large difference of overall work effort between the
top and the bottom. That's what my Table 3 shows. The top quintile, in-
cluding family, single mothers-

Representative SoLARz Let me get that.
Mr. MEAD. Page ?? of my testimony.
Representative Solarz. Wait a second.
Mr. MEAD. Table 4-
Representative SoLARZ Table 4?
Mr. MEAD. I am sorry, Table 3, which appears on page ??.
Representative SoLARz Right, I have it.
Mr. MEAD. OK, if you look at all families at all incomes and then you

look at all families in the top quintile, single-mother families-take the
extreme case-have in 1986, .92 percent equivalent full-time, full-year
workers.

Representative SoLARz What does that mean?
Mr. MEAD. That means that if you add up all the working hours in the

family they came to the equivalent of .92 percent of a full-year, full-time
worker.

Representative SoLARZ That was 92 percent?
Mr. MEAD. No, .92 percent. That is 92 percent of a single full-time,

full-year worker. That is the average work level in that type of family,
families in the top quintile who are female-headed. Then in the bottom
quintile the equivalent figure is .03 percent. Now, it could be that since
1986, especially, there's been a sharper increase in work level at the
bottom than at the top. I am prepared to concede that. I think that's likely,
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partly because it would be hard to increase the work effort further at the
top. It was already at an extreme, whereas there is tremendous room to
increase it at the bottom. And since conditions were very favorable in the
late 1980s, I also would expect to see some increase in work effort at the
bottom of society. But the increase is from a much lower level, that's the
point.

Representative SoLARz Now, Ms. Ruggles or Ms. Blank, can you
comment on what we have just heard?

Ms. RUGGLES. It's naturally going to be the case that people at the top
of the income distribution work more than people at the bottom of the
income distribution. It is true that

Representative SoLARz Excuse me. If you look at the figures in this
chart, single mothers at the top of all families at all incomes ... Oh, I see.
I am sorry. Go ahead.

Ms. RUGGLES. The only way a single mother can get to be in the top
quintile is if she works. So, it's not too surprising to find that virtually all
the single mothers in the top quintile work. Similarly, it is not that sur-
prising to find that the ones in the bottom quintile typically don't work
because that's how they got to be in the bottom quintile. That doesn't
mean that they haven't looked for jobs; it doesn't mean that they could
work; it doesn't mean that they aren't disabled; it doesn't mean that it
would be worth it for them to work.

Representative SOLARZ. Well, then, let me refine the question a little
bit. As I understand Ms. Blank's testimony, and I think you've made the
same point, it's your view that the poorer have increased their work effort
during the 1980s?

Ms. RUGGLES. Yes.
Representative SoLARz But this appears to contradict Mr. Mead's

testimony, because you seem to be suggesting not working-
Mr. MEAD. No, actually we are saying much the same thing. I men-

tioned that the share of the heads of poor families with any earnings fell
from about two-thirds to a little under half between 1959 and 1989. Most
of that decline is up to 1975. After that there is little change. And then in
the 1980s, there is a slight increase. So, it could be the case that you find
rising work effort among the poor and among the bottom fifth of the
income distribution in the 1980s, more than you would find among the
top quintile. So, if you look just at the last 10 years, yes, indeed, there is
an improvement, but it is coming off a very low floor that was established
in the 1960s and 1970s.

Representative SoLARZ Do I understand your essential point to be that
the main reason for poverty-and obviously there are several-is that you
have a lot of poor people who are not working and the reason they are
not working is not because there aren't jobs for them but basically be-
cause, for one reason or another, they're dispirited; they're not looking for
jobs; they've given up; they don't want to work or whatever. That's your
point; is that correct?
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Mr. MEAD. Not quite. I think that all of these factors play some role.
I am not saying that they are totally unimportant, but the largest factor is
the demoralization that we were talking about. The demoralization doesn't
mean people don't want to work. I am not asserting that. Because if they
didn't, then it would be much easier to explain this problem. However,
they say they want to work. There is every reason to think that they
would want to and are sincere, but for various reasons they don't feel
they can work in practice.

Representative SoLARz But you believe objectively that the jobs are
there?

Mr. MEAD. No. I think jobs are there in most situations at the margin.
That's all we can be sure of. That is, for most people looking for jobs at
a given time, jobs appear to be available.

Representative SoLARz What do you mean "at the margin"?
Mr. MEAD. For those looking for work at a given moment. Repre-

sentative ARMEY. The way that I understand what he is saying is that you
can not explain the individual's inability to have a job by the shortage of
jobs.

Mr. MEAD. That's right.
Representative ARMEY. Now, if you want to ask the question, why

don't 100 percent of the people have a job, then the shortage of jobs
argument works out.

Representative SoLARz OK. But, however, if I understand what we've
heard from the other witnesses, even if you are right with the kind of pay
.that's provided for the kind of jobs these people would get even if they
were working, they would still be below the poverty level.

Mr. MEAD. No, not usually. Of all 32 million poor people today, there
are only about two million who are working full-time, full-year and are
still poor. Now, that's not unimportant, but we have a much larger num-
ber who are not working at all.

Ms. RUGGLES. Dr. Mead, there have been a lot of studies of how
women, who do not work or are poor, would fare if they did work. For
example, Barbara Wolf from the University of Wisconsin has one that has
come out very recently that indicates that, indeed, if these women were
working at their full earnings capacity most of them would not only still
be poor but many of them would not even be able to cover their child-
care costs.

Mr. MEAD. I think it's true that many of them would still be poor, and
the level of working poverty would rise. No question about that. But the
overall poverty level would also fall because most people who work
steadily escape poverty.

Representative SoLARz. Let me -stop right there because there are two
key points that I want to ask the other witnesses about. First, how do you
respond to Mr. Mead's point that most of the poor people who are not
working could, in fact, get jobs if they really-

Mr. MEAD. I am not really saying that.
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Representative SoLARz Well, what are you saying?
Mr. MEAD. I am saying that at the margin now jobs are available.

Now, if all the nonworkers started to go to work at some point-we don't
really know what would happen at that point-no doubt the labor market
would become more difficult, but we can't say what share of them-

Representative SoLARz Well, do you agree or disagree with his point
that at the margin-by which you mean the individual whose-

Mr. MEAD. For today.
Representative SoLARz Today, you pluck out at random a poor person

who is not working and who is able-bodied and that person could get a
job if they really went out and looked for a job.

Mr. FARREL.L There are too many gray areas as to what type of job,
what are the benefits of the job. Professor Mead has taken the posture that
the playing field is level and that the employer does not make, in most
instances, decisions about the type of employee he or she wants, or the
kind of cultural and social attributes he or she wishes that employee to
possess. That would come in as an intervening factor as to whether or not
one was employed. And I think that the fact of the matter, when you look
at the economic restructuring in this country, when you look at those low-
skilled jobs that are being pushed out of cities where there are large
numbers of the poor-and out of rural areas-they're moving to Third
World countries; they're moving to Mexico. As we look in areas of
Chicago, New York, Milwaukee, and Los Angeles, you can see that the
corporations that had the largest number of low-skilled jobs have pushed
more of them out of the country, away from those people who, as you
would say, want to work at the margin. It is a rather complex situation.

Representative SoLARZ Mr. Mead, you're shaking your head.
Mr. MEAD. Well, what Mr. Farrell is referring to is the arguments that

economic restructuring have deprived a large part of the poor of the
chance to work. In fact, the trend is very equivocal. Yes, manufacturing
has declined and moved out of the cities, but there has been an explosion
of service employment that, on balance, is not inferior to the manufactur-
ing employment. Yes, high-paid factories in Michigan are paid more, but
a lot of other manufacturing employment, for example, textiles in the
South, were very low paid. It is not clear overall that things are worse.

And above all, there has been a whole string of very technical studies
that have attempted to explain inner-city poverty with reference to eco-
nomic structure. For example, the proximity of jobs in the suburbs, the
educational quality of the jobs and so on. And these studies haven't come
up with much. In fact, there have been a couple of literature reviews
recently that concluded that this hypothesis really hasn't checked out. It
might check out in the future, but right now there isn't much to support
it. And there is a lot of evidence on the other side. So, the whole Wilson
mismatch theory, right now, stands on very shaky ground.

Representative SoLARz. Well, if the jobs that these people used to fill
are diminishing, what alternative jobs can they get?
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Mr. Mead. It isn't the case that today's poor used to be employed in
the factories. In fact, there is very little overlap between displaced workers
and the inner-city poor. In fact, in many cities-New York is one
example-the groups that are now poor often had nothing to do with the
factories. Blacks in New York were never heavily reliant on the factories.
Puerto Ricans were. And today both groups are heavily poor for the same
reason. They have withdrawn from the labor market, they've gone on
welfare. It doesn't seem to have very much to do with economy at all.

Mr. FARRELL There are no welfare programs for males in any large
payment scheme.

Mr. MEAD. Officially.
Mr. Farrell. Yes. And if we are talking about "mother's day," where

males go to females' homes when they have received their welfare
checks, I don't think that is picking up the slack in the job need. But I
think what I would like Professor Mead, and perhaps he can clarify it for
me, what he means when he says working at the margins. What jobs are
we talking about? Because when we're talking about the service-sector
jobs, there have been studies that have been focused on Milwaukee, where
employers will replace local workers with immigrants who are likely to
be more amenable to working a dirty, unsafe job, than a resident. And so
they play these games with all of these different populations.

Representative SoLARz Let me refer to residents also. Once they are
here, if they have green cards, they are entitled to work, and they have
the same rights, and responsibilities, and privileges as anyone else. But I
want to pick up on what Mr. Mead said and get the response of Ms.
Blank and Ms. Ruggles. His argument is that most of the working people,
people who work full time, are in fact not poor. And of the working poor,
only a relatively small percentage are working full time. He said that even
though there has been a decline in the real wages of unskilled people,
that's not the explanation for the increase in poverty because if these
people got out and got jobs, even though they were full-time jobs, most
of them would be above the poverty level. And he says at the margin
they can go out and get jobs.

Ms. RUGGLES. Yes, I think the evidence is that they would not be
above the poverty level, that most of them are, in fact, sufficiently low
skilled and have sufficiently large numbers of work disabilities and other
problems of that nature, so that if they went out and got jobs they would
not, in fact, be able to-

Representative SOLARZ Even if they were full-time jobs?
Ms. RUGGLES. Well, the thing is that a lot of them cannot hold full-

time jobs because they have work disabilities and things of that sort.
Representative SoLA7i Well, how can they hold any job?
Ms. RUGGLES. Sometimes they are not totally disabled.
Representative Solarz. No. Give me some examples. I mean, if some-

body is dysfunctional in the sense that they are incapable of showing up
on time for a job, or they are an alcoholic, or they wander off because
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they take drugs and that kind of thing, presumably that disqualifies one
even for a part-time job. Whereas, if you're handicapped, presumably if
you're capable of working part-time, maybe in a wheelchair, couldn't you
work full time?

Ms. RUGGLES. No. There are people who have things like high blood
pressure, or heart conditions, or things of that sort that limit the hours that
they can work. There are also people who have diseases like asthma that
recur periodically, and this makes it hard for them to work during periods
when the disease is active. Things of that sort. And this characterizes a
fairly large proportion, a really quite surprisingly large proportion of the
AFDC population.

Representative SoLARz Do you know what percentage of the unskilled
jobs in the country provide a wage that leaves people below the poverty
level?

Ms. RUGGLES. Well, it would depend on how big their families are,
because the families ... it is a little hard to calculate that.

Mr. MEAD. I can give you one figure that's relevant. It depends on
many variables, but it is worth noting that, in welfare, when people leave
welfare to go into a job through work programs connected to welfare,
about half or 60 percent of the mothers leave welfare immediately. Now,
that doesn't get them out of poverty, you realize.

Representative SoLARz When they get a job?
Mr. MEAD. Yes. In other words, to get a job through these work

programs takes you off welfare 50 or 60 percent of the time. That's just
one relevant figure.

Representative SoLARz. On that point I also wanted to ask, to what
extent is welfare intergenerational? Are there any studies that indicate
what percentage of the people who are below the poverty level come
from families where their parents or grandparents were on poverty? In
other words, it's passed on from generation to generation?

Ms. BLANK. It's quite a small percent.
Mr. MEAD. It's not very large. I do think it's larger among the long-

term poor and the inner-city poor, but it's not as large as people think.
Ms. Ruggles. I think there's no evidence to support the idea that

people who are long-term poor have
Representative SoLARz And by definition everyone on welfare is poor?
Ms. RUGGLES. Yes.
Representative SoLARz And do we have any statistics about the extent

to which those on long-term welfare-recipients permanently on the dole,
as opposed to people who get on for a year or a few years-and then they
will-

Mr. MEAD. We've good numbers on that. It's about 50/50. About half
the cases end within 2 years, and about half go on beyond 2 years. Now,
if you look at multiple spells, then the distribution is more long term. But
it is clear that it is a distribution divided between very short-term cases
and very long-term cases. Most of the concern, I think, appropriately
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should fall on those long-term cases. They are the ones who less often are
employed, who stay on welfare for long periods.

Ms. BLANK It's also worth noting that with regard to the long-term
welfare spells there is quite a disproportionate number of women who are
on welfare long term, have some form of work disability-something like
30 or 40 percent. It is quite a high number.

Representative ARMEY. Can I interject? It is the question about work
disabilities or afflictions. You talked about the fairly large population of
people counted among the poor who have these afflictions that prevent
them from working. I would argue that if you examine the Nation's labor
force, you will find a surprisingly large number of people at work day in
and day out that have those same afflictions and worse. So, one person's
disability or debilitating ailment is another person's problem or nuisance,
but they go to work anyway. I think-

Mr. FARRELL It depends on the type of job, I think.
Representative ARMEY. It is pretty hard to compare a type of job with

no job. I really feel that if you did a little Marshallian synthesis, Mr.
Mead and Mr. Farrell, and through my wife here, who is a family thera-
pist-a psychologist by trade-who uses a concept called family of origin
that goes directly to the point of your role models, your environmental
thing that takes us back to the psychological phenomenon, I don't think
that we can avoid looking at that. I am absolutely convinced. I have seen
too many people overcome what would to me seem to be the most
debilitating affliction and go to work 40 hours a week, 50 hours a week.

Mr. MEAD. Actually, you have hit on one of the major question marks
here and that is to what extent disability disqualifies working age people
from working. Now, I have no control for that in my figures because
there wasn't any way to do it. In the latest figures, which Dr. Ruggles
has, I think it's 11 percent of the working age heads are classified as
disabled. And there are other estimates too. But the answer to it is the one
you've already made, and that is that there is a comparable incidence of
disability among people who are employed.

Ms. RUGGLES. No, it's not.
Mr. MEAD. It isn't the thing that can explain our problem.
Ms. RUGGLES. It's not a comparable-
Representative ARMEY. If I could go on with my thoughts, though,

because Mr. Farrell really, I think, made an important point when he
talked about this. The fact of the matter is that you can go to the kind of
social psychological values that are governing behavior, and you can find
some cultures or families in certain times that say, look, work is always
necessary, desirable, honorable and welfare is always unnecessary, unde-
sirable, dishonorable-welfare in any form. And if you find that kind of
a value structure, it may seem rigid, but it clearly will be defining in
terms of behavioral pattems.

If, on the other hand, you find that a value that says it is acceptable to
take, as it were, charity in some form-public or private, or what-
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ever-and work is not a necessary part of my personhood, then that wL
give you another perspective. And it strikes me that if you are looking ai
a trend in this country where more people seem to be more willing to
accept less work and more income subsidy from nonwork sources, you're
talking then about a possible explanation that cannot be overlooked.

Mr. FARRELL Probably what we need to do here-and I think that
Professor Mead and I may not be that far apart-I am willing to accept
the fact that there will be numbers of individuals who may have an
aversion to work, and they may be of the psychological, sociological
disposition from the environmental context whereby they would reject
regular and meaningful work. My point is simply that they don't consti-
tute the majority of individuals who are not employed. And I think that
certainly is what Professor Mead has indicated that needs to be plugged
into a statistical equation.

Representative SoLARz Do you disagree with that, Mr. Mead?
Mr. FARRELL But I think I understood him to indicate that this is the

primary reason why individuals are not working. I think that there are too
many other subtleties here, based on a number of qualitative and quantita-
tive studies, that suggest that, yes, that's a factor but it is not a driving
factor.

Representative SoLARz Do you disagree with that?
Mr. MEAD. I do in degree. I think if you were to look at the 1-year

poor, including all of the transient cases, ambivalence about work might
be outweighed by the more impersonal factors. I think that could well be
true. If you look at the long-term poor, which is my focus, people who
are unemployed-more importantly, who are poor year in and year out.

Representative SoLARz And took out those who are long-term poor
because of disability.

Mr. MEAD. That is very judgmental. The disability question is some-
thing that I really can't address rigorously. It's an issue, but it is very hard
to deal with. There is just no way to say how much of that disability is
prohibitive or not.

Representative SoLARz I am talking about people who are clearly
incapable of work.

Mr. MEAD. But most of them are going to get on disability programs
and, as a result, they are not going to be a consideration. Let me just
finish my point on the attitudes. What we see in the literature on this is
the desire to work is almost universal. People do want to work, and I
don't contest that for a moment. I think that's what makes the problem
interesting. They say that and then for various reasons they don't work.
The two attitudes that seem to dominate in explaining why people, in fact,
don't work are, first of all, a reservation wage problem. Among some
people, including young men particularly, there is a feeling that yes, I
want to work in principle, but I feel it's unjust to have to accept a wage
below a certain level, particularly below what white kids get or nonpoor
kids get. Whites have the same feeling. So, there is a tendency not to
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work, even though one is worse off as a result. I don't view this as
economizing behavior. This is really moral behavior of a certain kind. It
is a protest against the options that are being offered.

More important, for women I would say it is what I would term as
simply defeatism. These are people who want to work but are over-
whelmed by the logistics of working. They feel that, although in principle
they could work and there is opportunity, they just can't get it together.
They feel demoralized about work, and they find that welfare is an
acceptable substitute.

Representative SoLARz Do you mean, for the women, the problem is
they don't have day care for their children-

Mr. MEAD. No, it isn't that they can't get it. We don't see evidence
that the lack of day care is usually a problem. It is rather that, although
they could in principle get it, they would have to organize themselves and
connect all of the pieces together, and so on. It is just too much.

Mr. FARRELL I don't think that the available data really backs you up.
Let's take it back. Now, in the last quarter century, black male participa-
tion in the labor force has decreased by more than 20 percent. At a time
when we had, as I indicated at the beginning of my remarks, more pro-
grams for affirmative action, more antidiscrimination, and other initiatives
designed to really create a level playing field. There were, you know, very
specific initiatives that were launched on both sides of the aisle in this
Congress. And so, if we take the position that is advanced by my col-
league, then we are saying that there was nothing going on in the labor
market. No, on the other side, were the employees' skill levels during this
period and everything that happened on the employers' side. And I think,
as I indicated earlier about immigration, certainly immigrants who have
green cards, who have become citizens of this country or are in the
process of becoming citizens, should have all of the access to the fniits
of this country. At the same time, there are data available to show that in
a surplus market employers sometime manipulated those undocumented
workers, and they used them in the sweat shops, in the large cities and
small cities across this country. Now, that was not as readily available in
the public domain, but that happened. So, you had that because we know
that immigration policies have changed over the past two censal periods
where we have had a great influx of low-skilled workers. We also know
that there have been some changes in the economic structure of the jobs
available. So, I would again encourage my colleague that since there has
not been a static situation on the employer's side, we cannot assign all of
the responsibility to the employees in terms of attitudes toward work.

Mr. Mead. I just want to speak to the immigration question. There
have been a number of studies by George Borgas that have effectively
disposed of the theory that the aliens-legal or illegal-are diminishing
the opportunities for the native born poor. In fact, to the contrary, the
areas where immigrants are numerous appear to be doing better economi-
cally. Now, I don't think that the evidence in this is totally conclusive, but
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it doesn't look as if immigrants are the reason for the problem in the
inner-city.

Mr. FAREu. I am not saying that they alone are responsible. Cong-
ressman, I apologize for that; I am not saying that it is either/or, I am
saying it is a collage; it's a multifaceted set of factors that we have to
examine before we come up with what caused this problem.

Representative SoLARz. I would like to ask Ms. Ruggles and Ms. Blank
to respond to what I think is the central thrust of Mr. Mead's testimony.
And then I would like to ask Mr. Mead to respond to what I believe to
be the central thrust of Mr. Farrell's testimony.

Now, Mr. Mead says-and I am now quoting from his summary-
"poor adults work at much lower levels than the nonpoor." That is the
initial reason for most poverty among families and children. Then he goes
on to say, "Nonwork is not due, in most instances, to low wages, lack of
jobs, racial bias, or other barriers to opportunity. Mostly nonwork is due
to demoralization. The poor want to work, but feel they cannot in prac-
tice." Now, let me come back to the first paragraph. Comment on that if
you will. Poor adults work at much lower levels than the nonpoor. That
is the initial reason for most poverty among families and children. Do you
agree or disagree, and why?

Ms. BLANIK It is certainly true that the poor work less than the nonpoor
and that's one of the reasons that they're poor. I guess what I disagree
with are some of the implications of the further statements there in a
number of ways. First of all, I think that there is enormous evidence that
when you increase opportunities through expansion of employment, falls
in unemployment, the ways in which one increases job opportunities in
this country, that there is an enormous response on the part of low-income
families and individuals. When it happens every time that we have an
economic expansion that hours and-

Representative SoLARz. But we just heard the expansion of the 1980s
didn't produce that.

Ms. BLAN}C It had an enormous effect in terms of labor-market in-
volvement. Weeks of work per year went up by two or three among the
bottom quintile in the population over the 1980s.

Representative SoLARz But I thought the bottom line of Ms. Ruggles's
testimony was that in spite of the economic expansion the poverty rate
didn't decline, which it had in the past?

Ms. RUGGLES. That's right, because they earned less while they were
working. They were working more and earning less.

Ms. BLANK. So, the net effect on poverty was very mild. I mean,
poverty fell very slowly.

Representative SoLAaz But, do you agree that there are two reasons for
poverty. Either nonwork or low wages. Mr. Mead is saying that the
primary reason for poverty is nonwork rather than low wages. Do you
agree or disagree with that? Obviously they are both factors, but-
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Ms. BLANKc I think it is important to distinguish populations here.
There is some group in the population for whom the effect is clearly
nonwork, who you don't think could possibly work. I mean, the fact that
they can't work is really the problem. For those who are employable, I
think the issue is opportunities, together with low wages. I mean, the sorts
of jobs that are available, you know, are problematic. I don't want to
deny that for people who have been discouraged from work over a long
period of time that those problems become psychological, as well. Psy-
chology and environments clearly interact here.

Representative SoLARz Well, I have been given one figure that would

seem to somewhat counter Mr. Mead's argument-that 31 percent of the
workers in 1987 earned wages too low to lift a family of four out of
poverty, even on a full-time, full-year basis. This suggests, for example,
that for all of the single-person-headed-households that, even under the
best of circumstances, if they got a full-time job all year round, if they
had three children, then one-third of them would still be below the pover-
ty line.

Ms. RUGGLES. That's right. And the research that I cited earlier by
Barbara Wolfe finds, looking at the welfare population specifically, that

the vast majority would indeed still be poor if they worked up to their
earnings capacity.

Representative SoLARz OK. Then let me move on to the next point he
makes. Nonwork is not due, in most instances, to low wages, lack of jobs,
racial bias, or other various opportunities. Mostly nonwork is due to
demoralization. The poor want to work but feel they cannot in practice.
Do you agree or disagree with that?

Ms. RUGGLES. I disagree. I think that the reasons why the poor don't
work are, most of all, because the people who are long-term poor are
particularly likely to be elderly or disabled and can't work. And then
among those who could work, but are long-term poor-which again is. a
very small population-I think that the main reasons for not working are
an interaction of things like having low skills that would qualify them for
very low wages, having children for whom they do not have relatives who
can provide care, so that they would need to earn enough to pay for child
care. Having other barriers to work, like minor disabilities of one nature
or another, and those factors combine to make it difficult for people to
work.

I think when Congressman Armey, for example, was talking about
how many individuals who are disabled manage to work anyway, I think
there is no question that that is true. But if you have to do a job that
involves physical labor, that's a different problem.

Representative SoLARz. Actually, I am trying to work my way through

this. This is enough to boggle anyone's imagination, and you folks work
at it full time. But I gather that someone said before that a substantial
percentage of the people in poverty are not long-term poor.

Ms. RUGGLES. That's right.
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Representative SOLARZ What percentage?
Ms. RUGGLES. About half.
Representative SoLARZ Half. OK, so by definition, half are not work-

ing to the extent that they are poor because they're out of work; it's not
because they don't want to work but they haven't been able to find work.

Mr. MEAD. That's true. Among the short-term cases that is very often
the case. My numbers apply to a given year. So, you have a lot of short-
term cases in there. The surprising thing is how large a gap there is in
work level, even dealing with the 1-year poor. If you talked about the
long term and compared them to the nonpoor, which is not the case in my
tables, you would have an even greater contrast.

Representative SoLRz. Now, he goes on to say policies that promote
work by trying to raise skills or wages have little effect on work levels.

Ms. BLANK. I think all of the evidence that we have and what happens
when wages rise for any group in the population, and when job opportu-
nities increase and employment demand grows, you see a clear response
in the labor market. I don't know of any studies that say the opposite.

Representative ARMEY. May I inteject? I should point out that I did
my Master's thesis on the implementation of the Manpower Development
and Training Act of 19-

Mr. MEAD. 1960.
Representative ARMEY. And then, of course, I watched CETA and all

of the various aberrations under this basic thing. And quite frankly I don't
believe that any of these efforts in the MDTA tradition were very success-
ful; were they?

Ms. RUGGLES. I think there's a difference between success in creating
higher wages, which is indeed a problematic thing to do, and success in
getting people to work more when they have higher wages.

Representative ARMEY. And I think Mr. Mead's point was any policy
effort designed to-how was it?-would be described by MDTA, CETA
and those programs that, frankly, I think have been pretty much abject
failures and a wasted opportunity.

Mr. MEAD. They are not in every respect a failure. The evaluations do
show that these programs produce useful effects and they usually justify
their cost, in a cost-benefit sense. What none of them have done-and this
is more judgmental because the evaluations really don't speak to this-is
cause for the nonworking poor to work at higher levels for sustained
periods. In most cases where these programs have generated impacts, it
has been by increasing hours rather than by increasing skills and wages.
Yet, when you are out of the program, then you're not in a structure
where you're going to have to go on working at those higher levels.

What workfare does is put people in a structure where they do have
to go on working, and at the same time they get support to do it. It is that
structure that seems to do the trick.

Ms. BLANK. But what's important to say about these past programs is
that many of them put somebody into the job for a short period of time,
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particularly the CETA programs, and then that job ran out after 9 months
or a year. They were ouL That that job was never meant to be a long-
term job.

Mr. MEAD. But then they didn't transition to the private-sector. The
idea behind PSE was that they were going to get used to employment,
and then they were going to go on to a private-sector job and that seldom
happened.

Representative ARMEY. I might just mention that I had a very good
personal friend who was handicapped. I don't know what the technical
language would be. He had a mental handicap. I am not quite sure-I am
sure there is a technical label that psychologists would apply. He frankly
wasn't very bright. He worked as a janitor, and he was removed from his
job when we raised the minimum wage in 1977, because the University
could not afford to pay him, and his family did go on welfare, to his
shame. I saw him later, and I felt really badly for him because he was so
embarrassed about it. We then replaced him with a CETA trainee that did
nothing for about 9 months and then disappeared. I frankly saw very little
good in that. One must never want to legislate by anecdote, but in that
little homely story it didn't leave me with much of a favorable impres-
sion.

Ms. BLkNIC Part of the comment I think you're making about many of
our job and training programs of the 1960s and 1970s, which were of
another time in some ways-economically at least-is that they weren't
designed to provide any sort of educational or training component. And
I think one of the strong issues of the labor markets of the 1980s and
1990s is the skill issue that the workers most in demand are workers who
have particular skills. High school dropouts are in real trouble in this
economy right now. And if we are talking about doing some form of
training or job programs, those need to have attention to skills and not
just, you know, put someone in a job, any job, and keep them in it for 6
months, and then let them go. But make sure that there is some attention
here to giving this person something that will get them a long-term job.

Representative ARMEY. I might also say on behalf of my friend, Char-
lie, that most people would have considered his intellectual difficulties a
debilitation that would have been preemptive to his ability to work.
Charlie never would have accepted that. He would have been insulted by
the suggestion. I always loved him for it. I am sorry.

Representative SoLARz. Mr. Mead, in Mr. Farrell's testimony, he
quotes-and I think this is really the heart of his own argument-William
Julius Wilson as saying that among the changes having the most far-
reaching impact in creating an underclass are the increasing polarization
of the labor market into low-wage and high-wage sectors, and the reloca-
tion of manufacturing industries out of central cities to the suburbs, where
it is difficult for these inner-city people to go in order to get jobs. The
economic consequences of these changes for undereducated and unskilled
inner-city residents is a reduction in the opportunity to work in jobs that
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pay a living wage. And this is advanced as one of the major reasons for
the fact that the poverty rate has not gone down, even though there was
economic growth in the 1980s. How do you respond?

Mr. MEAD. As I said before, rigorous efforts to confirm this theory
have failed. We simply don't have strong evidence for it. There are a
couple of studies that find some effects, but the majority of the studies do
not.

Representative SoLAz. Is there any evidence that denies it?
Mr. MEAD. Yes, there are a number of studies that explicitly reject the

theory that the spatial mismatch-the fact that the jobs are in the suburbs
and that the inner-city people are in the middle of the city-is the reason
for lower work effort in the inner-city. A couple of recent surveys of this
literature by people who, I think, wanted to find the opposite conclusion,
concluded that there's not much there.

Now, on the educational mismatch, the argument that the jobs are
becoming high-tech, we don't have as conclusive studies or as many of
them. Those that we have suggest that, in fact, the drift toward high-tech
is much less than people think, and furthermore that the problems that
people have in working are not predominantly lack of advanced skills but
problems of basic discipline.

Representative SOLARZ. Isn't common sense an adequate substitute for
an academic study from time to time? I mean, if the number of low-
skilled jobs is declining-

Mr. MEAD. But that's not true, that's really not true. All you can say
is that the proportion of jobs in the economy that are high-skilled is
growing slowly, but that the largest increments of new jobs coming into
the labor market are still low-skilled.

Representative SoLARZ. We know there's been a big loss of manufac-
turing jobs in the cities; is that not correct?

Mr. MEAD. That is true.
Representative SoLARZ. Are you saying that a comparable number of

low-skilled jobs have been developed outside of the manufacturing center?
Mr. MEAD. Yes.
Ms. BLANK. But at lower wages.
Mr. MEAD. Yes, that's true. If you just compare manufacturing jobs,

yes, there has been a fall in the pay offered for low-skilled jobs. But the
importance of manufacturing in the overall economy has been exaggerat-
ed. The work problem is nationwide. The importance of this manufactur-
ing employment is confined to a few cities in the East and Midwest, and
again, attempts to verify that the decentralization of jobs explains non-
work simply have not succeeded.

Representative ARMEY. Mr. Chairman, to get back again to the confus-
ing ... the empirical things are so difficult because again the argument, the
big argument that was the big rage in the mid-1980s, was that all of the
jobs being created were McJobs. So, if you took that argument, even the
study that both did, you would say all of the job expansion that we had
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in the 1980s were exactly these kinds of jobs that today we hear don't
exist. And in terms of the spatial thing, every nation in the world has to
deal with it in Europe, in the Common Market. It has been a critical
problem. Every nation in the Common Market being concerned about the
number of people-aliens--coming up from Italy, coming from other
countries. I hear the expression, "trapped in the inner-city, the jobs are in
the suburbs, and I am trapped in the inner-city." But the person that is
doing the job in the suburb is likely to be resented because he came up
from Mexico. So, people do move to where the work is, quite routinely,
in terms of an empirical fact. For very low-skilled jobs, you find people
move across borders, across great vast distances. If that job is precious to
them, they will move to it.

Representative SoLARz. If there's housing.
Representative ARMEY. Again, there's no less help for a Mexican who

comes up from South of.the Border
Mr. MEAD. Professor Wilson says jobs able to pay a living wage. Now,

that is a crucial qualification. What he means by that is a job able on a
single earning to support a family. Well, as you can see in my third table,
for all incomes, the typically married-couple family now has 1.12 full-
time, full-year workers. So, the average American does not expect to
support a family on one person's earnings.

Representative SoLARz Can you tell us what percentage of the people
whom we acknowledge to be poor, using Census data, are black; what
percentage are white; what percentage are Hispanic?

Ms. RUGGLES. I don't actually have it broken down that way. About 30
percent of the poor are black. The poverty rate for white is about 15
percent-this is for kids, sorry, the poverty rate for white kids is about 15
percent.

Representative SoLARz. Of the total poor population, roughly 30 per-
cent are black?

Ms. RUGGLES. Over half are white.
Representative SoLAuZ Over half are white?
Ms. RUGGLES. Yes.
Representative SoLARz The remainder Hispanic?
Ms. RUGGLES. Yes.
Mr. MEAD. If you look at the long term, it is more heavily black.
Representative Solarz. But are whites still the majority of the long

term?
Mr. MEAD. No.

.Representative SoLARz Of the long-term poor?
Ms. RUGGLES. I don't think we know that, Larry.
Mr. MEAD. Well, I am going on the Greg Duncan study. There, about

65 percent of the people who were poor at least 8 years out of 10 were
black.
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Ms. RuGGLEs. I think that that's been revised, and I don't think that
that is their current estimate. I think their current estimate would be that
our best guess is that about half of the long-term poor are white.

Representative Solarz. And over half of the short-term poor are white?
Ms. RUGGLES. And over half of the short-term poor are white.
Representative SoLARZ Do you disagree with that, Mr. Mead?
Mr. MEAD. No. The situation of the 1-year poor is very clear.
Representative SoLARz Now, Mr. Farrell, let me ask you a question.

You said before that there are a lot of young black males who chose, in
effect, not to seek certain kinds of employment because they thought it
would be a dead-end job, or they deserved better, or that compared to
what white kids were getting they got better jobs.

Mr. MEAD. I said that.
Representative SoLARz You said that. Well, maybe-any of you who

want to answer this-but this is very impressionistic, and please correct
me if I am wrong, but when I go to restaurants, for example, in New
York City, I notice a lot of Hispanic or Asian immigrants. They may not
be immigrants, but Hispanics or Asians who have jobs as busboys,
kitchen help, that sort of thing. I very rarely see blacks in those jobs.

Now, presumably, they are very low-paid jobs. Is there some reason
for it? Do you not find blacks in those jobs because there is a pervasive
pattern of discrimination when a black goes for a job as a kitchen
helper-I will say a black who didn't graduate from high school, so he
can't get a job as a teacher or as a bank teller, or whatever. They won't
give jobs to these people because they discriminate, or is it because they
don't want the jobs because they think it is either beneath them, or it
doesn't pay enough, or what?

Mr. FARRELL A sizable portion of the explanation is that the employers
do not wish to hire black males. And there are instances of certain black
males who want a better job than what they perceive to be a low-wage
job. But instances of discrimination are rampant and growing more so in
the service sector of the economy.

Representative SoLARz Is it your view that there are more blacks who
are not working because they either are denied jobs for reasons of race,
or are not seeking jobs because they believe that for racial reasons they
won't get them, as compared to the number of blacks who are not seeking
jobs because they feel the jobs they could get are beneath their station, or
not as good as they should be entitled. I am trying to get a sense of which
is the greater problem?

Mr. FARRELL The former would be the greater. And the latter would
be the smaller group. Then you have other factors coming in. Because
what has happened is that black males, in particular, have not been able
to transition to the service sector of the economy as these other jobs
became unavailable. And even moving across the borders as Congressman
Armey indicated, the housing affordability crisis that blacks oftentimes
have in moving into the suburban jobs, the transportation problems, and
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the access to live in the area to make it worthwhile because the transpor-
tation costs have become exorbitant.

In the State of Wisconsin, the Govemor over the last several years has
increasingly enhanced and tinkered with what he developed in his first
term, a job-ride program. Although my colleague would say that there is
no such thing as a spatial mismatch, the Govemor allocated millions of
dollars trying to make jobs in suburban areas more accessible to inner-city
minorities.

Representative SoLARz Ok. If we had a truly full employment econo-
my where everybody who wanted a job got a job and was able to earn a
wage sufficient to lift their family above the poverty level, how many
people would still be in poverty? In other words, if the poverty rate was
limited to those who are truly incapable of working either because of age
or because of disability-and I am talking about children now because if
their parents are able-bodied they would have jobs and the kids wouldn't
be-what percentage does that leave?

Ms. RUGGLES. My best guess would be about half of today's poor
would not be poor under those circumstances, and that is a real rough
estimate.

Mr. MEAD. I agree with you.
Representative SoLAaz So, the poverty rate would drop from about

12.8 to roughly 6.4-it would be about 6 percent, 6 to 7 percent. These
are people who are, by definition, incapable of working.

Mr. MEAD. Well, but when I say I agree, I mean only that if the
nonworkers went to work-those who could work-we would be left with
about 5 or 6 percent.

Representative SOLARZ. That's what I mean.
Mr. MEAD. I do not believe that to merely generate full employment

would cause that.
Ms. RUGGLES. Right. We don't need to argue about the macro aspects

of this at the moment.
Representative SOLARZ. Because your argument would be that even

with the full employment economy, some of these people wouldn't work.
Mr. MEAD. Or couldn't or wouldn't for various reasons.
Representative SoLARz Do any of you have any idea of what percent-

age of the poor are in the underground economy and by a more rational
definition of poverty, really are not poor? You know, they may be making
$1,000 a week in the numbers racket, or they are selling crack, or some-
thing, but they are officially unemployed. Do people like that get counted
as poor or not poor?

Ms. BLANK. There are very few people in that situation from what we
know. It is true that a substantial number probably make some money off
the books that doesn't get reported, but it tends to be very small amounts
of money. Those who make big money in the underground economy are
not the poor.



125

Representative SoLARz How do you get counted as a poor person for
the purposes of-

Ms. RuGGLEs. Well, first of all, you have to be alive and not in jail.
So, right off-

Ms. BLANK Most of the people who make big money off the under-
ground economy have some sort of legitimate business that hides what
they're actually doing. And that money does get reported, so that they're
up there in the middle to upper incomes.

Representative SoLARz I had the impression that there are a lot of
people in the underground economy who do things like sell dope or run
numbers, and they make enough money from that that they don't need
other

Mr. MEAD. There is very little evidence on this, but the best surveys
indicate that the underground is smaller than most people think. It is
about 15 percent of GNP, not 30 or 50 percent as some people have said.
Most of those involved are small businessmen who are working off the
books part of their life, while they are making legitimate money on the
other side.

The drug trade is small relative to the number of nonworkers and the
number of poor, and most people involved in the drug trade are not
making much money off of it. A few people get very rich but most
people make very little money, and furthermore end up dead or in jail. To
say that it is somehow a rational decision to go into the underground is
just not supported by the facts.

Representative ARMEY. Will the gentleman yield?
Representative SoLARz. Certainly.
Representative ARMEY. I hope you'll give that testimony to the Ways

and Means Committee, because I believe on a couple of occasions that
they have put special appropriations in for the IRS in order to increase the
economy. They assume it's very big.

Mr. MEAD. But sometimes what people mean by underground, people
who are on welfare and are working legitimate jobs and not reporting the
income to welfare, that, I think, is more common. But even there we have
only one study that I know of that looks at the income sources of welfare
mothers, and finds that their earnings are something like 12 percent of it,
so it's not a large number.

Representative SoLipz Mr. Mead, one of your points is that the poor
are working less today. What is your evidence for that?

Mr. MEAD. Mainly, the decline in the share that report either any
earnings or full-time, full-year earnings in the annual poverty survey.

Representative SoLARz Do one of your charts-
Mr. MEAD. I didn't have a chart on this, but I had numbers on pages

1-2, footnote 3 is the source. It says at the bottom of page 1: "In 1959,
68 percent of the heads of the poor families had at least some earnings in
1989. In 1989, only 49 percent did."

55-478 0 - 92 - 5
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Ms. BLANK Between 1959 and 1989, I think I have some serious
problems as to what we are talking about in this hearing.

Representative SoLARz. You say in 1959, 68 percent of the heads of
poor families had at least some earnings. In 1989 only 49 percent did.
That is about a 20 percent drop. Over the same period, the share of poor
heads, working full-year and full-time, dropped even more sharply, from
32 to 16 percent. Now, Ms. Blank and Ms. Ruggles, do you quarrel with
these figures?

Ms. BLANK. I think the issue is that that drop occurs primarily up to
the mid- to late 1970s, not over the last 10 years.

Mr. MEAD. That's true.
Ms. BLANK. If you look at what is happening to poor families, by

family type, every family type shows more work. In fact, if you look at
female-headed families

Representative SoLARz Shows more work from when to when?
Ms. BLANK. Between 1979 and 1989.
Mr. MEAD. That's true, but it's from a very low base, and we are not

anywhere near where we were in 1959 and the early 1960s.
Ms. RUGGLES. But the families that were working more, where the

heads were working more in 1959, were predominantly male-headed
families that had a woman at home, and now these poor families are
single-parent families. So, it is not surprising that they have different rates
of work.

Mr. MEAD. No, that is not entirely persuasive. First of all, we have
rising work rates among nonpoor female heads and among women gener-
ally-

Ms. BLANK And also among poor female heads.
Mr. MEAD. No, I don't think that's true.
Ms. BLANK It is true.
Mr. MEAD. Or only in the last few years.
Ms. BLANK So?
Mr. MEAD. And what you don't see is that the working age share of

the poor has declined. In fact, it has increased over that time.
Representative SOLARlZ. What is working age?
Mr. MEAD. Working age is 18-65. That share of the poor population

has not dropped, as would be true if what Ms. Ruggles is saying is true.
On the contrary, it has risen. The main cause is that Social Security is
lifting the elderly out of poverty, so the poor population is less elderly
than it used to be. Second, the size of families has fallen, so we have
fewer children per poor family than we used to have. And actually,
therefore, the share of the poor who are working aged-and again, I am
not dealing with disability-which may or may not have changed in this
interval has actually risen between 1959 and 1989.

Representative SoLARz Let me ask Mr. Mead, Ms. Blank, and Mr.
Farrell a concluding question, and Congressman Armey may have some
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of his own. How do you respond to Ms. Ruggles's initial observation that
the current basis for poverty really understates it; that even if you include
the in-kind contributions that she claims it doesn't really lower the pover-
ty rate, it simply puts people closer to the poverty line; and by not taking
into account evolving standards and changes in the standard of living, we
are seriously understating a realistic responsible definition of the poverty
rate, if we had a realistic and responsible definition of poverty?

Ms. BLANK Our current poverty line is based on consumption data
from the late 1950s and reflects an America that has not existed for 30
years. I think it is increasingly a not terribly useful concept, which is a
real problem because we need the

Representative SOLARZ. It is the Orshansky model adjusted for infla-
tion?

Ms. BLANK. Yes. And that model, when it was developed in the mid-
1960s, was the best that we could do. But we can do much better now.

Representative SoLARz This was Mollie Orshansky?
Ms. BLANK Yes.
Representative SoLARz And when Ms. Orshansky developed her

model, she took the food basket for a family of four and multiplied it by
three. Why did she choose three rather than two, or four, or five, or six?

Ms. BLANK. Because the consumer expenditure surveys that had been
done in either the late 1950s or early 1960s showed that people, on
average, spent one-third of their expenditures on food. So, that if you take
food and multiply it by three, you get up to total expenditures.

Representative SoLARz Well, what percentage did the studies show
people spend of their income on food today?

Ms. BLANK Around 17 percent.
Ms. RUGGLES. Yes, around a sixth.
Representative SoLARz Pardon?
Ms. RUGGLES. About one-sixth.
Ms. BLANK. You would now multiply by almost twice of what you did

then. If you are going to calculate the poverty line exactly the way she
did, you would get a poverty line that would be far higher than what she
got

Representative SOLARZ. Unlike my good friend, I was not an economist
in school; I didn't teach it and took no courses in it, so I suppose I am
like most Americans in that I have to work my way through this. Ms.
Orshansky said that one-third of the average person's income was spent
on food, so she took the amount of money you'd have to spend to feed
a family of four and then she multiplied it by three. So, now the studies
show that the average person spends one-sixth of their income, so you are
saying that if you took her formula you would then have to figure out
what a family of four spends on food, multiply it not by three but by six,
and so, basically, the poverty line would be twice as high.

Ms. RUGGLES. It makes it about 70 percent higher.
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Representative SoLARz Why isn't it 100 percent higher if you multiply
it by six rather than three?

Ms. RUGGLES. You are right. It makes it twice as high as her original
poverty line from the early 1960s; that's right.

Representative SoLAR7Z And her poverty line is what?
Ms. RUGGLES. The current poverty line for a family of three is just

under $10,000.
Representative SoLARz. So, basically using the Orshansky formula,

adjusted for the latest figures on the percentage spent on food, the poverty
line for a family of three would not be $10,000 but $20,000?

Ms. RUGGLES. That was why I sort of stopped for a moment there. It
would actually be a little bit lower than that because some things were
done when it was adopted as the official measure in the 1960s.

Representative SoLARz But if you took the Orshansky model and you
adjusted it only for the change in the percentage of income spent on food
and did nothing else; didn't count the in-kind contributions; didn't adjust
it for things that are now necessities like air conditioning, say, or indoor
plumbing that you didn't consider a necessity then, what would that do
to the poverty rate?

Ms. RUGGLES. Your poverty line would be around $17,000 for a family
of three and your poverty rate would be about 26 percent.

Representative SojARz Twenty-six percent. Now, if you retroactively
adjusted the figures going back and you wanted to look at poverty over
time, which we've been talking about a lot here, would the changes in the
poverty rate more or less, reflect the changes under the existing Orshan-
sky model?

Ms. RUGGLES. No, you would get a completely different pattern. In
particular, over the 1980s, since the recession, instead of having poverty
rates fall since 1983, you would see poverty rates that were rising slightly
over that period. You would actually see higher poverty rates in 1989
than you saw in 1983.

Representative SoLARz When Ms. Orshansky did her model, what was
the poverty rate with the model?

Ms. RUGGLES. The poverty rate from 1965 was right around 23 percent.
Representative SoLARz Twenty-three percent. Now, if you went back

to 1965 and multiplied the thing by six rather than three, what would it
be?

Ms. RUGGLES. If you did everything the same for 1989, using only the
current multiplier, it would be about 26 percent, so you would be just
about back where you were.

Representative SoLARz No, if you went back to 1965 and multiplied
the food basket by six rather than by three, what percent would be in
poverty?

Ms. RUGGLES. That would be under about twice her poverty measure.
So, it would have been a pretty substantial proportion of the population.
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Mr. MEAD. But the multiple wasn't really six back then.
Representative SoLARz What I am trying to get at is, of course, if you

were to take the current figures, which are 17 percent, and apply it then,
there would still be a significant decline in the poverty rate from 1965 to
1989. But as I see it, the bottom line is if you use Orshansky's model,
adjusted for the current percentage of the family budget that goes for
food, then you are looking at a poverty rate, which is about 25 percent.

Ms. RuGGLEs. That is right.
Representative SoLARZ Which is extraordinarily high.
Ms. RUGGLES. Yes, that is exactly right.
Representative SoLARz And of those people who are living in pov-

erty-and let me just make sure that I have this straight in my own
mind-what percentage are people who have someone in the family
working full time?

Ms. RUGGLES. Under the current official poverty definition, it is not
that large, but the more you raise the poverty line, the higher the propor-
tion of the population.

Representative SoLAaz So, that would suggest that one of the real
problems is the wage structure, but the wage structure is driven by com-
petitive considerations; is it not?

Ms. RUGGLES. Right.
Representative SoLA-7 So, I am curious then. One thing I certainly

totally agree with Congressman Armey on and I feel more strongly about
this than anything, is that we need accurate information. Of course, this
is, we found out, fraught with political implications. But let's assume we
had what I would consider to be a more realistic definition, and we came
to the conclusion that 25 percent of the American people were living
below poverty. This would be shocking to most Americans. But if it also
turned out-and you would agree with this, I gather-that the substantial
majority of these people were working families with that revised defini-
tion of poverty.

Ms. RUGGLES. Most of them would be either working or elderly. A
substantial proportion of the people you would add would be elderly also.

Representative SoLARz They would? You mean people whose Social
Security and pensions now bring them over the poverty level with the
current definition but would not

Ms. RUGGLES. That's right. Elderly people who have total incomes in
the range of $10,000, who are not considered poor now if they are in a
couple, but would be under this.

Representative SoLARz So, the main political consequence presumably
would be to generate pressures for increases in Social Security benefits?

Mr. MEAD. I am not sure that any of us want to see that.
Ms. RUGGLES. I think that there are a couple of things. I mean, there

would be some tendency to see higher poverty rates for the elderly, but
I think it would also help us to recognize the extent to which there are
very large numbers of working families that are really not making it. I
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mean, part of the reason why you get a decline in the number of workers
is that, as the poverty line goes down, you are looking at a more deprived
population.

Representative SoLARz. But I want you to speculate on this just a little
bit. Let's assume we had a poverty rate of 25 percent, say more elderly,
more working poor under those, and what would be the policy implica-
tions of this to the extent that the country wanted to significantly diminish
that poverty rate?

Ms. RUGGLES. I think that the implication would be that you do,
indeed, need something like some sort of wage support program, like an
EITC or a family allowance, or something like that, that gives low-income
workers the ability to bring their income, with earnings, up to a level that
pennits them to stay out of poverty.

Representative SoLARz Have you or anyone else ever calculated how
much money it would cost, through various mechanisms like Earned
Income Tax Credits and increased Social Security payments, to bring the
people in poverty under a revised Orshansky model above the poverty
level?

Ms. RUGGLES. I have not calculated that, but it would be a substantial
amount of money.

Representative SOLARZ. My guess is that you are probably talking about
a massive redistribution of income.

Ms. RUGGLES. Yes.
Representative SOLARZ Would it be greater than the income redistribu-

tion that took place in the 1980s, in which it is said-this chart notwith-
standing for a moment-that the rich got richer and the poor got poorer?

Ms. RUGGLES. I think if you were to try and eliminate the entire pover-
ty gap, yes, that would be a greater redistribution.

Representative SoLARz I will yield in one second. Could I just ask you
to comment on this chart, because I have to confess that when Congress-
man Armey pointed to it it looked fairly sensible to me, and I seem to be
making a good point, and I was a bit nonplussed because it also seemed
to be contradicting my opening remarks. I am asking you now, as we
approach the end of this long hearing, to come to the rescue of the
humble Chairman. What are the implications of this chart that I, as a
layman, who never took a course in economics did not notice, but if I had
been more astute and sophisticated might have picked up?

Ms. RUGGLES. Well, I would say the biggest implication is that it really
matters what you pick for your base year. If you have a recession,
people's incomes go down, and when you have a recovery, people's
incomes go up. This is sort of a known fact.

Representative SoLARz Well, he says over here ... wait a second.
Ms. RUGGLES. No, it is the other chart.
Representative SoLARz No, I think this was his real average. I had

made the point that the poverty rate really hadn't gone down, and Con-
gressman Armey made the point that-
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Ms. RUGGLES. And, indeed, the poverty rate hasn't. And what this chart
is telling you is that that lowest fifth of the population, even though their
incomes have gone up in constant dollars-

Representative SoLAR7Z It went up a thousand bucks.
Ms. RUGGLES. It went up a thousand bucks from the bottom, but they

still haven't gotten back to the level they had in 1979.
Representative SoLARz You are saying that even with that $1,000

increase, it didn't bring people above the poverty level?
Ms. RUGGLES. That's right. Whereas, if you looked at the top quintile,

you would find that their incomes had far exceeded where they were.
Representative SoLARz. So, in other words, you are saying that we

were both right?
Ms. RUGGLES. Uh-huh.
Representative ARMEY. Excuse me, Mr. Chairman. Insofar as you and

I agreed that what we want is a very straightforward, professional, honest
examination of the questions of poverty in this country, are our programs
working and how can we fix them, these charts are really quite redundant
to our purposes and probably not. something that you and I need to
concern each other with. Basically, the gist of that chart is that if you are
going to examine the Reagan years, don't count in the Carter years, and
that's another argument that we decided that we are not going to be
involved in.

Representative SoLARZ Good.
Representative ARMEY. I want to go back to-I hope I pronounce the

name correctly-Orshansky? Now, I am just. kind of curious. I do not
know this person. Was she an economist by trade?

Ms. RUGGLES. She was a policy analyst at the Social Security Adminis-
tration. I think her training was in economics. Gordon knows more about
this than anybody.

Representative SOLARz Did she come from Brighton Beach in Brook-
lyn?

Mr. Mead. PROBABLY.
Representative ARMEY. I think the base year that we're talking about

was 1965 when-
Ms. RUGGLES. Well, she produced the estimates in 1965. I think she

actually used 1963 data.
Representative ARMEY. As her baseline, OK. But if you take that from

my point of view, a rather effective but certainly simplistic approach of
one-third the budget goes for food, and then you make the comparison
with today, where it's roughly one-sixth the budget goes for food. If, in
fact, we were going to make an Orshansky update and go to the one-
sixth, we would then, de facto, accommodate to the qualitative changes
in the consumption basket that has taken place?

Mr. MEAD. That is exactly right.
Ms. RUGGLES. That's right.
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Representative ARMEY. There would be-in fact, that would just sort
of fall into place.

Ms. RUGGLES. That's right.
Representative ARMEY. So, we would essentially say, let's transplant

the methodology employed at that time to this time, and so it would be.
But it was an interesting point.

I want to go back to another point I made earlier. You estimate that
even if you made that adjustment, one of the things that-I don't know
where you would come with your raw number, it is around 10,000
now-but again if you are going to make a public policy position, you
are going to end up having to have a position that would end up with
designating a poverty level. That level, as designated, would have to be
generally acceptable to the American public. And if you designated it at
a level at or above the median salary of the American working man-

Ms. RUGGLES. No, it works out to about half the median income, which
is just about where it was in relative terms when Ms. Orshansky did hers.

Representative ARMEY. That is interesting. But you don't understand
that-

MS. RUGGLES. I certainly do.
Representative ARMEY. that would be a big problem.
Ms. RUGGLES. But as Mr. Mead has said, we have done, in fact, quite

a lot of surveys at this point on what people think would be a reasonable
poverty level, and indeed they give you a number that is in the neighbor-
hood of what we're talking about, that is around $15,000.

Representative ARMEY. I want to make one final point. I just wanted
to make the point that the one envelops the other.

In 1988 we spent about $173 billion, according to the Congressional
Research Survey, CRS. I always get these government agencies mixed up.
$173 billion dollars. Now, if we took the poverty population and did a
direct income payment-a la Milton Friedman's negative income tax or
however we defined it or worked it out, that just happens to be adminis-
tratively very easy to work with-it would have cost us only $52.3 billion
to have brought every single American citizen up to the poverty level. So,
out of $173 billion spent, where we failed to bring everybody up to the
poverty level, depending on how you measure it-and nobody knows how
to measure it, but officially the statements are we didn't do it-we could
have done it with $52.3 billion. Now, there is a tremendously ineffective
administration of the taxpayer's money, which is one of the things that
gives us a sick feeling.

Representative SoLARz What was that $152 billion spent on?
Representative ARMEY. If we spent $173 billion, and by all reports-
Representative SoLARz On what?
Representative ARMEY. On needs-tested public assistance.
Ms. RUGGLES. But that presumably includes medical benefits, for

example.
Ms. BLANK Yes, that has to include medical programs.
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Representative ARMEY. No, but you don't want to count them against
the poorest share of the income anyway. So, I mean-

Ms. RUGGLES. Right. But you can't count them on one side and not the
other.

Representative ARMEY. I am not counting them on this side. This
excludes them.

Ms. RUGGLES. No, it can't. We don't spend this much money, and we
don't count the medical benefits.

Representative ARMEY. Needs-tested public assistance spending. Oh,
you don't want to exclude them.

Ms. RUGGLES. In other words, the Medicaid benefits that make up a
very large share of that total don't go to reduce the poverty gap.

Representative ARMEY. YOU want to hold medical spending totally and
100 percent aside?

Ms. RUGGLES. Well, since we don't count them in income, it doesn't
make sense to count them in spending.

Representative ARMEY. You have to forgive me, I kind of fell back on
my own experience. I am a taxpayer and I kind of feel like-Lord have
mercy-I give so much at the office, and I'd like to have it counted when
people reckon up, am I doing my fair share of the sharing around here,
and should I be sharing more. I'd like to be giving full credit for what
sharing I have done already.

Ms. RUGGLES. Well, absolutely, and I would never argue that we
shouldn't have those medical programs or anything like that. They are
very necessary. All I am trying to say is that it isn't a realistic measure
of how well we're meeting total needs.

Representative ARMEY. Well, you are saying then that the difference
between the $173 billion and the $52.3 billion, some $120 billion, is
probably all in Medicaid?

Ms. RUGGLES. A good piece of it is in Medicaid. Other than that-I
don't know what it is in-

Representative ARMEY. Let's take $66 billion as medical care, so half
of the $120 billion goes to medical care.

Ms. RUGGLES. I don't know what else is in there. I mean, the AFDC
program total expenditures is around-

Representative ARMEY. Well, I have taken all of the Medicaid out, Mr.
Chairman. This is the thing that is fascinating me. I have taken the
medical care out. We then have, after we take out the medical care and
after we take out the $52.3 billion-

Ms. RUGGLES. I think you also have to take out Medicaid.
Representative ARMEY. Is that Medicaid?
Ms. BLANK All medical care is $66 billion.
Representative ARMEY. All medical care is $66 billion.
Ms. RUGGLES. There is something strange with your numbers, I'm

afraid.
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Representative ARMEY. The CRS says that there was $66 billion spent
for all medical care in 1989.

Ms. RUGGLES. I'll tell you what, I could provide a breakdown for the
record.

Representative ARMEY. Well, let's say, assuming CRS is correct in this
instance, which is a brave assumption for any government data processing
agency, we would have ended up with $54 billion unaccounted for, where
did it go when it would only have taken $52 billion in direct outlays to
the folks to bring them all up to the poverty level.

Ms. BLANK One problem with that is that the $52 billion is what you
need to take people from where they are now in terms of their income to
the poverty level. Some of what where they are now is transfer income,
so that part of that is filling some of the gap, and you don't take that into
account in that calculation.

Representative SoLARz Is it true that in the 1980s the value of the
AFDC payment, in real tenms, declined about 30 to 40 percent?

Ms. RUGGLES. About 20 percent over this decade, about 40 percent
since 1970.

Mr. MEAD. I am not sure it's that great. There's an estimate that I have
seen that is smaller because they make adjustments for Medicaid.

Representative ARMEy. Let me just, Mr. Chairman, correct a point. The
gap that you thought about doesn't really exist because, of course, we
measure the income pre-transfer, and that wasn't in there in the first
instance.

Ms. RUGGLES. YOU can't have measured-you have to have before in-
kind benefits, but I don't think you have a pre-transfer ... we can talk
about the numbers-

Representative ARMEY. Well, I think we are getting bogged down. I
want to make a final point.

Representative SoLARz Let me just ask this question, and then you can
make your final point, and I'll make mine. You said that there has been
a decline in the real value of AFDC benefits of about 40 percent from
when?

Ms. RUGGcES. 1970.
Representative SoLAZ. My question is, assuming that AFDC benefits

had been adjusted annually for inflation the way that we adjust Social
Security benefits, what impact would that have had on the poverty rate in
the country?

Ms. BLANK. It would have brought it down but not by a lot.
Mr. MEAD. Most welfare is below the poverty line anyway.
Ms. RUGGLES. Well, that's true now, but I mean that wasn't as true in

1970.
Mr. MEAD. But it was mostly true even then.
Ms. RUGGLES. It's true that it would have less impact than you might

think because a lot of the people-



135

Representative SoLARZ. If we had to estimate, would it be 1 percent,
3 percent, 5 percent?

Ms. RUGGLES. No, I think you could probably eliminate a reasonable
share of childhood poverty, in particular, that way.

Ms. BLAND I have never seen that number calculated exactly that way.
My guess is that it wouldn't bring it down more than 5 to 8 percent, in
terms of total poverty counts.

Representative SoL4RZ You mean from 12 percent to 7 percent, or 4
percent?

Mr. MEAD. Well, a couple of points.
Ms. BLANK I was thinking more of 3 percent of the total 12 percent.
Representative SOLARZ. But that would be 25 percent of all the people

in poverty.
Mr. MEAD. I think that is quite possible.
Ms. RUGGLES. Yes, I think that's a reasonable guess. I mean, we could

think about doing a little work.
Representative SoLA1RZ See, I think this illustrates one of the great

conundrums we face here, and that is there is a tremendous logic behind
the case for means-testing these programs. There is no reason that the
wealthy should get benefits that they don't really need, and we could save
a lot of money. There is no question that it is wasteful to give money to
people who don't really need it.

On the other hand, when you look at the experience of AFDC, which
provides benefits to people who, by definition, are the neediest people in
the whole society, they get short changed. Social Security is adjusted
annually for the cost of living because it has tremendous political clout
behind it. The poor people who are on AFDC have very little political
clout, and their benefits are not adjusted.

Mr. MEAD. The political difference is not primarily that Social Security
is a large program. It is rather that Social Security reflects a work history
that has expanded steadily since it was first instituted 15 years ago. It is
a small program but very popular with Congress because it is work
connected. So, the key is not that a program is large, it is that a program
is work connected. If you could somehow connect more of the poor to the
labor market, then you would see much greater willingness to transfer
money to them.

Representative SoLARz How much of the AFDC goes to working
families? Any?

Ms. RUGGLES. Very little because under the changes of the AFDC law
it is almost impossible for working families to qualify for AFDC.

Mr. MEAD. But even before that the working level was very low.
Representative SoLARz I think Congressman Armey would like to

make some concluding observations.
Representative ARMEY. I was going back to what I think probably is

the overall survey, relating a good deal to Ms. Blank's excellent testimo-
ny. We started the war on poverty in the 1960s; that is, what is known in
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our budget vernacular as entitlement spending, with about 12 percent of
the budget, I think, at that time. In the ensuing years, it has grown to the
point where it is 52 percent of a one and a half trillion dollar budget. I
think that is something like $750 billion. A great deal of it is Medicare,
the fastest growing portion of it being Medicare. And after all of these
years of all that expenditure and all of that growth of expenditure, most
of it was in programs that were of and pursuant to the declaration of the
war against poverty. You disagree with that?

Ms. RUGGLES. No, it is mostly Social Security.
Representative ARMEY. Ok. Much of it, at least. I guess that one of the

things that we really have to accept, as an overall concept-no matter
how you measure it, correctly or incorrectly-is that frankly we haven't
really changed the incidence of what is officially designated as poverty
much in all of these efforts in all of these years.

Ms. RUGGLES. Well, I don't think we've tried very hard to change the
incidence.

Representative ARMEY. But we have certainly spent a lot of money on
it.

Ms. RUGGLES. No, most of that money doesn't go to poor people.
Representative ARMEY. Well, that is my point. We spent a lot of money

on a lot of programs, but very little of it went to poor people. But my
point is that judging from what you said, Ms. Blank, if we are going to
have a success in the next 25 years where we failed in the last 25 years,
we are going to have to try to look at doing something different than
what we've done in these past 25 years. I mean, I see no evidence of any
success; do you?

Ms. RUGGLES. Yes. I think we have made substantial progress up
through the mid-1970s, and we've lost ground since then.

Ms. BLANK The elderly. I mean that is the group that we have contin-
ued to expand Social Security quite substantially, and it has showed up
in their poverty rates. It has been a striking success.

Mr. MEAD. Actually, there are two successes that I would mention. One
is Social Security in the reduction of poverty among the elderly. The
other is reduction of poverty among the working poor. In the 1960s, you
had a much larger working poor population than you do today. Much of
that gain is due to economic growth, to the growth of real wages since the
1960s.

Representative ARMEY. Well, then Social Security, which is not part of
the war on poverty, and the growth in the economy affecting improve-
ment in the conditions of the working poor is where we have had prog-
ress. Where we've had progress that was presumably-

Ms. BLANK. Well, there has been other progress though as well, but I
think it is worth noting that the Food Stamp Program has basically
eliminated many instances of really severe malnutrition-related diseases
that you could see in this country in the late 1960s and that you almost
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can't find today. Virtually all research has attributed that to the expansion
of our food and nutrition programs.

For all of the problems that we still have with the uninsured, for those
people who do now receive public health insurance-Medicaid-who
didn't before, their health has substantially improved, and there is evi-
dence that it relates to Medicaid.

Representative ARMEY. For all the good food stamps have done, it
frankly in my estimation is one of the most cruel possible forms by which
you could make the transfer.

Ms. BLANK I wouldn't do it in coupons. I think you are absolutely
right

Representative ARMEY. I think it is an abomination that you subject
people suffering so much hardship to that humiliation. And we ought to
be able to do better than that. I think I have probably had my say, Mr.
Chairman.

Representative SoLARz In 1965 when the war on poverty was
launched, what was the poverty rate in the country as a whole?

Ms. RUGGLES. About 23 percent.
Representative SoLARz Well, on the face of it, one would have to say

that for all of the failures it certainly hasn't succeeded in abolishing
poverty. Since that time the poverty rate in the country, using the
Orshansky model, has declined by about half; right? From 23 to 12
percent.

Ms. RUGGLES. Yes. It declined a substantial amount right at the very
beginning of that period. But since the mid-1970s, we have really not
made much progress.

Representative SoLAz. Right. But looking at it from the inception,
there has been significant progress.

Well, I want to thank all of you very much. The hourly wage, which
each of you get compensated for, is below the poverty line. But we are
richer intellectually for having benefited from your accumulated experi-
ence, and we are very grateful to you for taking so much time. Nobody
asked for pemuission to leave and go to the bathroom while it went on,
so we trust you were engaged also. And I think this has been a helpful
beginning.

In our next hearing, I gather we are going to look at the specific
successes and failures, programmatically, of the war on poverty. Then in
our final hearing, we will focus on solutions for the future, where we
hope to hear what the Administration has in mind and what some others,
who have been giving some thought to the problem, have in mind. But
you certainly put this in a very helpful framework for all of us, and I
want to thank you very much for sharing your accumulated wisdom with
us.

The hearing is adjoumed.
Representative ARMEY. Mr. Chairman, if I could just make a point.

Since I joined this Committee, thanks to you and thanks to our witnesses,
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this has been the only JEC hearing that I have had the privilege to partici-
pate in as to what it should be. I want to thank you all for that. It has
been a very validating experience for me with respect to the wishes I had
for my service on this Committee. Thank you.

Representative Solarz. On that note the Committee is adjourned.
[Whereupon, at 6:25 p.m., the Committee adjourned, subject to the call

of the Chair.]

0
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CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMMTEE,

Washington, DC.

The Committee met, pursuant to notice, at 2:00 p.m., in room 2359,
Rayburn House Office Building, Honorable Stephen L. Solarz (member
of the Committee) presiding.

Present: Representatives Solarz and Armey.
Also present: Lucy Gorham, Valerie Minz, and Teresa Sewell, profes-

sional staff members.

OPENING STATEMENT OF REPRESENTATIVE SOLARZ MEMBER

REPRESENTATIVE SoLma. The Committee will come to order.
Tomorrow, the Census Bureau will release its official poverty statistics

for 1990. It is likely that these figures will tell a grim story of the mil-
lions of Americans whose families have suffered great economic hardship
as a result of the recession. Therefore, it is especially timely that today we
continue our series of hearings exploring the War on Poverty and its
legacy.

Today, conventional wisdom maintains that the War on Poverty,
launched over 25 years ago, has been a failure. Former President Reagan
was often quoted as saying that in the 1960s we fought a War on Poverty
and poverty won.

President Bush and his Administration blame antipoverty programs for
promoting welfare dependency over the work ethic, government paternal-
ism over individual initiative, and immorality over traditional values. The
poor-the Administration seems to believe-would be better off if Con-
gress would only agree to cut capital gains for the rich rather than raise
the minimum wage or increase unemployment benefits.

But what is the true record of this most ambitious social agenda since
the New Deal? Can its critics brush aside the widely recognized achieve-
ments of Head Start-the early childhood education program which has
brightened the bleak futures of hundreds of thousands of our Nation's
children? Can they deny the investment in the Job Corps training program
for disadvantaged youth has paid off? And can they ignore the fact that

(139)
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millions of senior citizens were lifted out of poverty through Medicare
and other programs?

The great vision of the War on Poverty's planners was to provide
equality of economic and educational opportunity for America's poor-a
hand up, not a handout. Nearly three decades later we need a frank and
honest appraisal of our efforts.

Who has benefitted from the War on Poverty? Which programs and
strategies have proved successful and which have failed? What role did
economic growth play in supporting or undermining these initiatives?
What has happened to our Nation's commitment to ending poverty? Do
these programs and policies of the 1960s have anything to teach us in the
1990s?

In addition to these questions, it is useful, in trying to assess our own
experience in combating poverty, to look at the efforts of other western
industrialized nations over the past several decades. What approaches have
they found helpful in reducing poverty among children and the elderly?

What kinds of education and training programs do they invest in to
reduce the incidence of long-term poverty?

This is the second in a series of hearings addressing the plight of
America's poor. Our first hearing focused on the current situation, includ-
ing who the poor are and how we measure poverty in America.

Today's panel will examine the successes and failures of the War on
Poverty and other antipoverty efforts. Our final hearing will review the
current Administration's strategies, as well as nonprofit and private-sector
initiatives to wage war on poverty.

Today, we have with us a panel of distinguished scholars to help us
explore these critical issues. We will begin with Dr. Sheldon Danziger
from the University of Michigan. He will be followed by Dr. Sar Levitan
of George Washington University, after which we will hear from Dr.
Walter Williams of George Mason University. Our final witness will be
Dr. Timothy Smeeding of Syracuse University.

But before I ask our witnesses to give us the benefit of their accumu-
lated wisdom, I would yield to my good friend, the ranking Republican,
the gentleman from Texas, Congressman Armey.

REPRESENTATIVE ARMEY. Thank you, Mr. Chairman.
Let me preface my formal opening statement with a personal confes-

sion.
It's been my observation that there comes a time in every old man's

life when it is safe for him to confess the sins of his youth. I'm also
convinced that the confession is good for the soul.

So, I am going to begin my observations today by confessing that in
my youth, during the 1960s, as a young student and even as a young
professor-both emotionally insecure and intellectually underdeveloped-
I was a Galbraithian. I am today of course known and quite proudly admit
to being a Friedmaniac.

But in my Galbraithian days, when the War on Poverty was being
developed and programs were being pieced together, and the excitement



141

and the optimism was there, I was a young scholar, full of optimism. And
it is now, I think, a time to have a retrospective look at that.

So, with that personal observation, let me go to my opening statement.

OPENING STATEMENT OF REPRESENTATIVE ARMEY

REPRESENTATIVE ARMEY. I am pleased to welcome our panel of wit-
nesses to the second in a series of hearings on poverty issues. Today, we
focus on what worked about the War on Poverty. In assessing the pro-
grams inaugurated by the Johnson Administration, we must examine
whether conditions have actually improved for those targeted by the Great
Society programs and, if so, whether the enormous government expendi-
tures unleashed since the 1960s significantly accelerated the positive
trends that were already occurring in our society at that time.

In undertaking such an analysis, it is necessary to examine the goal of
the social program and if that goal was realized. The War on Poverty's
primary goal was to make people self-sufficient.

A strategy of education, vocational training, and motivation was to
change the behavior of the poor by making them more productive mem-
bers of the society. Cash and in-kind benefits were seen as a temporary
means for those who could work; thus, transfers were expected to dimin-
ish as recipients' skills and opportunities improved.

Based on its stated objective of promoting self-sufficiency among the
poor, the War on Poverty must be judged a failure. Work levels among
the poor have declined sharply over the last 30 years, with the share of
poor heads of households working full year and full time, declining from
32 to 16 percent, according to recent Census data. The single most impor-
tant distinguishing factor in a family's economic status is the level of
work effort by family members.

The War on Poverty did not fail because of a lack of generosity
toward the poor on the part of the American people. As Chart 1 illus-
trates, total welfare spending since the 1960s has continued to increase,
in constant dollars, I might say, for nonmeans-tested programs, so that we
now spend in excess of $180 billion on means-tested welfare programs
(see chart below).

Yet, over 30 million individuals remain in poverty, despite the fact that
we currently spend more than enough to lift every nonaged poor person
out of poverty. This is illustrated by Chart 2 (see chart below).

However, our best efforts to overcome poverty will fail if large num-
bers of poor individuals are imprisoned by a culture of dependency. The
lofty goal of the War on Poverty cannot be faulted, nor can it be denied
that many of the programs benefit millions of deserving Americans.

But even its most ardent supporters acknowledge that it is time to
reevaluate our approach to meeting the needs of the poor, given the
malignancy of welfare dependency. The challenge is to combine the social
safety net with economic growth, so as to assure progress for the least
advantaged in our society. The social safety net cannot be allowed to
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become a web that captures and holds these people through a lifetime and
through generations.

We know that welfare can never replace woik as the means to capture
the American dream. And I might add here that, like one of my current
heroes, Thomas Sowell, I am talking here not on faith, but on evidence.

Thank you all for coming -to discuss these very important issues and
thank you, Mr. Chairman.

[The written opening statement of Representative Armey follows:]

I
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WRITTEN OPENING STATEMENT OF REPRESENTATIVE ARMEY

Good afternoon. I am pleased to welcome our panel of witnesses today to the
second in a series of hearings on poverty issues. Today, we focus on what worked
about The War on Poverty. In assessing the programs inaugurated by the Johnson
Administration, we must examine whether conditions have actually improved for
those targeted by Great Society programs and if so, whether the enormous govern-
ment expenditures unleashed since the 1 960s significantly accelerated the positive
trends that were already occurring in our society at that time.

In undertaking such an analysis, it is necessary to examine the goal of the
social program and if that goal was realized. The War on Poverty's primary goal
was to make people self-sufficient. A strategy of education, vocational training and
motivation was to change the behavior of the poor by making them more productive
members of society. Cash and in-kind benefits were seen as a temporary means
for those who could work, thus, transfers were expected to diminish as recipients'
skills and opportunities improved.

Based on its stated objective of promoting self-sufficiency among the poor, the
War on Poverty must be judged a failure. Work levels among the poor have
declined sharply over the last 30 years with the share of poor heads of households
working full-year and full-time declining from 32 to 16 percent according to recent
Census data. The single most important distinguishing factor in a family's economic
status is the level of work effort by family members.

The War on Poverty did not fail because of a lack of generosity toward the poor
on the part of the American people. As Chart 1 illustrates, total welfare spending
since the 1 960s has continued to increase so that we now spend in excess of $180
billion on means-tested welfare programs. Yet, over 30 million individuals remain
in poverty, despite the fact that we currently spend more than enough to lift every
nonaged poor person out of poverty. This is illustrated by Chart 2. However, our
best efforts to overcome poverty will fail if large numbers of poor individuals are
imprisoned by a culture of dependency.

The lofty goal of the War on Poverty cannot be faulted, nor can it be denied that
many of the programs benefit millions of deserving Americans. But even its most
ardent supporters acknowledge that it is time to reevaluate our approach to meeting
the needs of the poor, given the malignancy of welfare dependency. The challenge
is to combine the social safety net and economic growth so as to assure progress
for the least advantaged in our society. We know that welfare can never replace
work as the means to capture the American dream.

Thank you all for coming to discuss these very important issues.



CHART I

FEDERAL, STATE, AND LOCAL
MEANS-TESTED WELFARE SPENDING
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Source: U.S. Bureau of the Census; Congressional Research Service Report, 'Cash
and Noncash Benefits for Persons with Limited Income: Eligibility Rules,
Recipient and Expenditure Data, FY 1986-88; and unpublished data for 1989.
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CHART 2

MONEY IS NOT THE PROBLEM: TOTAL WELFARE
SPENDING V. INCOME THRESHOLD
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REPRESENTATIVE SoLARz. Thank you, Congressman Armey.
We'll hear first from Dr. Danziger.
I'll say this to all the witnesses. Your testimony will be included for

the record. So, if it's possible to summarize your views and complete
your testimony in 5 or 10 minutes, that would be helpful in leaving the
maximum amount of time for questions.

STATEMENT OF SHELDON DANZIGER, PH.D.,
PROFESSOR OF SOCIAL WORK AND PUBUC POLICY,

SCHOOL OF SOCIAL WORK, UNIVERSITY OF MICHIGAN

DR. DANZIGER. Thank you, Congressman Solarz.
I have submitted for the record a paper titled "The Causes and Conse-

quences of Child Poverty in the United States," which provides documen-
tation for the views I will express in my testimony.

I contend that the War on Poverty provides an important example of
what government can accomplish if presidential and congressional leader-
ship and adequate funding are concentrated on a difficult domestic prob-
lem.

The War on Poverty made a difference precisely because it kept the
Nation focused on the following question: How can we make the econo-
my and societal and political institutions more responsive to the poor?

In fact, a major reason that the War on Poverty is often-and I would
argue-falsely perceived as a failure is that unexpected changes in the
economy made fighting poverty more difficult. Fighting poverty today is
more difficult because the public policy concern with how the economy
and society could be made more responsive to the poor was set aside in
the early 1980s.

In my view, the War on Poverty should be considered rather broadly.
I consider the last program of the War on Poverty to be the Low Income
Energy Assistance Program, which was constituted at the end of the
1970s. The program was developed to cushion the poor from the negative
price rises associated with energy deregulation. It shows that a concern for
how the poor would be affected by changing national priorities remained
an integral factor in policy debates, as late as 15 years after the declara-
tion of the War on Poverty.

Such concern has been mostly absent in the 1980s. The Reagan Ad-
ministration, for example, in pursuing anti-inflation and deregulation
policies, paid little attention to their adverse distributional consequences
on the poor.

Poverty in America is too high. When we get the official numbers for
1991 and 1992, we will find out that the poverty level is higher. Poverty
is too high relative to what it was in the early 1970s, and it is high
relative to what it is in a number of other industrialized countries that
approach our standard of living.

Nonetheless, poverty would be much higher today if the War on
Poverty had never been declared. Because of its programs and policies,
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millions of poor and near-poor families now receive food stamps, sup-
plemental security income, higher Social Security benefits, Medicare and
Medicaid, Pell Grants, Low Income Energy Assistance, Head Start, and
benefits from the Women, Infants and Children Program.

More important, a substantial number of technical research studies
document that poverty will remain high in the coming years unless we
find the political will and funds to implement a comprehensive antipover-
ty strategy.

When the War on Poverty was declared, it was clear that no single
program or policy could solve this difficult problem. In fact, as was
mentioned in your introductory statement, many of the goals of the War
on Poverty had little to do with specific government programs. These
broader goals included maintenance of full employment, acceleration of
economic growth, reduction of discrimination, rehabilitation of urban and
rural communities, and the expansion of educational and job opportunities.

The announcement of the War on Poverty served as the catalyst for
many additional initiatives, some of which I've mentioned and others of
which are listed in my testimony.

The point is that there were a variety of areas in which specific pro-
grams were targeted and for a variety of specific demographic groups.
The optimistic vision that poverty could be eliminated within a generation
through informed policy seemed to be borne out in the first years follow-
ing the War on Poverty, as the economy grew rapidly and social spending
grew as well. The official poverty rate declined from 19 percent in 1964
to about 11 percent in 1973. After that, social spending continued to grow
as the War on Poverty planners expected, but the economy soured. In my
view, this is the key factor that has offset progress against poverty since
the early 1970s.

Economic growth and productivity lagged, consumer prices and unem-
ployment increased as the 1973 oil shock and subsequent oil shocks led
to a series of recessions. These unexpected macroeconomic conditions
refuted two of the key expectations of the War on Poverty planners and
sowed the seeds of discontent about government antipoverty policies.

The planners thought that poverty could be alleviated against a back-
ground of continuing economic growth. After all, in the great post-World
War II economic boom, which lasted from the late 1940s to the early
1970s, the economy grew rapidly and family incomes and real wages
increased year-after-year.

In the period since 1973, that has hardly been the case. Family income
in 1989 was only slightly above average family income in the early
1970s, even if one uses a different price deflator-the CPI-UXI-and
adjusts for reductions in average family size.

The planners believed that economic growth would continue and that,
in an economy with low-unemployment rates and the antidiscrimination
policies and education and training programs in place, the incomes of all
families would rise at about the same rate. That is what had happened in
the great boom following World War II.
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Instead, after 1973, the incomes of the poor have grown more slowly
than that of the average family. This slow-down has been particularly
dramatic for male workers with a high school degree or less. The difficul-
ties of this group are one of the primary reasons why child poverty has
increased so much. They get relatively little in the way of government
benefits and their real earnings over the past 15 years have declined.

Income inequality hasincreased and the antipoverty impacts of eco-
nomic growth have diminished. It is because of these adverse economic
conditions that the poverty rate changed little during the rest of the 1970s.
After the next oil shock and recessions, it reached 13 percent in 1980.

Given these adverse economic conditions, the fact that poverty was
virtually constant during the 1970s indicates that antipoverty policies were
having to work harder and spend more money just to keep the poverty
rate constant.

Nonetheless, the coincidence of rising poverty and spending led to a
major shift in antipoverty policy during President Reagan's Adminis-
tration. Instead of being seen as critical to the fight against poverty, as I
have argued, social programs themselves were blamed for the rising
poverty.

Most of the increased social spending after the 1960s, however, has
been tremendously successful. However, it did not go into the education
and training programs for the poor, rather, it went into the expansion of
Social Security and Medicare programs for the elderly. And, as the chart
on the declining poverty rate of the elderly shows, we have a great and
continuing success from that rising spending (see chart below).

During the 1970s, poverty rose and has continued to be high in the
1980s, primarily among those groups that had been most affected by a
lagging economy and for whom spending did not accelerate. And again,
that's shown on the chart by the rising child poverty rate. Children by and
large live with the nonelderly, whose government benefits, in general, and
in the area of unemployment compensation, in particular, have lagged in
real terms.

Between 1980 and 1983, poverty increased further as the recession
deepened; public employment was phased out, and social spending growth
was curtailed.

After 1983, the economy grew, but antipoverty efforts remained at the
bottom of the Administration's agenda. Now that the 1983-1990 recovery
has ended and the economy has been through another recession, we have
relearned what was known at the outset of the War on Poverty: economic
growth does not reach all of the poor.

The economy expanded for seven years after the 1982-83 recession. By
1990, the inflation-adjusted standard of living of the average American
was higher than the level achieved in the early 1970s. Poverty has fallen
between 1983 and 1989, but the rates for 1989 remain above those of
1979 and even those of 1973. And the rates for 1990-92 will be even
higher. This economic performance represents a unique period in recent
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American economic history-a generation without a significant decline in
the poverty rate.

The 1980s were unusual, not only because poverty did not fall very
much during the recovery, but because earnings inequality increased so
much, as well. The economic gains of the 1980s, unlike those of the
previous post-World War II recoveries, were highly concentrated. The
least-advantaged groups gained less than the most advantaged groups.

Even two-parent families with children, who typically benefit most
from economic expansion and rarely receive welfare benefits, have higher
poverty rates now than in 1973. The real earnings of married men in-
creased relatively little, on average, and a growing percentage were unable
to support a family on their own paycheck.

These families avoided even higher poverty rates only because of the
increased work effort and earnings of married women. If the poverty rate
in 1990 were at its 1973 level, that is, if we had achieved the poverty rate
that we had when average incomes were lower than they were today, four
million fewer Americans would be poor.

What lesson do I draw from the Reagan era view that economic
growth can serve as the primary antipoverty strategy?

I think the Reagan experiment shows that an era of economic growth,
accompanied by cutbacks in the social safety net, will not produce size-
able reductions in poverty. Poverty will fall significantly in the 1990s only
if we reject such a strategy and releam the lessons of the War on Poverty.

The decade following the War on Poverty was one in which the
Federal Government simultaneously pursued economic growth and anti-
poverty policies. I think that this lesson has not been lost on the American
public. It has been particularly evident in calls from the business sector
for expanded programs to produce a better educated work force.

The poverty problem today is very complex. I am not arguing that we
ought to simply expand programs which were expanded in the early War
on Poverty area. I am advocating a renewed antipoverty effort for the
1990s.

We should realize the diversity of the poverty problem and avoid
stereotypes. Some advocates act as if all the poor are voluntarily choosing
a life of welfare dependency; others act as if all of the poor are unable to
find any work.

There are obviously individual families among the poor for whom
these extreme stereotypes fit. However, the majority of the poor are poor
either because their wage rates are too low and they are not supplemented
sufficiently by government benefits or because they cannot get enough
work hours to keep their families above the poverty line.

The political problems of launching a major antipoverty initiative
remain substantial because of the increased expenditure required. But the
key components are familiar and have been discussed many times in
Congress in recent years. They include improved education and training
of low-skilled workers, subsidies to the working poor, access to health
care, elimination of labor-market practices that discriminate against
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minorities and women, and provision of employment opportunities for
those unable to find jobs.

Congress has moved in the direction of aiding poor children in recent
years, for example, by extending the Earned Income Tax Credit and the
Head Start program, by extending Medicaid coverage, and by passing the
Family Support Act.

Current proposals that would continue this pattern include refundable
per capita credits for children and the extension of unemployment insur-
ance benefits for exhaustees.

In sum, the War on Poverty reshaped our social safety net. Although
that safety net has weakened in the 1980s, million of Americans continue
to depend on it.

We need to relearn the lesson of the War on Poverty, that well-in-
fommed government policy can make a difference. And we once again
need to place antipoverty policy at the top of our national agenda.

Thank you.
[The prepared statement of Dr. Danziger, together with a report,

follows:]
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PREPARED STATEMENT OF SHELDON DANZ3GER

I am pleased to have the opportunity to address the Committee today. In my
view, the War on Poverty provides an important example of what government can
accomplish if Presidential and Congressional leadership and adequate funding are
concentrated on a difficult domestic problem.

The War on Poverty made a difference. For more than a decade it kept this
question at the top of our national agenda--"How can we make the economy andsocietal and political institutions more responsive to the poor?"' The War on
Poverty should not be construed narrowly as a specific set of initiatives launched
in the mid-1 960s. Rather, It should be defined broadly to include all the programs
and policies that were implemented as a result of this question. This devotion to
an active antipoverty strategy continued unabated through the Nixon, Ford and
Carter administrations.

In my view, the last antipoverty program of the War on Poverty era was the Low
Income Energy Assistance Program, passed at the end of the 1 970s. This program
was explicitly designed to cushion the poor from the negative effects of energy
deregulation and demonstrates that a concern for the poor still accompanied
national policy debates. Unfortunately, such concern was absent in the 1980s, as
the Reagan Administration actively pursued a strategy of reduced spending on
antipoverty programs.

Because of the programs and policies erected in the decade following declara-
tion of War on Poverty, millions of poor and near-poor families now receive Food
Stamps, Supplemental Security Income (SSI) and higher social security benefits,
Medicare and Medicaid, Pell Grants, Low Income Energy Assistance and their
children participate in Head Start and the Women, Infants and Children (WIC)
Program.

Poverty in America in 1991 is too high. It is too high relative to what It was in
the early 1970s and it is too high relative to what it is in other countries that
approach our standard of living, such as Canada and several European countries.
However, poverty would be much higher today if the .War on Poverty had never
been declared. More importantly, poverty will remain high unless we find the
political will and the funds to renew a comprehensive antipoverty strategy.

I would like to submit for the record, a paper 'The Causes and Consequences
of Child Poverty in The United States' which provides the documentation for the
views presented in this testimony. Because my time is limited, I will merely sum-
marize my main conclusions.

A BRIEF HISTORY OF THE LEGACY OF THE WAR ON POVERTY

Twenty-five years ago, in his first State of the Union address, President Johnson
declared "unconditional" War on Poverty. Shortly thereafter, he transmitted to
Congress the Economic Report of the President, which presented the
conceptual foundation on which the War on Poverty was based and outlined a set
of antipoverty initiatives. Included in this broad range of policies were maintenance
of full employment, acceleration of economic growth, reduction of discrimination,
improvements in regional economies, rehabilitation of urban and rural communities,
improvements in labor market functioning, expansion of educational opportunities,
enlargement of job opportunities for youth, improved health, promotion of adult
education and training, and assistance for the aged and disabled. The report

IThe source of this view is Robert Lampman, 1974, 'What Does it do for the Poor? A New Test for
National Policy." The Public Interest.
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recognized the complexity of the poverty problem and cautioned that no single
program could meet the needs of all of the poor.

The announcement of the War on Poverty served as the catalyst for additional

policy initiatives that could be justified on antipoverty grounds. Some of these were

within the Office of Economic Opportunity; others were associataed with the Great

Society; others were reflections of the increased concern with poverty. It was

recognized that economic growth and bw employment rates would not help all the

poor. The gap in work skills between poor and nonpoor needed correction.
Manpower training - both institutional and on-the-job - was required. Hence, Job

Corps, Neighborhood Youth Corps, the Manpower Development and Training Act

(MDTA), and other programs were either established or expanded. In addition to

a lack of skills, the poor generally had less education than the nonpoor. As a

result, Head Start, Upward Bound, Follow Through, Teacher Corps, and Title I of

the Elementary and Secondary Education Act were launched. In the belief that

deficiencies in diet contributed to low performance in school and on the job, food

assistance was expanded and a school lunch program was established. Similarly,
the debilitating effects of illness and disability on job performance would be reduced

by providing the poor with subsidized or publicly provided medical care through

Medicaid and neighborhood health centers. Finally, the Community Action and

Legal Service programs sought to restructure the social institutions by which the

poor gained access to jobs and goods and services.
A related set of policy changes affected existing social programs. They included

increased leniency by welfare administrators, expanded right and entitlements

stemming from legislation (often promoted by organized groups of recipients and

legal rights activists), more liberal court interpretations of beneficiary rights and

entitlements, the raising of state benefit levels, and reduced stigma attached to
being on welfare.

Whatever the source, federal spending on social programs grew very rapidly

through the mid-1 970s. Their average annual real growth rates were 7.9 percent

during the Kennedy-Johnson years and 9.7 percent during the Nixon-Ford years.
By the late 1970s, real growth slowed, primarily because benefits that were not

statutorily linked to consumer prices lagged as inflation surged. Real federal social

welfare spending grew less than 4 percent per year during the Carter administra-

tion, and only one program to aid low-income people, the Low Income Energy
Assistance program, was established.

Between 1965 and 1981, the nature of the federal budget was transformed. In
1965, about a quarter of the budget was accounted for by income security, health,

education and training, exployment and social service programs. By 1981, they
accounted for about 50 percent.

ECONOMIC GROWTH, SOCIAL SPENDING, AND THE TREND IN POVERTY

The optimistic vision that poverty could be virtually eliminated within a genera-

tion through informed policies seemed to be borne out as the economy and social

spending both grew rapidly. The official poverty rate declined from 19 percent in
1964 to 11.1 percent in 1973.

After 1973, social welfare spending continued to grow, as the War on Poverty

planners expected, but the economy soured. After the 1973 oil price shock,

economic growth and productivity lagged and consumer prices and unemployment
rates increased. These macroeconomic conditions refuted two key expectations
of the planners of the War on Poverty. They thought that poverty could be alleviat-

ed against a background of continuing economic growth because the business

cycle could be controlled. They also believed that economic growth, in an economy
with low unemployment rates and with antidiscrimination policies and education and

training programs in place, would at a minimum be proportional, with all incomes
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rising at about the same rate. At best, income growth for the poor would exceed
the average rate, further reducing poverty. Instead, after 1973, the incomes, of the
poor grew more slowly than the average.

Because of this poor economic performance, the poverty rate changed little
during the rest of the 1970s. After the next oil price shock and recession, it
reached 13.0 percent in 1980.

Given these economic conditions, the fact that poverty was virtually constant
during the 1970s indicates that antipoverty policies were somewhat successful in
offsetting the increased economic adversity generated in the labor market. Howev-
er, the coincidence of rising poverty and rising spending led to a major shift in
antipoverty policy during President Reagan's Administration. Instead of being seen
as important in the fight against poverty, social programs themselves were blamed
for the rising poverty.

This view neglected the major success of antipoverty policy--the rapid decline
in poverty rates for elderly persons that began after the War on Poverty and
continued unabated through the 1970s. Most of the increased social spending over
this period was accounted for by the expansion of social security programs that
aided the elderly. Poverty rose during the 1970s primarily among those groups for
whom spending did not accelerate. Nonetheless, Reagan Administration policies
reflected the conviction that government should avoid active intervention in the
economy and allow the free market to reassume its role as the primary engine of
antipoverty policy.

Active efforts were now directed toward restraining antipoverty policies. The
real growth rate of social programs fell to about 1.5 percent per year, and major
structural chaanges designed to reduce all programs save Social Security retire-
ment and some basic benefits for those unable to work were undertaken. Large
reductions were made in unemployment compensation and Public Service jobs for
the unemployed.

Between 1980 and 1983, poverty increased further to 15.2 percent, as the
recession deepened, public employment was phased out, and social spending was
curtailed. After 1983, the economy grew, but antipoverty efforts remained at the
bottom of the Administration's agenda.

Now that the recovery has ended, we have relearned what was known in the
early 1960's--that economic growth does not reach all of the poor. The American
economy expanded for seven years after the 1982-83 recession. By 1990, the
inflation-adjusted living standard of the average American had surpassed the level
achieved in the early 1970's. Poverty did fall from its peak of 15.2 percent in 1983,
but the 1989 rates of 12.8 percent for all persons and 19.6 percent for children
remain above those of 1979, the last business-cycle peak, and of 1973, the
previous peak. This represents a unique period in American economic history--a
generation without a significant decline in the poverty rate.

The 1980's were unusual not only because poverty did not fall very much, but
because inequality increased so much as well. The economic gains of the 1980's,
unlike those of previous post-World War II recoveries, were highly concentrated.
The least-advantaged groups benefitted least. The young gained much less than
the old; less-educated workers gained much less than more-educated workers;
single-parent families gained less than two-parent families; blacks and Latinos
gained less than whites.

If the poverty rate in 1990 were at its 1973 level, 4 million fewer Americans
would be poor. Even two-parent families with children, who typically benefit most
from economic expansions, have higher poverty rates today than in 1973. The real
earnings of married men increased relatively little on average during the recovery,
and a growing percentage were unable to support a family on their own paycheck.
These families avoided higher poverty rates because of the increased work effort
and earnings of married women.
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At the top end of the income distribution, the 'haves' benefitted much more than
the rest of their fellow citizens. Their earnings and property income increased and
their taxes decreased. While poverty fell less in the 1980's than in previous
decades, the percentage of the population classified as 'rich' increased at a more
rapid rate. Indeed, the ranks of the rich are now at an all-time high.

-What lesson do I draw from the Reagan-era view that economic growth can
-serve as the sole antipoverty strategy? I conclude that poverty will fall significantly
only-if we reject this strategy and relearn the lesson of the War on Poverty. The
decade following the War on Poverty was one in which the federal government
simultaneously pursued economic growth and antipoverty policies. Together they
accomplished our last major decline in poverty.

I believe that this lesson has not been lost on the populace. The contradictions
of a robust economic recovery and the continuing hardships of the poor, the
medically uninsured, inner-city residents, and the homeless have shifted public
opinion to favor increased government intervention. No one doubts that poverty will
increase in 1991 because of the recession and because our safety net programs
provide less protection now than they did in the early 1980's. But if the emerging
recovery has the same antipoverty effects as the recovery of the 1980s, these
contradictions will not disappear.

Concerns about foreign competition and the private sector's need for a
better-educated work force have produced numerous reports from the business and
philanthropic communities that advocate increased government support for human
capital investment strategies. Indeed, some of the same arguments made at the
outset of the War on Poverty are being repeated today.

This emerging policy consensus recognizes that the reduction of poverty in
America requires both economic growth policies and a full range of antipoverty
strategies. During the late 1960's and early 1970's, many antipoverty policy
debates used exaggerated stereotypes of the poor. Those debates typically viewed
the poor either as victims of their own inadequacies, often mired in a culture of
poverty, or as victims of societal deficiencies such as inadequate schooling, lack
of labor market opportunities, and discrimination. There is now a realization that
the poor are a diverse population and that the opposing views of individual inade-
quacies and societal inequities each apply to only a small portion of the poor. The
poverty problem of the elderly widow differs from that of the family whose head
seeks full-time work but finds only sporadic employment; the poverty of the family
head who works full time at low wages differs from that of the family head who
receives public assistance and either cannot find a job or does not find it profitable
to seek work.

This diversity means that no single program or policy can solve the problem.
The political problems of launching a major antipoverty effort remain substantial
because of the increased expenditure that would be required. But the key compo-
nents of such a comprehensive antipoverty strategy are familiar. They include
improved education and training of bw-skilled workers, subsidies to the working
poor, access to health care, elimination of labor market practices that discriminate
against minorities and women, and provision of employment opportunities for those
unable to find jobs. Congress has moved in this direction in recent years, for
example, by expanding the Earned Income Tax Credit, by extending Medicaid
coverage for poor children, and by passing the Family Support Act.

The War on Poverty reshaped our social safety net. Although that safety net
was weakened in the 1980's, millions of Americans continue to depend on it. We
need to relearn the lesson of the War on Poverty--that well-informed government
policy can make a difference. And we once again need to place antipoverty policy
at the top of our national agenda.
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THE CAUSES AND CONSEQUENCES OF CHILD POVERTY

IN THE UNITED STATES

I. INTRODUCTION

Recent demographic, economic and public policy trends indicate that high

poverty rates for all Black and Hispanic children and for white children living in single-

parent families are here to stay. In 1988, the official poverty rates were 43.5 percent for

Black children, 37.6 percent for Hispanic children, and 46 percent for white children living

in mother only families. In contrast, the poverty rate for white children living in two-parent

families was 10 percent, and for elderly persons, 12 percent.1

About 12 million children under the ages of 18, about one-fifth of all children, live

in families with incomes below the poverty line (about $12,000 for a family of four). In

any year, about three-quarters of their families received some government income

maintenance benefits, while a quarter, falling past all safety-net programs, received

nothing. On average, their families' income fell short of the poverty line by about $4,500.

For most white children poverty lasts only a few years. But many minority children

spend their entire childhood in poverty. They live in segregated neighborhoods, isolated

from mainstream institutions, in families that lack the income necessary to provide them

with sufficient nutrition and health care, and attend urban schools that offer fewer

opportunities to learn and to escape from poverty.

1 The official U.S. poverty line provides a set of income cutoffs that vary by familysize. In 1988, they ranged from $7,958 for two persons to $12,092 for a family offour, to $24,133 for a family of nine or none. The poverty line for a family of fourwas about 38 percent of the $32,191 median income of all families and 31 percentof the $39,051 median for a family of four. The official poverty lines have beenused for more than 25 years. They are adjusted annually to account for priceincreases, but they do not vary with real family income. Thus, for example, in1967, the poverty line for a family of four was about 43 percent of the median for
all families.

55-478 0 - 92 - 6
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When the national poverty rate was 20 percent in the early 1960s, President

Johnson declared War on Poverty. The planners of the War on Poverty assumed that

active government policies implemented in a full-employment, growing economy would

virtually eliminate income poverty, as officially measured, by 1980. According to

Lampman (1971):

While income povert is a relative matter, l do not think we should
engage in frequent changes of the poverty lines, other than to adjust
for pnce changes. As I see it, the elimination of income poverty is
usefully thought of as a one-time operation in pursuit of a goal
unique to this generation. That goal should be achieved before
1980, at which time the next generation will have set new economic
and social goals, perhaps inciuding a new distributional goal for
themselves (p. 53)

And poverty did deciine, from 22.7 percent of children in families in 1964 to 14.2 percent

in 1973, as both social spending and the economy boomed. The decade 1970-1979

was a period of continued growth in social welfare spending, as these planners intended,

but a period of unexpectedly disappointing economic performance. Productivity and

economic growth slowed, family income stagnated, and prices and unemployment rose.

Given these conditions, the fact that poverty was virtually constant during the

1970s can be viewed as an indication that antipoverty policies were successful in

offsetting the increased economic adversity (Danziger and Gottschalk, 1985a). The

official perspective of the early 1980s, evident in the federal budgetary retrenchment in

social spending, however, was quite different. Antipoverty programs themselves were

blamed for the failure of poverty to fall during the 1970s as it had during the 1950s and

1960s (Murray, 1984). According to President Reagan:

With the coming of the Great Society, government began eating
away at the underpinnings of the private enterprise system. The big
taxers and big spenders in the Congress had started a binge that
would slowly change the nature of our society and, even worse, it
threatened the character of our people.... By the time the full
weight of Great Society programs was felt, economic progress for
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America's poor had come to a tragic haft. (Remarks before the
National Black Republican Council, September 15, 1982)

In 1964, the famous War on Poverty was declared. And a funny
thing happened. Poverty, as measured by dependency, stopped
shrinking and then actually began to grow worse. I guess you could
say, *Poverty won the War. Poverty won, in part, because instead
of helping the poor, government programs ruptured the bonds
holding poor families together. (Radio address, February 15, 1986)

The 'Reagan Experiment assumed that if government avoided active

interventions in a wide range of domestic policy areas, productivity and economic

growth could be increased, and prices, unemployment, and poverty could be reduced.

The evidence from the 'Reagan Experiment is now in. Poverty has fallen somewhat

each year since 1983, a year marked by the highest unemployment rate since the Great
Depression, and the highest poverty rate since the late 1960s. But the 1988 rates of 13.1
percent for all persons and 19.2 percent for children remain above those of 1979, the

last business-cycle peak. This modest decline occurred during an unusually long

economic recovery, but one characterized by relatively constant social spending. In

addition, income inequality has increased. Between 1979 and 1980, the inflation-

adjusted income of the poorest fifth of families with children fell by about 20 percent to
$7,125, while that of the richest fifth increased by about 10 percent to about $77,000

(U.S. House of Representatives, 1990a, p. 1084).

This recent experience demonstrates that economic growth on its own cannot

significantly reduce child poverty. Figure 1 shows the child poverty rate for the eight pre-

Reagan years, 1973 through 1980, on the lower line and the eight years of the Reagan

administration, 1981 through 1988 on the upper line. Child poverty rose from 14.2 to

17.9 percent between 1973 and 1980, averaging 15.94 percent. The rate increased

dramatically to 21.8 percent in 1983, and has fallen somewhat during the ongoing

recovery to 19.2 percent for 1988. The Reagan-era average, 20.3 percent, is 4.4

percentage points higher than that of the prior eight years.
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Figure 1

Child Poverty Rate
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One way to contrast the experience of these two eight-year periods is to translate

the difference in the average child poverty rate into child years of poverty. There are

currently about 64 million children in the U.S. The difference between the pre-Reagan

period and the Reagan period in the total number of child years of poverty is then about

22 million-the 4.4 percentage point per year difference in the rate times 64 million gives

the number of additional poor children in an average year. Multiplying this by 8 yields

the additional years of child poverty for the eight-year period.

What does the Reagan Experiment tell us about the ability of a growing economy

to reduce child poverty when little attention is devoted to antipoverty policy? Figure 1

does show that poverty fell by 2.6 percentage points - from 21.8 to 19.2 -- between 1983

and 1988. If the current recovery were to somehow continue until 1998, and if child

poverty kept falling at this same rate of 2.6 percentage points every five years, the child

poverty rate in 1998 would be 14.0 percent - about what it was in 1973! A more formal

(and more realistic) projection of the poverty rate for all persons, based on time-series

regressions in which the official poverty rate is modeled as a function of Congressional

Budget Office forecasts of unemployment rates and economic growth suggests that

poverty will fall only modestly as the current economic recovery continues, if current

antipoverty policies remain unchanged (see Danziger and Gottschalk, 1985b, for a

discussion of the regression model).

Child poverty in the U.S. is not only high in relation to what analysts writing in the

1970s thought it would be by now, but it is also much higher than in the many other

industrialized countries (Smeeding and Tonney, 1988). If this high child poverty rate is to

be lowered significantly, a comprehensive antipoverty effort is required. Such a program

should build on what we have learned about the causes and consequences of poverty

and about which policies have worked and which have not. There are some signs in

academic and policy discussions that a 'new consensus' (Novak et al., 1987) on the

nature of American poverty and the means for reducing it has emerged.
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Twenty years ago, the prevailing wisdom held the most of the poor were either

hard working or unable to work and that 'long-term dependency' and 'behavioral

poverty' were not important problems. For example, the Commission on Income

Maintenance (1969), appointed by President Johnson, advocated a guaranteed annual

income because

more often than not, the reason for poverty is not some personal
failing, but the accident of being born to the wrong parents, or the
lack of opportunity to become nonpoor, or some other
circumstance over which individuals have no control. (p 2)

Today, many policy-oriented discussions of the "underclass" focus on 'the

poorest of the poor' and not "the typical poor person.' For example, the American

Enterprise Institute's Working Seminar on Family and American Welfare Policy

(Novak, et al., 1987) writes that:

For such persons, low income is in a sense the least of their
problems; a failure to take responsibility for themselves and for their
actions is at the core. It would seem to be utile to treat the
symptom, low income, rather than the fundamental need, a sense of
self. (p. 99)

There is a middle ground, however, between the "money only" and the "internal

change" positions. Now there is an appreciation of the diversity of the poverty

population - an awareness that the polar views of individual inadequacies and societal

inequities each apply to only a small portion of the poverty population. The poverty

problem of the elderly widow differs from that of the family whose head seeks full-time

work but finds only sporadic employment; the poverty of the family head who works full-

time but at low wages differs from that of the family head who receives welfare and either

cannot find a job or does not find it profitable to seek work.

According to this new consensus, only the poverty of those not expected to work

such as the elderly and the disabled, should be addressed with expanded welfare
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benefits (see, for example, Ellwood, 1987). This represents a dramatic shift from the

consensus of the 1970s that cash welfare benefits should be universally available (e.g.,

President Nixon's Family Assistance Plan and President Carter's Program for Better Jobs

and Income). It is now widely accepted that no single program or policy can meet the

needs of the diverse poverty population. And, there is consensus on many specific

reforms (discussed in Section VI below). Yet, there has been little legislation to remedy

these problems because a major legacy of the Reagan era - the large federal budget

deficit - imposes considerable fiscal restraint even when specific programs receive wide

support.

Although there is not yet an active antipoverty debate, there are some grounds for

optimism. Both the Tax Reform Act of 1986 and the Family Support Act of 1988 (a

welfare and child support reform bill) garnered broad bipartisan support and targeted

substantial additional resources to poor families with children. Americans seem to have

rejected the Reagan-era view that the federal government was the primary cause of the

poverty problem and could therefore not solve it. There now seems to be a consensus

supporting government action ina number of areas that were either targets of the

budget cuts of the early 1980s or were neglected.

While the critique of governments antipoverty role prevented the initiation of new

social programs during the Reagan Administration, there is now no sentiment for further

cuts in Food Stamps, child nutrition programs, Medicaid, or education and training

programs. In fact, concerns about.the negative consequences of child poverty for

America's competitiveness and for therchildren themselves have affected public opinion.

Many people now favor an expansion of policies targetted on poor children, especially

those focused on child health, nutrition and education.

Because poor children are less likely to receive adequate nutrition and health

care, less likely to complete high school, and more likely to have children out-of-

wedlock, child poverty has negative consequences for the next generation as well as for
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todays children. The 12.1 million children who were poor in 1988 comprised about 40

percent of the official poverty population. Thus, although they are only one of the groups

at high risk of poverty, they are the largest. The remainder of this paper emphasizes

how this situation developed and suggests some policies that might reduce their

numbers.

The paper is organized as follows. The next section reviews trends in family

incomes and poverty, emphasizing the antipoverty effects of economic growth and

government policies. The third section focuses on poverty and income transfer

recipiency among children, emphasizing the diversity of the poverty population and who

is aided by income transfers programs and who is not. The fourth section analyzes the

effects of changes in family structure and family size on child poverty. Then we review

the evidence on persistent poverty and welfare receipt and discuss the emergence of an

urban underciass. Section V analyzes some important consequences of poverty -

adolescent pregnancy and out-of-wedlock childbearing, infant mortality and low

birthweight, and some other consequences of poverty for child health and development.

We conclude with an antipoverty agenda for the 1990s.

II. ECONOMIC FACTORS

A. Trends In Family Incomes and Poverty

Recent trends in family incomes and poverty stand in sharp contrast with those of

the 1950s and 1960s. Median family income (column 1, Table 1) adjusted for inflation

grew by about 40 percent between 1949 and 1959 and by about 40 percent between

1959 and 1969. Poverty as officially measured (column 2) dropped by about 10

percentage points during each decade. In fact, between 1949 and 1969, real year-to-

year changes in the median (not shown) were positive 16 times, unchanged twice, and

negative only once. In contrast, the period since 1969, especially since 1974, is one of

stagnation. Real median family income in 1988 was only about 6 percent above the 1969
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Table 1

Family Incomes. and Poverty and Unemployment Rates.
Selected Years, 1949-1988

Official
Median Family Poverty Rate, Unemployment Cash Transfers Per

Year Income (1988S) All Persons Rate Household (1998S)
(1) (2) (3) (4)

1949 15,415 34.35a S.9 915

1954 18, 337 27.3 a 5.5 1164

1959 21, 981 22.4 5.5 1843

1964 25, 049 19.0 5.2 2265

1969 30,407 12.1 3.5 2710

1974 30,960 11.2 5.6 3572

1979 31,917 11.7 5.8 3986

1983 29,307 15.2 9.5 4367

1985 30,493 14.0 7.2 4060

1988 32,191 13.1 5.5 N.A.

Source: Current Population Reports, Series P-60, for columns 1 and 2.
Economic Report of the President for Column 3; Danziger and Gottschalk
(1985) for column 4.

Estimate based on unpublished tabulations from March Current Population
Surveys by Gordon Fisher, U.S. Department of Health and Human Services.

N.A. - Not Available.
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level. Poverty, however, was higher than in 1969. Since 1969, there have been ten

positive year-to-year changes in the median, two years of no change, and six years of

negative changes. And, unemployment throughout the 1980s has been high by

historical standards. After rising to almost 10 percent in the early 1980s, the

unemployment rate stabilized at about 5.5 percent after 1988.

These macroeconomic conditions refuted two key expectations of the planners of

the War on Poverty. They thought that poverty could be alleviated against a background

of continuing economic growth because the business cycle could be controlled. This

was a reasonable assumption at the time, as median family income growth was positive

for each year from 1958 to 1969. They also believed that economic growth, in an

economy with low unemployment rates and with antidiscrimination policies and

education and training programs in place, would at least be proportional, with all

incomes rising at about the same rate. At best, income growth for the poor would

exceed the average rate, further reducing poverty. Instead, since the early 1970s,

income inequality has increased. Incomes have grown less than average for the poorest

families and more than average for the richest (see U.S. Congressional Budget Office,

1988).

B. Trends In Male Earnings

The most surprising trend in recent years, and a major cause of the rise in child

poverty has been the increasing percentage of prime-age men who do not earn enough

to keep a family of four persons out of poverty (about $12,000 in 1988).2 Table 2 shows

2 While most of those with low earnings are among the working poor,' some do
not work at all, and others work only sporadically during the year. In other words,
some low earners work full time, full year, but at a low wage rate, while others
earn a 'good wage rate,' but work too few hours to earn more than the poverty
line because of voluntary or involuntary unemployment. In addition, a low earner
may not be poor, as officially measured, if her or his family size is less than four
and/or there are other earners in the family and/or the family has sufficient
amounts of income from other sources.
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Table 2

Men, Ages 25-54. with Low Earnings by Educational Attainment,
1949-1986

Percentage of Men vith Low Earnings by
Comnleted Years of Schoolins

All
0-8 9-11 12 13-15 16+ Men

White Non-Hispanic
1949 53.21 37.81 30.0S 31.01 24.5S 40.1S
1959 34.4 17.7 13.2 13.1 10.6 19.6
1969 24.5 12.7 8.3 9.7 7.9 11.8
1979 36.5 24.0 15.3 15.3 10.9 16.8
1986 52.8 38.3 22.6 17.9 10.6 20.6

Black Non-Hispanic
1949 85.0S 70.4S 63.41 66.4X 52.8S 79.7S
1959 65.0 45.9 36.7 29.5 18.2 53.5
1969 46.0 32.3 20.0 18.0 16.4 32.0
1979 53.6 44.9 34.0 28.2 17.1 36.6
1986 73.7 55.5 42.7 30.6 22.7 42.2

Hispanic
1949 76.02 53.2S 46.41 * * 67.8S
1959 57.2 24.6 22.7 23.4 * 43,9
1969 37.7 18.4 16.4 18.4 12.2 26.3
1979 42.7 31.7 26.7 18.4 16.7 31.1
1986 60.9 47.4 35.9 28.3 18.7 41.8

Source: See Table 1.

Note: A man is classified as having low earnings if his earned
income from wages, salaries and self-employment is below the
poverty line for a family of four--$2,417, $2,955, $3,714,
$7,355, and $11,203 in the five years.

*Cell size below 75 men.
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the percentage of men, ages 25-54, in each of five education categories whose earnings

were below the poverty line for a family of four in the selected years between 1949 and

1986. In every year and for each of the three groups, those with more education are

much less likely to have low earnings than those with less eduction. For example, in

1986, while more than half of white non-Hispanic men with eight or fewer years of

schooling earned less than $11,203, only 10.6 percent of white college graduates earned

less than this amount. At every education level, black non-Hispanic men have the

highest rate of low earnings, followed by Hispanics and then white non-hispanics.

The data in Table 2 for the post-1969 period do not show the kind of economic

! progress that Americans in the immediate post-World War II decades came to expect.

For example, Between 1949 and 1969 the incidence of low earnings declined

dramatically. For all white men, it declined from 40.1 to 11.8 percent; for blacks, from

79.7 to 32.0 percent; for Hispanics, from 67.8 to 26.3 percent. Large declines occurred

for men in each of the five educational categories. Most of this large decline was due to

the rapid growth in the level of earnings. Between 1949 and 1969, mean earnings (in

1986 constant dollars) for all men between the ages of 25 and 54 more than doubled,

from $10,252 to $24,125 (data not shown). As a result, the official U.S. poverty line for a

family of four, which is fixed in real terms, fell as a percentage of this mean from 107 to

46 percent. However, the incidence of low earnings also fell because inequality

decreased over these two decades - those at the bottom experienced more rapid

earnings increases than those at the top (see Danziger and Gottschalk, 1988).

In 1986, mean earnings for all men ages 25 through 54 was $24,288, virtually the

same as it had been seventeen years earlier. The incidence of low earnings, however,

holding education constant, increased dramatically for all the groups. In 1986, 20.6

percent of whites, 42.2 percent of blacks, and 41.8 percent of Hispanics earned less

than the poverty line for a family of four, representing increases of 8.8, 10.2, and 15.5

percentage points over their respective levels in 1969, despite the higher education
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levels of 1986. Thus, this period was disappointing both because of the stagnation in the

mean of earnings and because inequality increased. Those at the bottom earned less

than in 1969, while those at the top earned more.

The increases in low earnings were particularly dramatic for less-educated men.

For example, in 1986, men with a high school degree were substantially less likely to

have earnings in excess of the poverty line for a family of four than similar men in 1959!

The rate of low earnings for high school graduates increased between 1969 and 1986 by

14.3, 22.7, and 19.5 percentage points for the three race-ethnic groups. High school

graduates in 1986 had a rate of low earnings similar to that of men with 8 or fewer years

of school in 1969.

This deterioration in earnings was even greater for younger men. Their

experience emphasizes the relationship between education and earnings for recent labor

market entrants and demonstrates the economic hardship facing those who go no

further than high school. Figure 2 shows the incidence of low earnings in each of the five

years for men ages 25 through 34 who graduated from high school but completed no

additional years of schooling. The percentage of young white high school graduates

who were low earners increased from 8.6 to 25.6 percent between 1969 and 1986, with

the 1986 level substantially exceeding the 14.8 percent level of 1959. For minorities, the

percentage point increases after 1969 were even greater.

The data in Table 2 clearly show that high school graduation, relative to not

completing high school, is an economic necessity - the percentage point differences

between low earnings rates for high school graduates and those less educated have

never been greater. The recent experience also demonstrates, however, that policies to

increase the high school graduation rate, while necessary, are not sufficient to

significantly reduce poverty. In fact, the rates of low earnings of college graduates in

1986 were somewhat higher than those for high school graduates in 1969.
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By comparing the earnings of men to a fixed poverty standard -- the poverty line

for a family of four - the analysis thus far has presented a picture that is gloomier than

analyses of poverty based on the official definition. The official rates, as shown in Table

1., are lower in each-year than the.rates of low earnings shown in Table 2 because they

are- basedonlotal family income and thus include income from other sources (e.g.,

property income, government transfer benefits) and from other family members

(especially working wives) and because they reflect the actual family size, which has

decilned- over time and is now typically smaller than four persons.

i In sum,:tha past two decades have been characterized by decreases in the ability

of prime-age males to earn an amount sufficient to raise a family of four above the

poverty line. However, increasing earnings of wives and declining family size (as

discussed below) have tended to offset much of the dramatic declines in the ability of

men to earn above this poverty line. As a result, official poverty rates have risen only a

little. The least-educated have the highest poverty rates in any year and have

experienced the greatest deterioration in their economic status over time.

C. Trends in Wives Contribution to Family Incomes

For the past several decades, wives in general, and the mothers of children, in

particular, have increasingly participated in the labor force. For example, in 1968, only

42 percent of married women with children less than 6 years of age were in the labor

force, while in 1988, 68 percent were. The corresponding participation rates for all

married women with children were 50 and 73 percent in these years, respectively. In

addition, weeks worked per year among those wives who do work increased from an

average of 39 weeks in 1968 to 44 weeks in 1988. And, while male earnings have

stagnated, womens have not. Mean weekly earnings (in constant 1988 dollars)

increased among working wives from $247 to $327 over these two decades. By 1988,
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wives earnings accounted for about a fifth of family income, roughly double their

contribution for 1968.

Wives not only raise the mean, but they also reduce poverty. And, over time, this

antipoverty impact has increased. For example, Danziger and Gottschalk (1986) show

that in 1967 the poverty rate for two-parent families with children, which was 9.9 percent,

would have been 13.3 percent in the absence of wives' earnings. In 1984, when the rate

was 10.6 percent, it would have been 16.2 percent without working wives. In other

words, because of the increased contribution of working wives, poverty went up by only

0.7 percentage points, instead of by 2.9 points.

The increased annual earnings of women relative to men is attributable in part to

their increased work effort. But women's wage rates have also increased relative to

men's. One source of this change is the increased percentage of women working in

higher status occupations. Another, related to the rise in the incidence of low earnings

among males, has to do with changes in wage rates resulting from the decline in

manufacturing relative to service employment. This shift exerted greater downward

pressure on male than female wages.

D. Trends In Government Income Transfers

The 1980s have been difficult not only for wage-eamers, but also for nonelderly

income transfer recipients. As with the trend in family income, the recent trend in

government support differs from that in the decades following World War II.

Cash transfers per household doubled between 1949 and 1959 and then almost

doubled again by 1974 (see column 4 of Table 1 and Figure 3). But, after 1974, almost

all of the growth in transfers was in social insurance, which benefits primarily the elderly,

(top graph in Figure 3) and not in public assistance (welfare) programs, which

disproportionately benefit children (bottom of Figure 3). In fact, most of the increased

federal social spending over the past twenty-five years is accounted for by the expansion
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and indexation of social security benefits and the introduction and expansion of

Medicare, Medicaid, and the Supplemental Security Income program, all of which

provide benefits disproportionately to the elderly. Ellwood and Summers (1986) show

that spending on welfare, housing, food stamp, and Medicaid for those who are neither

aged nor disabled made up only 11.9 percent of total social welfare expenditures in

1980, a figure dwarfed by the 66.0 share of spending orrsocial security, Medicare, and

other programs for the elderly. As a result, over the period from 1969 to 1985, the

elderly experienced large declines in poverty and increases in median family income that

differ greatly from the trends shown in Table 1 for all persons and all families.

While spending on the elderly increased throughout the period, social spending

targeted on children has declined in recent years. Between fiscal years 1978 and 1987,

federal program expenditures targeted on children declined by 4 percent in real terms,

while those targeted on the elderly increased by 52 percent (U.S. House of

Representatives, 1990, pp. 1065-1066). Welfare receipt among poor children increased

rapidly after declaration of the War on Poverty. Less than 15 percent of poor children in

1960 received-welfare benefits- This increased to about 20 percent in 1965, about 50

percent in 1969 and peaked at about 80 percent in 1973. Welfare receipt then fell to

about 50 percent in 1982, before rising to 58 percent in 1988 (U.S. House of

Representatives,. 1985, p. 212; and, 1990, p. 577).

Because of economic and government program changes, a smaller percentage

of poor children are now removed from poverty by government benefits. Economic

changes increased the number of poor children, and program changes left fewer eligible

to receive benefits. The.first round of program changes resulted from legislative inaction

-state governments allowed benefits (particularly those for Aid to Families with

Dependent Children) to be eroded by the high inflation rates of the 1970s. The second

round resulted from program rulrchanges and budget cuts implemented in the early

years of the Reagan administration that made it more difficult for the unemployed to
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receive unemployment insurance and more difficult for welfare recipients to receive
benefits if they worked.

In the U.S., eligibility for unemployment insurance is based on one's work history,
and benefit receipt is time-limited. As a result, some of the unemployed, especially new
labor market entrants, will not be eligible for benefits because of an insufficient work
history. Others, especially the long-term unemployed, will have exhausted their eligibility.
Figure 4 shows the percentage of unemployed workers covered by unemployment
insurance (Ul) from 1955 through 1987. Typically about 45 percent of the unemployed
received benefits.

The political economy of Ul changed dramatically during the Reagan era. The
contrast with the previous decade is particularly striking. In the severe recession of the
mid-1970s, Congress liberalized program rules. As a result, about 75 percent of the
unemployed received benefits in 1975, the highest point on the graph over the 30 year
period. Even though the recession of the early 1980s was more severe than that of the
mid-1970s, the Reagan Administration introduced legislation that restricted the Ul
program. As a result, benefit receipt fell to an historical low - only about 30 percent of
the unemployed now receive benefits.

We now turn to a more detailed examination of the poverty rates and welfare
recipiency of families with children. Table 3 shows, for male-headed and female-headed

families with children, the trends in poverty and the antipoverty impacts of major cash
income transfer programs. The antipoverty impacts of cash social insurance (column 4)

and public assistance (column 5) transfers are measured by the percentage of all
pretransfer poor persons (column 1) they remove from poverty. The calculations are
done sequentially, so that all social insurance benefits are first added to pretransfer

incomes, yielding the prewelfare poverty rate in column 2. Then welfare transfers are
added, yielding the official poverty rate in column 3. Figure 5 contrasts trends in the
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Table 3

Poverty Rates and the Antipoverty Impact of Cash Transfers, 'cr
Perscns Living In Families with Children, Selected Years, 1967- 989

% of Pretransfer Poor Perss-.s
Removed from Poverty by:

Cash Social Cash Publi,
Pretransfer Prewelfare Official insurance Assis:arce

Poverty Poverty Poverty a
(1) (2) (3) (4) (5)

Nonelderly
Male reai
1967 11.5i 10.3i 10.0 10.4 2.6

1969 9.1 8.0 7.5 :3.6 5.5

1974 9.8 8.0 7.4 18.4 6.1

1977 10.2 7.9 7.2 22.6 6.9

1979 9.6 7.8 7.2 18.8 6.3

1983 14.7 12.2 11.7 17.0 3.4

1988 11.0 9.2 8.6 16.4 5.5

Nonelderly
ema1e Yea*

1967 58.8 52.4 49.1 10.9 5.6

1969 61.0 54.4 48.5 10.8 9.7

1974 59.6 53.1 46.5 10.9 11.1

1977 37.2 51.4 45.3 10.1 10.7

1979 53.5 48.6 43.3 9.2 10.0

1985 57.8 53.2 51.0 8.0 3.8

1988 54.0 50.1 48.1 7.2 3.7

Source: Computations by author from March Current Population Survey
computer tapes.

Notes: Cash social insurance transfers include social security,
railroad retirement, unemployment compensation, workers'
compensation, government employee pensions, and verterans'
pensions and compensation. Cash public assistance transfers
include Aid to Families with Dependent Children, Supplemental
Security Income, and general assistance.

aDefined as ((column 2 - column 1)/column 1) x 100.

Defined as ((column 3 - column 2)/column 1) x 100. The total
antipoverty effect of cash transfers, shown in figure 5, is the sum of
columns 4 and S.
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Figure 5

Antipoverty Effects of Cash Tranfers:
% Removed from Poverty. 1967-1988
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antipoverty effects of transfers for these types of families with children to their effects for

the elderly, in each year from 1967 through 1988.

Poverty rates are almost five times higher for persons in female-headed than in

male-headed families. But the poverty trends are similar- declines from the late 1960s

to the late 1970s, large increases to 1983, and smaller decreases thereafter. As a result,

the 1988 rate was very similar to the 1969 rate for each group. Cash social insurance

transfers removed a greater percentage of pretransfer poor persons from poverty in all

years than did cash public assistance transfers because a greater portion of the

pretransfer poor received them and because the average social insurance benefit was

higher. The antipoverty effects of both types of transfers increased between the late

1960s and late 1970s, but have declined over the last decade. Column 5 of Table 3

shows that between 1974 and 1988 there was a particularly large decline in the

antipoverty effect of cash public assistance (welfare) for female-headed families with

children. If the antipoverty effect of cash welfare assistance in 1988 had been at its 1974

level, then their official rate in 1988 would have been 44.1 percent instead of 48.1

percent. If current welfare reform proposals could raise the antipoverty effect of welfare

to 20 percent (which is likely to be an upper-bound estimate), the official poverty rate for

this group would still be almost 40 percent.

Figure 6 shows the mean cash transfers (in constant dollars) received each year

by pretransfer poor families with children. In each year, after 1969, male-headed families

received higher amounts than female-headed families. This result follows for several

reasons. First, the typical social insurance benefit is based on past earnings. Thus, if

the unemployed receive a benefit that is 50 percent of the prior wage, then a man's

benefit is likely to be higher than that of a woman receiving Ul, as male wages on

average are higher than female wages. Second, women are more likely to receive

welfare benefits, which are not conditioned on previous labor force experience, than

social insurance benefits. And, welfare benefits are typically lower than social insurance
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Figure 6

Families with Children: Mean Cash Transfer
Pretransfer Poor Recipients (1986 S)
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benefits. For example, maximum monthly unemployment insurance benefits in 1990 for

a married worker with two children earning $9.00 per hour, somewhat less than the

average wage, ranged from $536 in the lowest-benefit state to $992 per month in the

highest (U.S. House of Representatives, 1990a, p. 475). Cash welfare (Aid to Families

with Dependent Children) benefits for a family of four in that year were $432 in the

median state, and ranged from only $149 to $940 per month (U.S. House of

Representatives, 1990a, p. 556).

Figure 6 also shows a dramatic decline over the 1973-1987 period in the average

cash benefit received from all programs. For families headed by males, the decline was

from about $8,000 to about $6,000; for those headed by females, from about $7,000 to

about $4,500.

The story which emerges from this review of economic and policy trends is that

the period of declining poverty up to the early 1970s was due to strong economic

growth, declining unemployment rates, and increased government spending. After

1973, rising unemployment, declining male earnings, and stagnating family incomes

raised poverty by more than social spending, now growing at a much slower rate, could

reduce it. Households that received little in the way of government transfers and were

most affected by market conditions, particularly those with children, fared much worse

than average (Smolensky, Danziger, and Gottschalk, 1988).

E. Trends In Personal Income Taxes

We have shown that family income growth for the poor has slowed in recent years

because of poor macroeconomic performance, increased income inequality and

reduced government benefits. All the data presented thus far were based on pretax

incomes. But the posttax position of the poor has been even worse, because taxes on

the poor increased steadily from the mid-1970s through 1986. The three devices in the

personal income tax that protect the poor from taxation - the personal exemption, the
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zero bracket amount, and the earned income tax credit - were all eroded by inflation

over this period and were not affected by the 1981 income tax cuts. In 1975, a family of

four with earnings equal to the poverty line paid 1.3 percent of its earnings in federal

personal income and payroll (employee share) taxes; by 1985, this had increased to

10.5 percent, an amount sufficient to offset the value of any food stamps the family might

have received.

Changes made by the Tax Reform Act of 1986 have eliminated federal income

taxes for most poor families with children. The major goal of the 1986 Tax Reform Act

was to lower tax rates and broaden the tax base by reducing or eliminating many tax

preferences. The law now has only two tax brackets - 15 percent and 28 percent

(although because the personal exemption is phased out at higher income levels, some

taxpayers face an effective rate of 33 percent).

The major changes benefiting the poor were an increase in the personal

exemption from $1080 to $2000 by 1989; an increase in the standard deduction for joint

filers from $3,670 to $5,000, and for single heads of households from $2,480 to $4,400;

and an increase in the maximum earned income tax credit for working poor families with

children from $550 to $953 by 1990. All of these devices were-also indexed for inflation.

As a result, by 1989, a family of four with earnings at the poverty line paid 2.3 percent of

its income in taxes after paying the employee share of the payroll tax. Thus, the Act

offset most of the increased tax burden of the past decade, but did nothing to further

compensate the poor for the declines in earnings and government benefits of the same

period.

Despite these recent pro-poor changes in the personal income tax, the federal tax

system as a whole is less progressive in 1990 than it was in the mid-1970s for two main

reasons (see Pechman, 1990, and U.S. House of Representatives, 1990b, for a detailed

discussion). First, social security (payroll) tax collections have risen substantially relative

to income tax receipts. While the income tax is mildly progressive, the social security tax
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is mostly proportional with respect to earnings, but regressive with respect to family

income. Second, the income taxes of the very rich have been cut substantially more

than those of any other tax payers. In 1981, the richest taxpayers faced a marginal tax

rate of 50 percent on earnings and 70 percent on property income; in 1990, their

marginal rate was 28 percent on all income sources. The effective tax rate paid by the

richest five percent of families has fallen by about one-fifth and that of the richest one

percent by more than a third over the past twenty years (Pechman, 1990).

IV. FAMILY STRUCTURE, FAMILY SIZE AND CHILD POVERTY

The economic well-being of children has also been adversely affected in recent

years by a major change in family structure. The increasing percentage of children who

live in mother-only families increases child poverrty because these families have much

higher poverty rates than two-parent families. Table 4 shows the trend in the child

poverty rate between 1949 and 1985 for all children and for children classified by family

type.3 There are very large differences in poverty rates when children are classified by

the race as well as by the sex of the heads of their families. In 1985, less than 8 percent

of white non-Hispanic children living in husband-wife families were poor, a rate

substantially lower than that of all persons or all elderly persons. The highest poverty

rates were those for children living in female-headed families. In fact, the rate for white

non-Hispanic children living in female-headed families, 38.2 percent, was more than

twice that for black non-Hispanic children living in husband-wife families, 16.0 percent.

While such a disaggregation is helpful in describing the facts, it is not sufficient to

identify the causal factors that determine these trends. One is left with facts that are

consistent with at least several divergent interpretations. Consider the well-documented

3 Note that children living in father-only families and those whose parents are not
classified as white non-Hispanic, black non-Hispanic, or Hispanic are included
only in the top row.
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Table 4

The Trend in Poverty among Children by Family 'ype

1949 1959 1969 ;979 1985

All children 47.61 26.11 15.6S 17.1S 19.7S

In vhite. non-Hispanic
families 41.2 18.8 10.4 11.7 12.5
Husband-vife

fasmilies 39.3 16.9 7.7 7.8 7.9
Female-headed

families 73.1 57.7 44.0 41.3 38.2

Zn black. non-Hispanic
families 87.0 63.3 41.1 36.1 41.3

Husband-vife
families 85.7 57.9 29.0 19.7 16.0

Female-headed
families 93.4 84.4 67.9 61.2 64.3

In Hispanic families 73.0 53.3 33.3 28.3 37.3
Husband-vife families 71.6 51.3 28.8 22.5 25.2
Female-headed families 92.4 74.3 64.3 62.0 68.7

Source: Computations by author from the computer tapes of the 1950.
1960, 1970, and 1980 Censuses of Population and from the 1986 harch
Current PopulatLon Survey.

Note: For 1949-1979, children 0.14 years of age; for 1985, children
0-18.
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fact that the stability in the poverty rate for all black children in recent years obscures

declines in poverty for children living in each family type. Table 4 shows that in both

1969 and 1985, the poverty rate for black children was about 41 percent. But the

poverty rate for black children living in husband-wife families declined from 29 to 16

percent and the rate for those in female-headed families declined from about 68 to 64

percent. Thus, the stability in the rate for all black children is due to the increased

percentage of children living in female-headed families. Adverse demographic change

appears to have offset positive economic change.

But with only these facts, one is at a loss as to the appropriate policy response.

The increased percentage of children living in mother-only families, for example, might

have been due to adverse economic conditions that reduced the ability of black males to

support their children. In this case, the disaggregated trends are misleading - because

of external economic dislocations, jobless males are more likely to divorce, or do not

marry in the first place. To correct for this selective response to economic conditions,

one should adjust upward the later-year poverty rates for children living in husband-wife

families to account for the missing two-parent families. Then stability in the child poverty

rate would be the correct interpretation and the policy response should focus on

economic factors and the reduction of male joblessness (Wilson, 1987). If sufficient jobs

were not available in the private sector or provided by the public sector, then

redistributive policies to increase family incomes would be required.

On the other hand, some analysts subscribe to an alternative view that attributes

the rise in children living in mother-only families to moral and behavioral deficiencies, and

male irresponsibility. Jobs are available, according to proponents of this view, but 'the

jobless are shielded from a need to urgently seek work by government benefits, or by

the earnings of other family members' (Mead, 1988, pp. 51-52). The decline in child

poverty among black children in two-parent families attests to the decline in

discrimination in the labor market and shows that if parents would stay married and stay
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in the labor force, then the poverty problem would be much smaller. Under this

scenario, the recent rise in child poverty is attributed not to economic problems but to

attitudinal and family problems. The remedy requires moral suasion, a reduction in the

availability of welfare, and the enforcement of work and- child support obligations (Novak

et aL, 1987).

Of course, while no one believes that either of these polar views provides a

..complete explanation for the observed trends in child poverty and -living arrangements, a

less extreme variation of each could account for some part of the observed trend in child

poverty. Unfortunately, no one has yet modeled the determinants of child poverty and

living arrangements in such a way-as to decompose the trends into a set of

demographic, economic, and policy factors. This is because it is clear that there are

-complex interrelationships among labor market conditions, government program

regulations and individual decisions regarding work behavior, welfare recipiency,

marriage, and childbearing.

Given this caveat, we summarize the results of a reduced form model that

attempts to sort out the effects of economic and demographic factors on child poverty

(Gottschalk-and-Oanziger, 1990); Table 5 shows the distribution of children by family

-structure and size in 1968 and 1986. Over this period,the percentage of black children

living with two parents declined from 67.8 to 42.8 percent; the percentage of white

children, from 93.1 to 81.4 percent. There was also a shift toward fewer children per

family, for both races and for both types of families. For example, the percentage of all

black children living in families with four or more children decreased from 57.6 to 22.0

percent; the percentage for all white children, from 35.1 to 11.9 percent.

Table 6 shows the official child poverty rate for children using the classification of

Table 5. The rates for children living in two-parent families are much lower than those for

children living in female-headed families in each year. In fact, a husband-wife family with

four or more children is less likely to be poor than a female-headed family with only one
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Table 5
Distribution of Children by Family Type and Number of Children per Family

Family Structure/ Black 'omen '.hite Vomen
Number of Children 1968 1986 1968 1986
Per Family (1) (2) (3) (4)

Husband-Wife Familv 67.8% 42.8X 93 1? 81,4%
One 6.4 8.6 12.3 17.3
Two 11.6 15.4 24.9 34.6
Three 11.9 10.3 23.3 19.5
Four or more 37.9 8.5 32.6 10.0

Female Headed Family 32.3 57 2 7-1 18 3
One 2.7 12.0 1.3 5.5
Two 4.7 19.0 1.8 7.3
Three 5.2 12.7 1.5 3.6
Four or more 19.7 13.5 2.5 1.9

All Children 100.0 100.0 100.0 100.0

Weighted Number,
Millions 8.3 7.7 57.6 47.0

Note: Totals may not sum to 100.0 because of rounding. Each child is counted
once in Tables £and A. The data are weighted to reflect the population of
children living in families in which a woman under the age of 55 was a head or
a spouse.
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Table 6

Official Poverty Rate for Children, by Family Type and

Number of Children per Family

Family Structure/ Black women White Women

Number of Children 1968 1986 1968 1986

Per Family (1) (2) (3) (4)

Husband-Wife Family
One 8.42 5.51 3.1X 4.2X

Two 12.9 8.8 3.6 5.8

Three 18.9 16.9 5.5 11.0

Four or more 38.0 25.2 13.2 23.9

Female Headed Family
One 43.3 38.4 21.6 27.5

Two 54.2 58.5 29.1 35.1

Three 66.1 72.0 47.1 51.9

Four or more 82.6 82.9 61.9 73.4

All Children 42.1 41.8 9.9 14.7
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child. Thus, the shift in family structure away from married-couple families was poverty-

increasing.

Poverty rates for families of four or more are much higher than those for smaller

families. Thus, the reduction in the number of children per family was poverty-

decreasing. There was also a dramatic improvement in the educational attainment of

mothers, which, in part, explains some of the decline in the number of children per

woman. In 1986, 59 percent of black mothers and 32 percent of white mothers had not

graduated from high school. By 1986, only 23 percent of black mothers and 16 percent

of white mothers were in this low education group.

Gottschalk and Danziger employed a five-equation regression model and found

that the relatively small changes in poverty for all children shown in the bottom row of

Table 6 resulted from the large, but offsetting, impacts of these various demographic and

economic changes. By far the major poverty-increasing factor was the trend toward

increased female household headship. However, poverty-reducing declines in'the

number of children per woman and increases in the education of women almost exactly

offset the female headship effect.

Economic stagnation and increasing inequality were also important factors

accounting for the disappointing trends in child poverty. Real per capita mean incomes

were lower for both black and white children in 1986 than they were in 1968. These

income declines are particularly surprising given the large income-increasing impact of

changes in women's educational attainment.

It is certainly true that if the increase in female headship or income inequality had

not occurred, there would have been substantial reductions in child poverty. However, it

is also true that without the decline in family size and increased educational attainment of

women, child poverty rates today would be substantially higher.

55-478 0 - 92 - 7



190

IV. PERSISTENT POVERTY, WELFARE DEPENDENCY AND THE UNDERCLASS

The Census Bureau data presented thus far provide a 'snapshot' of those who

are poor in any given year. However, some persons who were poor last year will

experience only brief episodes of poverty. To the extent that their poverty is "transitory,"

and 'self-correcting"it may be of limited policy concern (e.g., a person who was poor

last year because she/he was a full-time student, but who graduated, got a job, and was

not poor this year).

The data from the Michigan Panel Study of Income Dynamics (PSID) now allow

researchers to follow the same individuals over almost two decades and thus to identify

those who were 'persistently poor and those who were 'persistent welfare recipients.'

Persistence is a subjective concept, and there is no consensus as to how it should best

be defined. For example, Adams and Duncan (1987) find that 35 percent of urban

residents who were poor in 1979 were poor in at least 8 of the 10 years they examined.

However, if they defined persistence for these same people on the basis of average

annual income over the same 1 0-year period, 63 percent were found to be persistently

poor.

Table 7 contrasts annual measures of poverty and welfare receipt with estimates

of persistent poverty and persistent welfare receipt for all persons, all children, and black

children. The estimates of persistence are derived from many recent studies - all use

the PSID data, but they differ in the time period covered (e.g., some use 10 years of

data; others, 15 years), and in the population examined. Details as to how these

estimates were derived are provided in the footnotes to the table. When two high-quality

studies provided different estimates (as in rows 5 and 6), we have listed their range

rather than a point estimate.

For each of the rates shown in rows 7 through 13, the poverty situation of black

children is much more severe than that of white children or all persons. And, this

deficiency increases under persistent as opposed to annual measures. For example,
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Table 7
Poverty and W'elfare Receipt:

1985 Levels and Estimates of Persistence

All
Persons

(1)

Persons (millions)

1. Population totalsa

2. Official poora

3. ,Prewelfare poorb

4. AFDC recipientsc

5. Persistently poor

6. Persistent AFDC
recipients

Rates (percentages)

7. Official poverty
rate (rows 2/1)

8. Persistent poverty as
a percentage of official
poverty (rows 5/2)

9. Persistent poverty as a
percentage of population
(rows 5/1)

10. Percentage of prewelfare
poor receiving welfare
(rows 4/3)

11. Percentage of persistently
poor receiving welfare
in a given yearJ

12. Percentage of official poor
who are persistent welfare
recipients (rows 6/2)

13. Percentage of population
that is persistently welfare
dependent (rows 6/1)

236.75

33.06

35.17

10.90

11.57d-20.8 3 d

All Black
Children Children

(2) (3)

62.02

12.48

13.02

7.23

2.98e-4.71f

9.41

4.06

4.23

3.25

2.72e-3.20f

5.92S 2.98h- 4 .05i 1.96h-2.54 i

14.3 20.1 43.2

3 5 .0 d- 6 3 .0 d 23.9e-37.7f 67 .0e- 78.8f

4.9d-8.8d 4.8e-7.6f 28.9e-34.0f

31.0

57.0

17.99

2.5S

lotes, attached-

55.5

69.6

76.8

n.&.

23 .9h-32.5i 48.3h-62.6i

4 .8h-6.5i 20.8h-27.0i

-

-N
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Tablel, Continued

Notes to Table 5:

aTotal U.S. population and official poverty count are from U.S. Bureau of the
Census (1987).

bEstimates of persons who would have been poor in the absence of cash welfare
benefits are based on computations by author from March 1986 Current Population
Survey Computer tape.

CAverage monthly number of AFDC recipients in fiscal years 1985 and 1986 are
from U.S. House of Representatives. Committee on Ways and Means (1987), p.
429.

dAdams and Duncan (1987) report that 35 percent of urban residents who were
poor in 1979 were poor in 8 of the 10 years between 1974 and 1983; 63 percent
were poor "on average," meaning that their 10 year average income was below the
10 year average poverty line.

eDuncan and Rodgers (1987) find that 4.8 percent of all children and 28.9 per-
cent of black children who were less than 4 years old in 1968 were poor for at
least 10 of the 15 years between 1968 and 1982.

fEllwood (1987) finds that 7.6 percent of all children and 34 percent of black
children born between 1967 and 1972 were pretransfer poor for at least 7 of the
10 years between 1972 and 1982.

gDuncan et al. (1984), p. 75, report that 8.1 percent of persons received cash
welfare or food stamps in 1978, and that 4.4 percent of persons had received
welfare for 8 or more years between 1969 and 1978. This ratio 4.4/8.1 - .54
was multiplied by the number of AFDC recipients from row 4, column 1.

bHill (1983) finds, among children between the ages of I and 6 in 1970, that
4.8 percent of all children and 20.8 percent of black children were dependent
on cash welfare or food stamps (i.e., welfare income was at least one-half of
the total annual income of their parents) for at least 6 of the 10 years bet-
ween 1970 and 1979.

iEllvood (1986) reports that 56 percent of current AFDC recipients have
expected welfare careers of 10 or more years. Because his reported spell-
lengths for blacks exceed those of whites, I estimate the corresponding percen-
tage for blacks to be 78 percent.

JAdams and Duncan (1987) find that these percentages of the persistently poor
received AFDC or general assistance in a single year (1979).
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black children were about twice as likely as all children to be poor in 1985 under the

official definition (43.2 vs. 20.1 percent in row 7). But poverty among black children is

much more likely to be persistent (row 8); about one-third of all poor children, but more

than two-thirds of poor black children were persistently poor. As a result of high poverty

rates and high rates of persistence, they were about five times as likely to be persistently

poor (row 9) as all persons or all children.

Large differentials are also apparent in terms of welfare receipt. Among those

who were poor on the basis of their prewelfare income, about three-quarters of black

children, one-half of white children, and one-third of all persons received welfare in 1985

(row 10). An even greater percentage of the persistently poor received welfare during a

given year (row 11 )-almost 60 percent of all persons and almost 70 percent of all

children.

Because both their poverty and their welfare receipt persist for long periods, a

policy that is targeted on about one-sixth of all of the poor-long term welfare recipients--

has the potential to aid about one-quarter to one-third of all poor children and about one-

half to about two-thirds of poor black children (row 12). It is shocking that two decades

after declaration of the War on Poverty, in the midst of a robust economic recovery, that

between one-fifth and one-quarter of all black children were persistently dependent on

welfare (row 13) and that almost one-third (row 9) were persistently poor.

The term 'underdass' has been increasingly used in the 1980s to describe some

subset of those who are persistentiy poor and dependent on welfare for long periods,

and whose situation seems mostly immune to aggregate economic conditions and

existing social programs. William J. Wilson (1987, p. 8) defines the underclass as:

that heterogeneous grouping of families and individuals who are
outside the mainstream of the American occupational system.
Included .. . are individuals who lack training and skills and either
experience long-term spells of poverty and/or welfare dependency.
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According to Wilson, the social isolation and geographic concentration of the underclass

combine to make their problems more severe and escape from poverty more remote.

There is no consensus on the size of the underclass, but most researchers cite

figures of two to three million persons, about 10 percent of the official poverty

population. A definition that incorporates the concept of neighborhood effects, for

example, that the underclass are those who boh engage in work and family behaviors

that deviate from mainstream norms anJ live in areas with high concentrations of poverty

and 'nonmainstreamn behaviors will obviously yield a smaller count of the underclass

than will a definition based on eitfer behavioral dimensions or the geographic

concentration of poverty.

The exact size of the underclass is not an important issue for the major thrust of

this paper. Poverty in the U.S. in 1990, and child poverty in particular, are high relative to

the situation in many other industrialized countries and relative to what researchers and

policy analysts had predicted for this date.

Most poor children are poor for periods lasting less than several years. As a

result, their poverty may not seriously affect their development, and this poverty could be

easily remedied by a comprehensive antipoverty initiative. But prospects for the future

well-being of children who are persistently poor, and especially children of the

underclass are much worse. The kinds of antipoverty policies now on the public agenda

(see Section VI. below) are not likely to adequately address the very severe and multiple

disadvantages that these children face.

V. THE CONSEQUENCES OF POVERTY

Having reviewed some of the major economic, demographic, and public policy

trends that affect the well-being of children, we now turn to an examination of some of

the consequences of poverty. Children increasingly are being raised in single parent

families, especially those that are maintained by women who are unwed or adolescent.



195

-These children experience much higher single-year poverty rates, longer spells of

poverty, and more severe economic hardship than other poor children. Regardless of

family-structure, spending one's early years in poverty often leads to negative cognitive,

social, and health status outcomes for a child, and increases the likelihood that s/he will

become a poor adult. We examine some of these outcomes and how public policies and

programs can better address them.

Young women who start their families as adolescents and/or premaritally are

discussed first because this is a group at high risk for passing on poverty to subsequent

generations. Pregnant poor and teen women often are underserved in terms of access

to prenatal care and other social services, and thus contribute to high rates of low birth

weight infants and infant mortality. Even when a poor infant survives the first year, s/he

is more likely to be exposed to a variety of risk factors - stress, inadequate social

support, maternal depression - that are associated with host of negative developmental

outcomes, including cognitive deficits, health difficulties, and poor academic achieve-

ment (Parker, et al., 1988). These are the central consequences of childhood poverty

reviewed here.

A. Adolescent and Out-of-Wedlock Childbearing

The U.S. has higher rates of adolescent and out-of-wedlock childbearing than

many other industrialized countries. Part of this differential is due to the higher poverty

rates in the U.S. and explains why such problems are more prevelant for blacks and

other minority groups that are the most disadvantaged. And, part of the differential is

due to inadequacies in the family planning system - in particular, that it is more difficult

for teenagers and the poor to receive contraceptives here than in many other countries.

Adolescent and out-of-wedlock childbearing are not only consequence of

poverty for the mother, they are themselves cause of poverty for the current generation
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of children. We discuss the former relationship now; in a later section, their effects on

children.

A number of recent studies document that teen pregnancy and out-of-wedlock

childbearing are higher for children who were raised in low income and single-parent

families. Hogan and Krtigawa (1985) in a study of fertility among Black adolescents

found that those from poor families were more likely to be sexually active and that the

rate of first pregnancy for lower class teens was 95 percent higher than the rate for

upper class adolescents. This association is only partly attributable to neighborhood

factors, parenting styles, and career aspirations of the adolescent women.

Hogan and Kitigawa also found that adolescents from single parent homes were

36 percent more likely to be sexually active and to have premarital births than those from

two-parent households. Parents (mothers) in these homes were less likely to assert

control over their children so these youths initiate sexual activity earlier. Another strong

predictor of adolescent pregnancy was the presence of a sister who has had that

experience, enhancing acceptance of early parenthood. Hogan and Kitigawa also

believe that poverty, that is, economic uncertainty', tends to delay marriage, thereby

raising the risk of a premarital pregnancy.

McLanahan (1988) estimates that living with a single parent at age 16 raises a

daughters risk of being a single parent by 72 percent for whites and 100 percent for

Blacks. About twenty-five percent of this effect is attributable to family income. Plotnick

(1 987) and Card (1981) also found that when economic and social factors were held

constant, there were significant negative long-term consequences for the children of

teenage parents.

Approximately ten percent of all women ages 15 to 19 get pregnant each year in

the U.S. (Jaffe & Dryfoos, 1978; Pittman & Adams, 1988). Because many of these

pregnancies are terminated through abortions and miscarriages, there are almost half a

million births to women younger than 20 years, accounting for 12.7 percent of all births in
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1985 (see Table 8, row 1). This number represents both historical progress and a cross-

national failure. The proportion of births to teenagers has been declining since the mid

1970s, but the U.S. ranks first among developed nations for adolescent birth rates. The

U.S. rate per 1,000 teenagers in 1981 was 52.7 per 1,000 teens, while it was 28.6 in

Great Britain, and 14.3 in Sweden. The adolescent birth rate for Black Americans was far

and away the greatest of any population in the developed world (Westoff, et. al., 1983).

The percentage of ail births to teens has declined since 1973 because

adolescents constitute a smaller proportion of the overall population, and because their

birth rates have also declined. Increased education of women, improvements in

contraceptive technology, and increased access to abortion have all contributed to the

decline in fertility.

The recent period has been characterized by a slowdown in the rate of growth of

income and increasing disparities between the more and less skilled populations. Some

authors (e.g., Wilson, 1987) argue that these economic changes have made many men

unmarriageable." As a result, marriage rates have fallen and marital fertility has

decreased more rapidly than nonmarital fertility, and an increasing percentage of

children are born out-of-wedlock. Row 3 of Table 3 that shows births to unmarried

women rose from 4.0 to 22.0 percent of all births between 1950 and 1985. In 1985, 14.5

percent of all births to whites and 60 percent to Blacks were to unmarried women.

Because of the decline in marriage, the percentage of births to unmarried teenagers rose

rapidly (row 2, Table 8), despite a declining teen birth rate over the past three decades.

This increase in the percentage of children living with young and unwed mothers

creates risks for the health and development of children and threatens to reduce the

productivity of the next generation. Poor women, unmarried women and teenagers are

least likely to receive adequate nutrition or live in healthy environments.
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Table 8

Births to Adolescent and Unmarried Women as a Prercentage of All Births

Percentage of

All Births to: 1i or 1i cn 107n i 7^

1) Women < 20

years of age

2) Unmarried Women

< 20 years of age

i 3) Unmarried Women

12.3 13.9 17.6 18.9 15.6

1985

12.7

1.7 2.2 5.4 7.4 7.5 7.4

4.0 5.3 10.7 14.2 18.4 22.0

I
Source: Zill and Rogers (1988).

i1pR)
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B. Infant Mortality, and Low Birth Weight

Any examination of the consequences of poverty on the well-being of children

starts with the youngest, those in the first year of life, and the most basic measure of

well-being, survival. Infant mortality in the U.S. has been declining for decades. At issue

is the fact that the rate has not fallen as rapidly as those of other developed countries,

and how much of this poor relative performance is due directly to problems of poverty

(e.g., poor living conditions) and indirectly to the fact that the poor do not have access to

the full range of services of the health care system.

In 1940 the infant mortality rate (IMR) was 47.0 deaths per 1,000 live births. It fell

to 9.7 in 1989, a 79.4 percent decrease (Table 9 and Figure 7). The periods of greatest

decline were the 1940's and 1970's, two decades of rapid income growth and declining

poverty rates. In the 1980s, there has been a slowing of the rate of decline in the infant

mortality rate. The 10.1I MR in 1987 put the U.S. at the end of 20 developed nations, far

behind Japan (5.2), Finland (5.8) and Sweden (5.8). In the 1950-1955, period the U.S.

ranked sixth among 20 industrialized nations, but by 1980-1985 it had taken up the last

place spot it currently holds. The U.S. has fallen behind such nations as Hong Kong,

France, Japan, and whose IMR in the 1950-1955 period was 1.5 to 2.5 times that of the

U.S. rate (Rosenbaum, 1989). Rates for Black Americans have also declined, but they

have usually been about twice that of whites (Table 9 and Figure 7).

There is also a large variation among the states, some of which is due to variation

in economic well-being and access to health care in these states. The highest infant

mortality rates by state for Blacks were Illinois and Michigan (22.3 and 22.8 respectively),

both of which have large urban centers of highly concentrated poverty, and above

average poverty rates for Blacks (In the mid-1980s, the Black poverty rate in the U.S.
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Table 9

Infant Mortality Rates, by Race, 1940-1989
(deaths per 1,000 live births)

YEAR BLACK WHITE TOTAL

1940
1950
1960
1965
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982
1983
1986
1987
1988
1989

72.9
43.9
44.3
41.7
32.6
30.3
29.6
28.1
26.8
26.2
25.5
23.6
23.1
21.8
21.4
20.0
19.6
19.2
18.0
17.9
n.a.
n.a.

43.2
26.8
22.9
21.5
17.8
17.1
16.4
15.8
14.8
14.2
13.3
12.3
12.0
11.4
11.0
10.5
10.1
9.7
8.9
8.6
n.a.
n.a.

47.0
29.2
26.0
24.7
20.0
19.1
18.5
17.7
16.7
16.1
15.2
14.1
13.8
13.0
12.5
11.9
11.2
10.9
10.4
10.1
9.9
9.7

Source: Children's Defense Fund, 1988.

n.a. not yet available
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Figure 7

Infant Mortality Rates, by Race, 1940-1985
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was about 30 percent, but it was 39 percent in Illinois and 37 percent in Michigan). The

lowest IMRs for Blacks were in Kentucky and Washington (12.7 and 13.5), two states

where Black poverty was about the U.S. average. Massachusetts, Connecticut, and

New Jersey with IMRs just below 8 were the best for whites. These states had among

the lowest white poverty rates - under 5 percent - and about half the white poverty rate

of a typical state. Idaho and Wyoming had the highest white infant mortality rates (11.3

and 10.8). The poverty rate for whites in Idaho, 13 percent, was one of the highest in the

U.S. The simple correlation between a state's poverty rate and its infant mortality rate is

0.44.

Thus, the IMR for whites in some states compares quite favorably with that of the

countries with the lowest rates. Similarly, the highest state infant mortality rates for

Blacks are as high as those in the Third World. Such large variations by race and across

states, holding race constant, reflect wide disparities in income, access to medical care,

and other aspects of the social environment.

Change in the infant mortality rate over time, however, is not solely dependent on

economic conditions. Access to health care has been particularly important. Social

Security legislation in 1935 and then later programs designed to improve maternal and

child health helped bring about a substantial portion of the post World War II declines in

IMRs (Starfield, 1988). Most of these declines were in the post-neonatal period,

indicating an improved delivery of care to these children, and improved nutrition and

housing conditions. And there have been periods when the economy grew rapidly, for

example between 1950 and 1965, yet the white infant mortality rate declined only

modestly (from 26.8 to 21.5), and the Black infant mortality rate fell even less (from 43.9

to 41 .7).

There was a sharp downturn in the IMR after 1965 when Medicaid was instituted.

Medicaid greatly expanded access of the poor to medical care, especially prenatal

services. Another downturn in the IMR, after 1973, can be attributed to the increased
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availability of legal abortion services, including confidential access to adolescents.

Women most likely to abort -- those with medical difficulties or those having an unwanted

or out-of-wedlock child -- are those whose infants would be at higher risk (Kierman and

Parker, 1990).

The mid-1980s were characterized by relative stagnation in the infant mortality

rate, despite the economic recovery that began in 1982. Although incomes are higher

now than they were in the early 1980s, poverty remains above the level of the 1970s and

inadequacies in access to medical services remain. For example, in 1983 only 75

percent of white women and 50 percent of Black women had the minimum nine prenatal

visits recommended by the American College of Obstetricians and Gynecologists

(Collins, 1989).

Low birth weight is a major contributor to infant death. Seventy-five percent of all

neonatal mortality is associated with low birth weight while most post-neonatal deaths

are to babies of normal birth weight. While the neonatal death rates are most sensitive to

technological changes, the deaths later in the first year are more responsive to access to

medical services and the infants social environment. In fact, some portion of the rapid

decline in infant mortality that began in the late sixties may be due to a concurrent

decline-in the incidence of low birth weight infants and a decline in their mortality. This

was a period of great technological advancement in the treatment of low birth weight

infants, which both increased survival rates and reduced severe disability among

survivors (Collins, 1989).

There is a positive correlation between low birth weight and poverty, and other

indicators of socioeconomic hardship, such as low education and out-of-wedlock

childbearing (Klerman & Parker, 1990). O'Regan and Wisman (1986) examined all births

in Oakland, California, during the years 1979 through 1981. They found that 12.2

percent of all births to women living in poor census tracts (small geographic areas
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containing between 2500 and 8000 people) were low-birth-weight, while the rate was

only 7.7 percent elsewhere in Oakland.

C. Consequences of Poverty for the Health and Development of Children

Parker, et al. (1988) label as double jeopardy the process by which poor

children suffer a higher incidence of adverse behavioral and developmental outcomes.

First, poor children are more likely to be exposed to risk factors that are positively

correlated with adverse outcomes, and second, the effects of these risks on them tend

to be greater than they are for nonpoor children. They conclude that "the most pertinent

of these (risk factors) include increased stress, diminished social suppport and maternal

depression (p. 3).' These risk factors are a consequence of poverty for the parents and

a cause of developmental problems for the child.

Stress One feature of a life of poverty is more frequent occurrence of stressful

events and chronic family stress. Major stressors include housing problems, financial

difficulties, and death of a relative or friend. According to Parker, et al. (1988), stress is

particularly high among poor women with young children.

In addition to exposing the individual to more acute and chronic stressors,

poverty tends to erode the individual's ability to handle new problems. As a result, these

problems tend to have a greater debilitating effect. The poor, therefore, are more likely

than the economically advantaged to suffer mental health problems after experiencing

negative life events (McLoyd, 1989).

Children from highly stressed environments are at an increased risk of

developmental and behavioral problems, including poor performance on developmental

tests at eight months, lower 10 scores, impaired language development at four years,

and poorer emotional adjustment and increased school problems (Bee, et. al., 1986).

Increased stress interferes with the mothers ability to respond appropriately to her infant.
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This can lead to impaired bonding relationships which increases the risk of subsequent

emotional and behavioral problems (Grossman, 1979).

Inadequate Social Support - Uke stress, lack of social support can be both a

consequence of poverty for the parent and a cause of developmental problems for the

child. Poor homes are typically associated with inadequate social support networks and

social isolation (Cochrane & Brassard, 1979). Some families move often, and may have

no community attachments. A lack of economic resources restricts a family's activities,

and increases its isolation from the larger society.

Social support has both indirect and direct effects on children. Stressed parents

with access to emotional support and friendship, material assistance, and help with child

care tend to parent better and provide a better environment for the child. They get

positive role models and external monitoring of their childrearing practices from helpers,

thereby improving parental functioning. A good social network for the parent gives the

infant or young child contact with a world outside their playmates and caretaker. A direct

benefit to the child is that a well supported and connected household provides the child

with cognitive and social stimulation and more emotional support from the caretaker(s).

Maternal Depression and Mental/Emotional Illness -A strong association

exists between maternal depression and socioeconomic status. Maternal depression

has been linked to adverse outcomes for children, such as lower birthweights, more

accidents, failure to thrive, more surgical procedures, sleep problems, childhood

depression,attention deficit disorder, socially isolating behaviors at school age, and

withdrawn and defiant behaviors at adolescence (Parker, et al., 1988).

McLoyd (1989) has shown that poor adults have more mental health problems

than do economically advantaged adults. The source of this elevated mental illness

among the poor is 'an overrepresentation in lower class life of a broad range of

frustration-producing life events and chronic conditions outside personal control.' In

addition to the on-going stressors of poverty life, such as poor housing and dangerous
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neighborhoods, the poor face a string of negative life events (e.g., eviction, criminal

victimization, physical illness). Together these factors make every day existence a

difficult task, leaving the poor consistently at risk of life crises. Such chronic stress is a

major contributor to depression among poor adults, which in turn, threatens both the

acquisition and application of parenting skills.

The younger the mother at the time of her first child and the greater the number of

children in the household (two features of a household starting with an adolescent

head), the greater the risk of maternal depression. Poor social support and the stress of

childcare and homemaking are obvious contributors to maternal depression.

A lack of resources reduces the quality of a child's environment and increases the

probability that her/his parent(s) will experience stress, inadequate social support

and/or depression. As a result, the child's health, cognitive development, and academic

achievement may be adversely affected. We discuss each of these outcomes in turn.

Health Concems The effect of poverty on health is significant and has been

linked to numerous specific health problems. Poverty raises the probability of poor

health in children in two ways. First is the-elevation of risk for poor health by increasing

the likelihood that an illness will occur or by an increase in the severity of the illness.

These increases may be due to an increase in the duration or intensity of exposure to

risk factors or to a reduction of protective measures that prevent exposure from doing

harm. The second mechanism affecting the health of poor children is-their reduced

access to services that either reduce the occurrence of illness or abate its severity (Wise

and Meyers, 1988).

Indeed, poor children do experience more illness than non-poor children.

According to Wise and Myers (1988, p. 1175):

Children of poor families experience more time lost from school and
more days of restricted activity due to illness than do those of the
nonpoor. The inadequacy of their diet has produced significantly
elevated rates of iron deficiency anemia and failure to thrive among
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poor children. Inadequate housing conditions also can affect
morbidity, as lead poisoning is heavily concentrated in poor
children. Povertys influence on childhood morbidity also can be
conveyed by the reduced utilization of effective clinical interventions.

Poor children also have higher rates of mortality from all causes, and are at higher risk

than nonpoor children for congenital anomalies, accidents, and violence. The National

Center for Children in Poverty (1990) reports that poor children were more than twice as

likely as the nonpoor to die in auto accidents, and five times as likely to die in a fire.

These problems result, in part, from living in dangerous housing and neighborhoods and

from having less-than-adequate supervision.Poor children are also more likely than non-

poor children to be limited in major life activities due to illness or disabilities (Rosenbaum,

1989).

There are also three relatively new social phenomena adversely affecting poor

children. First, is the AIDS epidemic. Their numbers are not now large - AIDS is the

ninth leading cause of death among children ages 1-4 (Kerman and Parker, 1990).

However, the potential for many more afflicted children is great. As they are born to

infected women, many too sick to care for their children, the child welfare system is

faced with the difficult task of providing specialized care within an already strained foster

care system.

Second, is the increased numbers of homeless children. These children are the

poorest of the poor and have nutritional problems, and very limited access to medical

and other social services, in addition to the risks of living in shelters or on the street.

The third problem, of larger magnitude, relates to the proliferation in the use of

'crack' cocaine and other drugs. It is estimated that 375,000 children are born annually

who have been prenatally exposed to addicting drugs. Prenatal drug exposure often

results in brain damage, withdrawal symptoms at birth, prematurity, and learning

disabilities which are often not evident until the child is between 2 and 5 years old.
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Clearly the needs of these children will affect the service efforts of the education, mental

health, juvenile justice, and child welfare systems.

Cognitive Development Problems in early development can be attributed to

poor perinatal experiences (problems of prematurity) and even prenatal difficulties

(Parker, et al., 1988). The effect of poverty on the development of children can also be

directed through the condition and actions of parents. Economic hardship can result in

parental emotional detachment from children and in general a less supportive and less

nurturant parent-child relationship. The resulting socioemotional problems in children

include depression, poor peer relations, low self-confidence, conduct disorders, and

psychological disorders (McLoyd, 1989).

Some deficits in cognitive functioning have been described among school aged

children born to adolescent mothers. These mothers tend to pay less attention to

developmental needs as well as to caregiving tasks. These parents tend to end up with

adolescents who are less able to express positive affect and tend to have little

vocalization with parents. This 'age of mother effect' may actually be a poverty effect.

When some measure of the mothers socioeconomic status is included, age of mother

tends to have no relationship to developmental outcomes for children (Newberger, et al.,

1986). Matemal age is less important to children's 10 than maternal education (Belmont,

etal., 1981).

Being raised in a single parent family does have a very small negative effect on I0

scores, holding socioeconomic status constant. Similar results were found on other

cognitive achievement tests (Garfinkel & McLanahan, 1986).

School Achievement Reduced school achievement is a major consequence of

child poverty. Poor children are more likely than non-poor children to have low grades,

poor attendance, and negative attitudes toward school and to have higher drop out

rates. According to Wolfe (1990):
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Children in poor families are three times more likely to drop out of
high school than are children in more prosperous families. Each
year a child lives in poverty reduces his or her probability of
graduation by nearly 1 percent.

The effect of child poverty on school outcomes also works through its relationship

to family structure. Children in single parent families complete about one year less

schooling than those from two parent families (Garfinkel and McLanahan, 1986). With

socioeconomic status controlled, Astone and McLanahan (1989) found that children in

single parent families were less likely to have their school work monitored and were

supervised less than children in two parent families. They concluded that these

differences in parental practices had an independent effect on children's school

performance.

Astone and Mclanahan (1989) also document that both family income and family

structure affect the probability that a child will graduate from high school or receive an

equivalent degree. In fact, the difference in the high school degree probability between

students from the lowest and the third family income quartile is about one-half the

magnitude of the difference in the degree probability between students from single-

parent and two-parent families. This suggests that policies to raise family income can

improve the educational prospects of the next generation. There would be even larger

effects if policies could be implemented that would reduce teen pregnancies and

unwanted births, and thus reduce the percentage of children growing up in single-parent

families.

In addition to concerns about the consequences of differences in family income

and family structure, there are concerns about the effects on children's attainment of

growing up in certain geographic areas, even if their parents are not poor and even if

they live in two parent families. Jencks and Mayer (1989), in illustrating the effects of

growing up in a poverty neighborhood, present three different explanations of how the

economic character of a child's neighborhood can effect school achievement (e.g., high

school graduation). First is the institutional effect which says that as the economic
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fortunes of a neighborhood increase, the quality of its public institutions, including public

schools, also rise. The second explanation is the contagio effget. Working and middle

class neighborhoods with high labor force participation rates and many two parent

families abound with positive role models for their children. These are ostensibly people

for whom education has paid off, giving the children appropriate aspirations. In contrast,

* in poor neighborhoods where there is low participation in the legitimate labor market and

a high incidence of female headship of families and welfare dependency, the children

come to believe that education does not improve one's prospects.

The third Jencks and Mayer model is the social control effec, where it is argued

that stable, economically vital, and well-organized communities exert social control over

the local schools by demanding a.high quality education for their children. In contrast to

poor. communities, the better off neighborhood schools are characterized by a high level

of parental participation.

Children of women who started childbearing in their adolescence or premaritally

tend to have reduced school achievement outcomes because a teen or unwed mother is

more likely to drop out of high school before graduation. Sewell and Shaw (1988) found

that parents who have more education.value education more and communicate that

value to their children. They read to their children more, have more books in the house,

and involve their children in more activities (Bradley & Caldwell, 1986, Wachs & Gruen,

1982).

Summary The high poverty rate and trends in family structure pose a great risk

to the well-being of children today and the poductivity of the next generation. The effects

of being born to a single mother, or of living in a household headed by an unmarried

woman are associated with lower income, higher poverty rates and longer spells of

poverty. Many poor children live in families with parents who have relatively low

education levels, high stress and less social supports. Children in these families then



211

tend to have poorer health, less cognitive and educational attainment, more teen

pregnancies, and fewer prospects for their own mobility and economic advancement.

VII. FIGHTING POVERTY IN THE 1990s

A. The Goals of an Antipoverty Agenda

For most white children, poverty lasts only a few years. But many minority

children spend their entire childhood in poverty. They live in segregated neighborhoods,

isolated from mainstream institutions, in families that lack the income necessary to

provide them with sufficient nutrition and health care, and they attend urban public

schools that offer few opportunities to learn and escape from poverty. To significantly

reduce poverty, we must launch a comprehensive antipoverty effort that addresses

many aspects of the poverty problem that we have reviewed.

We offer an antipoverty strategy that directly attacks poverty by raising current

income. It includes both income supplementation policies for working poor families with

children and welfare reforms for the nonworking poor. It also includes a set of direct

service policiies that attempt to offset some of the negative consequences of poverty for

children, by increasing their access to health, nutrition and educational services.

Sawhill (1988) has argued that any antipoverty agenda for the 1990s should be

built on the assumptions that parents must take greater responsibility for their children -

through increased work by mothers heading single-parent families and through

increased child support by the absent fathers - and that the public sector must offer

more employment and education opportunities so that the poor, from whom we have

come to demand greater responsibility, will have the means to transform their efforts into

higher income.

Why should we worry about the distribution of income in general and poverty in

particular? Shouldn't we be interested in raising productivity and in achieving the most

from society's scarce resources? Shouldn't the pursuit of efficiency be our primary goal?
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Our answer is 'yes, but." If we were starting from an initial situation in which the

endowments that individuals brought to the market had been attained in a market free of

imperfections such as discrimination, then the answer would be much more emphatic for

the "yes,' and much more wavering for the 'but." This is because given an initial

distribution of income, the market, when all assumptions of perfect competition are met,

will produce the most efficient allocation of scarce resources. The goods to be

produced and the resulting prices will determine an efficient post-market distribution of

income. However, if we judge the initial distribution of endowments unfair, then we may

want to change the distribution of income that results from the market, even if it has

resulted from a perfectly competitive market process.

This highly simplified textbook example is relevant because the War on Poverty

was premised on the belief that both the initial endowments being brought to the market

by the poor and disadvantaged and how those endowments were compensated were

adversely affected by market imperfections. If one accepts these underlying premises of

the War on Poverty as still relevant 25 years later, then there remains a basis for public

policies that seek both to raise the current incomes of poor families and the endowments

that their chidiren will bring to the market in the coming decades.

A call for expanded government spending to aid the poor does not tell us how

much more aid could promote equity without impairing efficiency. Indeed two articies,

Joel Slemrod's (1983) 'Do We Know How Progressive the Income Tax System Should

Be?' and Anthony Atkinson's (1983) 'How Progressive Should Income Tax Be?' each

review the literature on the optimal income tax and reach no definitive conclusions. The

answer depends, first, on how we value various degrees of inequality, that is, on our

social welfare function; second, on how responsive tax-payers are to marginal tax rates;

and third, on the distribution of endowments that generate the pretax (market)

distribution of income. In general, Slemrod and Atkinson offer little more than the
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boundaries of the trade-offs - guidelines that argue against excessively high marginal

tax rates without specifying the level at which efficiency losses become large.

Alan Blinder (1982) is much less technical, but much more eloquent. He

concludes that:

... what this country needs now in the realm of income distribution
policy is exactly what it needs, and has often been unable to get, in
so many other problem areas: An economic policy with a hard
head and a soft heart. A hard head to remind us of the wondrous
efficiency of the marketplace, and how foolish it is to squander this
efficiency without good reason. And a soft heart to remind us that
championing the cause of society's underdogs has long bee, and
remains one of the noblest functions of government (p. 30).

The evidence reviewed suggests that a reduction in child poverty will raise the

health, educational attainment, and hence productivity in the next generation as well. In

this regard, the income supplementation, welfare reform and direct service policies we

advocate can all be viewed as productivity policies. Consider, for example, 45 year-old

family head with a high school diploma who works full time full year in an industry with

competitive wages that are too low to raise his or her family above the poverty line.

Supplementing this family's income or providing access to medical and early childhood

education for the children may increase their educational attainment even if we can offer

no policy to raise the earnings of the family head. According to Richard Mumane (1988):

... it is important to keep in mind that the roots of the low achieve-
ment of many American children lie in the circumstances of poverty
in which they live. Consequently, educational policy changes not
accompanied by policies that significantly reduce the poverty that
dominates many children's lives will have only modest influences on
their academic achievements (p. 229).

In other words, direct service strategies seek to directly raise the health and

attainment, and, hence, productivity of the young, while income supplementation and

welfare reform policies, by alleviating current hardship in their families, make it easier for
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them to remain in school and to gain more from the education and training programs

that serve them. -There is some evidence that the Negative Income Tax experiments of

the 1970s, which provided experimental families with some income supplements that

exceeded those available from existing welfare programs, had just such effects. Eric

Hanushek (1987) reviewed the Negative Income Tax literature and concluded that the

schooling:

.... effects appear quite large and significant. For example, Mallar
(1976) estimates that the probability of completing high school for
families on a 'middle' negative income tax plan to be 25 to 30
percent higher... Venti and Wise (1984) find an 11 percent increase
for youth in the Seattle-Denver experiments (pp. 11 2-113).

B. Income Supplementation Policies

The kinds of income supplementation policies we advocate involve expansion of

two provisions in the federal personal income tax, the Earned Income Tax Credit (EITC)

and the Dependent Care Credit (DCC), reductions in taxation of the poor by state

governments, and further reforms of the child support system and increases in the

minimum wage. These policies build on the Tax Reform Act of 1986, which eliminated

the personal income tax liability for most poor families with children, and the Family

Support Act of 1988, which made important changes in the child support system.

The Earned Income Tax Credit is a refundable tax credit targeted on low income

families with children. In 1990, the credit is 14 percent for each dollar of earned income

up to $6807, where it reaches its maximum value of $953. The credit remains at $953

until earnings reach $10,734, after which it is reduced by 10 percent of additional

earnings, phasing out at $20,264. According to congressional estimates, (U.S. House of

Representatives, 1990a), the provisions of the Tax Reform Act increased the number of

families receiving the credit each year from about 6.3 to 10.3 million between 1986 and
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1990 and increased the amount of the credit from $2.0 to $5.9 billion per year over the

same period.

Several proposals have been introduced in Congress to expand the EITC by

making the credit an increasing function of family size. Under current law, the EITC

provides a constant amount per family, whereas the poverty line increases with the

number of children. In 1990, the House of Representatives considered an expansion of

the EITC that would have made it, like the poverty line, an increasing function of family

size. The EITC would rise from its current rate of 14 percent, to 17 percent for eligible

families with one child, 21 percent for those with two children, and 25 percent for those

with three or more children. In addition, a further credit equal to 6 percent of earnings

would be provided to families with a child under six. Such an expansion would provide

an additional $3 billion per year to the poor.

President Bush (U.S. Council of Economic Advisors, 1990) has proposed a

refundable credit for families with children under the age of four, which he labels child

care assistance,' but which is essentially a supplemental earned income tax credit. For

families with several children under the age of four, this plan is similar to an EITC that

provides greater subsidies to larger families.4 The Bush plan is provided only to families

with children under the age of four because of budgetary constraints. But to increase its

antipoverty impact, it could be made available to all families with children, not just those

with children younger than four.

In addition, the Dependent Care Credit should be expanded and made

refundable. It allows working single parents and couples, when both spouses work, to

partially offset work-related child care costs. The credit begins at 30 percent of

expenses for families with incomes below $10,000 and falls to 20 percent for those with

4 The Bush proposal would allow a family that used child care expenses that were
reimbursable under the new child care assistance credit to receive both the
current EITC and the new credit, or the EITC and the Dependent Care Credit.
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incomes above $50,000. Because the credit is nonrefundable and because the Tax

Reform Act of 1986 eliminated the income tax liability of many of the poor, only a very

small percentage of the approximately $4 billion per year in tax relief that it provides is

received by poor and low-income families. On the other hand, higher income taxpayers

receive credits of up to $960.

One could combine the Bush proposal, revised to benefit all families with children,

with a proposal such as the Expanded Child Care Opportunities Act of 1989 (ECCO)

sponsored by Senators Bob Packwood (Oregon) and Daniel Patrick Moynihan (New

York). ECCO expands the DCC by raising the maximum subsidy rate, the percentage of

child care expenses that can be credited, and by making the credit refundable. The

maximum DCC would increase to $960 for one child and $1920 for two or more children.

ECCO is estimated to cost more than $2 billion per year.

These expansions of the EITC and DCC would provide additional aid for working

poor and low-income families. Their additional budgetary costs could be recouped by

phasing out the DCC for higher-income taxpayers and by raising the marginal tax rate in

the personal income tax for the highest income taxpayers from 28 to 33 percent.

While federal taxation of the poor has been reduced in the last few years, most

states continue to tax the poor. For example, according to Gold (1987), only in 10 of the

40 states with a broad-based personal income tax would a family of four at the poverty

line be exempt from taxation. Chemick and Reschovsky (1989) show that the poor pay

a substantial amount of other state and local taxes in New York and Massachusetts, two

of the ten states in which the poor have no state income tax liability. State tax relief for

the poor remains an important priority.

Because single-mother families have such high poverty rates, and because poor

female-headed families have incomes that fall further below the poverty line than poor

male-headed families, additional income supplementation strategies are necessary. The

Wisconsin Child Support Assurance System (Garfinkel, 1988), or the system proposed
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by Lerman (1988) would target all children in single-parent families and would reduce

both their poverty and welfare dependency through increased parental support. Uniform

child support awards would be financed by a percentage-of-income tax on the absent

parent. If this amount is less than a fixed minimum level because the absent parents

income is too low, the support payment would be supplemented up to the minimum by

government funds. Because of the increased payments from absent fathers and

because the system has greater work incentives for custodial mothers than does

welfare, Garfinkel estimates that such a system could be implemented with little

additional government funds.

The policies highlighted here target the working poor with children and would

reduce poverty for those whose incomes were already close to the poverty line. More

attention also needs to be focused on raising wages for those whose earned income

remains low. The ratio of the minimum wage to the average wage in the U.S. is much

lower than that in other industrialized countries that have legislated minima or in the

customary entry level wage in those countries that do not have formalized minimum

wages. The U.S. minimum wage is not indexed to inflation; rather it is dependent on

periodic legislative adjustments. In the period from 1950 to 1980, Congress typically

increased the minimum wage at least every five years. The minimum wage, however,

was not changed at all during the Reagan Administrations. It remained at its 1981 level

of $3.35 until it was increased to $3.80 in 1990 and $4.25 in 1991. As a result, in 1990, a

worker earning the minimum wage for full-time full-year work (2000 hours) will earn about

38 percent of the average earnings of a typical worker covered by the social security

system (U.S. House of Representatives, 1990, p. 1101). To restore the minimum wage

to its historic level-above 50 percent of this earnings level - would require a further

increase to about $5.00 per hour in 1991. Hendrickson and Sawhill (1989) concluded

that the best way to aid the working poor was through a combination of increasing the

minimum as well as increasing tax credits.
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C. Welfare Reform Policies

More attention must-also be given to policies to bring the nonworking poor into

the labor market The mid-1980s have been characterized by state experimentation with

incremental work/welfare programs that have this goal. Model programs include

Employment and Training (ET) Choices in Massachusetts, Greater Avenues for

Independence (GAIN) in California, Realizing Economic Achievement (REACH) in New

Jersey, and the Family Independence Program (FIP) in the state of Washington. All

provide increased training, employment and social services to long-term nonworking

welfare recipients. In September, 1988 Congress passed the Family Support Act, which

builds on the experiences of these and other states. This bill embodies the new

consensus in that it redirects welfare policy for the nonworking poor. It neither sets a

national minimum welfare benefit nor raises benefits. Rather, it requires that all states

offer a wide array of education, training and work programs. It also requires all states to

provide welfare benefits for unemployed two-parent families for at least six months per

year, and adds a requirement that at least one of the parents engage in community

service in return for benefits.5

The Act and the state programs now in operation target long-term welfare

recipients of working age who have no disabilities, but who do not work under the

current system. The implicit goal of these programs is to turn a welfare check into a

paycheck - even if, at first, the total amount of the check is unchanged. Once recipients

are at work, it is hoped that they can leave welfare through a combination of increased

child support and access to transitional child care, health care, and employment and

5 Prior law did not require states to provide cash assistance to poor two-parent
families with children. As a result, in about one-half of the states, such poor
chidIren often received no income supplements
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training services, as well as the types of income supplementation policies discussed

here.

One problem with some work-welfare programs, when viewed from an antipoverty

perspective, is that they merely replace welfare benefits with an equivalent amount of

earnings to hold down total program costs. Typically, they set the monthly hours to be

worked by dividing the welfare benefit by the minimum wage. If they were expanded so

that recipients could work full time instead and if they increased the number of recipients

who participate, they would enhance opportunities for recipients to escape poverty as

well as welfare dependency. Such changes could increase budgetary costs by about

$10 billion per year.

D. Direct Service Policies

Our analysis of some of the consequences of poverty for children suggests an

expansion of direct service policies as well as. Experimentation and evaluation of

numerous direct services over the past two decades have shown that they can aid poor

children and offset some of the disadvantages of growing up in poverty. Our selection of

program areas follows a developmental course. We begin with pregnancy prevention

programs, then move on to prenatal care, child health and nutrition, early screening for

developmental disabilities and early childhood education. We believe that antipoverty

efforts in all of these areas can be effectively expanded. Due to space limitations, we do

not address other policies that would attack the causes of poverty by the improving

housing stock, upgrading urban public schools, vigorously enforcing antidiscrimination

laws in housing and employment, and restricting drug and gang activities.

Pregnancy Prevention. Given the importance of teen and out-of-wedlock

childbearing as a cause and consequence of child poverty, a number of promising

interventions have been tested. School-based ciinics that provide comprehensive health

care, inciuding family planning, services, counseling, and health education have reached



220

a large portion of a school's student body in several demonstration projects. Some

programs provide contraceptive services, while others refer students to off-site birth

control clinics (Dryfoos, 1985).

The first such program in the U.S. was the St. Paul (Minnesota) Maternal and

Infant Care Project (MIC), which opened a school clinic in 1973. The clinic offered

prenatal and postpartum care, VD testing and treatment, gynecological examinations,

contraceptive counseling, general physical examinations, immunizations, and a weight

control program. The school drop out rate for pregnant teens dropped from 45 to 10

percent, over a three-year period and the overall fertility rate for the school dropped from

79 to 35 per 1,000. Patients who received their obstetric care in the school clinic had

lower incidences of obstetric problems as well as better outcomes for their infants

(Edwards, et. al., 1980).

The Baltimore, Maryland school system set up an experimental pregnancy

prevention program for junior and senior high school students. During the program's

existence, the pregnancy rates in program schools declined thirty percent, while it

increased 58 percent in control schools. The program provided medical and counseling

services, and attmpted to raise the level of student's knowledge about the consequences

of unprotected sexual activity.

Aside from the reduction in fertility rates, the program showed other positive

effects. Students demonstrated increased knowledge of contraceptive and sexual

issues. There were slight changes in the age of onset of sexual activity (enough to refute

the concern that easy availability of contraceptive services will encourage sexual activity),

students went to the clinics sooner after initiating sexual activity than prior to the clinic's

presence, and a higher percentage of students went to the clinic prior to the onset of a

sexual relationship (Zabin, et al., 1986).

Unfortunately, there are severe obstacles to the widespread provision of

comprehensive adolescent medical services in school settings. There are problems of
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inadequate financial support, insufficient health and social welfare infrastructure, and

negative public and political attitudes CNeatherly, et. al., 1987). Clearly a greater level of

support for such interventions is in order.

Prenatal Care. Many pregnant women, especially the young and poor, receive

inadequate prenatal care, either in terms of quality or in the number of visits. Barriers to

receiving adequate prenatal care include financial constraints, particularly lack of private

health insurance or Medicaid coverage. There is also a shortage in some areas of

medical care providers willing to serve the disadvantaged or high risk populations, and a

lack of neighborhood services traditionally used by the poor (Institute of Medicine, 1985).

Early and frequent prenatal care visits can greatly enhance the chances that a

newbom will be healthy. Children bom to women who do not receive adequate prenatal

care are at greater risk of being bom low birthweight, which raises the risk of such

conditions as cerebral palsy, retardation, autism, and vision and learning disabilities

(Hughes, et al., 1989). The Children's Defense Fund (Hughes et al.) estimates that each

dollar spent on providing prenatal care to a pregnant woman saves up to nine dollars

over the child's lifetime, three dollars in the first year alone. So while it would be costly to

extend Medicaid benefits to all children and pregnant women who are living on incomes

below twice the poverty line (an increase of $1.5 billion), the savings in future Medicaid

funds would be substantial.

Child Health. Medicaid is a joint federal-state public health insurance program

which funds medical care services for eligible poor families and their children. Medicaid,

enacted in 1965, reimburses health care professionals for services provided to eligible

patients. Eligibility is jointly determined by state and federal regulation.

Medicaid has clearly had a positive effect on child health. In the pre-Medicaid

1960s, poor children had a lower frequency of hospitalization than non-poor children, but

their average length of stay was longer, suggesting that they were sicker. After Medicaid

was instituted, the hospitalization rates for poor children became similar to that of non-

55-478 C - 92 - 8
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poor children (Starfield, 1985). Doctor visits are another indicator of the effect of

Medicaid. Before 1965, a much higher proportion of poor children, compared to non-

poor, had not seen a doctor at all in the prior two years. After Medicaid, poor and non

poor rates of doctor visits became similar.

Various factors have, however, mitigated the effect Medicaid has had on

children's health. First, Medicaid eligibility and the services provided vary widely from

state to state. From 1965 to the early 1980s, states had the option of covering children

in poor two-parent families, but about half chose not to do so In 1984, such coverage

was federally mandated for all poor children under 5 years. Starting in 1967, states also

had the option of extending benefits to first time pregnant women ineligible for Aid to

Families with Dependent Children (AFDC). Eighteen states had still not done so by

1986, when this coverage was mandated. States are also allowed to cover the

medically needy' who have incomes just above the AFDC eligibility level; fifteen states

do not. In 1988, an expansion of Medicaid mandated all states to provide coverage for

pregnant women and infants under age one with incomes below the poverty line,

regardless of AFDC eligibility rules in the state.

Finally, AFDC eligibility levels, which are a primary determinant of the Medicaid

rolls, have fallen dramatically in the past fifteen years, so a smaller percentage of all poor

families now are covered. Smythe (1988) repors that 200,000 fewer children in 1986

than 1978 were served by medicaid even though the number of poor chidiren increased

by about 3 million over this period. As a result, 25 to 40 percent of poor families are

without any health insurance, as opposed to 12 to 14 percent in the late 1970s. Among

all children living in families below the poverty line, more than 50 percent are covered by

Medicaid, but 30 percent are uninsured (Wolfe, 1989). Continued extensions in

Medicaid coverage and improvements in the services offered are clearly in order. It

would cost about $3.6 billion per year in additional funds to cover all poor children under

Medicaid(estimates based on data taken from U.S. House of Representatives, 1990a).
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Diagnostic Screening. In 1967, the Early and Periodic Screening, Testing, and

Diagnostic program (EPSDT) was enacted. It requires states to screen and diagnose

individuals under the age of 21 who are eligible for Medicaid, in order to determine their

physical or mental defects and to provide ameliorative services. Screening refers to the

identification of individuals who may need further evaluation to determine if they are at

risk. Diagnosis is provided for those individuals who are suspected of having a problem

or disability, and treatment is administered to individuals whose diagnostic tests confirm

the presence of a condition.

The problems of coverage of EPSDT is much the same as Medicaid. In 1976,

only 15 percent of the eligible children were served. And, there was great variation

between states ranging from 1 percent to 80 percent of the eligible children (Meisels,

1984).

Child Nutrition. An important program for improving child health and nutrition is

the Women, Infants, and Children (WIC) program. WIC provides food supplements to

the poor in the form of food packets or vouchers, and nutrition education and counseling

in conjunction with health care to pregnant, breast-feeding mothers, and children up to

age 5, who have low incomes and are determined to be at a special nutritional risk. The

WIC program was conceived to be both preventive and therapeutic, with the objective of

reducing the number of low birth weight neonates and unhealthy infants and young

children.

Research on WIC's effectiveness has found that WIC recipients experienced an

increase in birth weights of 30 to 50 grams, and are somewhat less likely to give birth to

infants less 2,500 grams. Also, infants born to teenage mothers who receive WIC are

less likely to be low birth weight than those born to non-participating mothers

(Chelimsky, 1984). Despite its effectiveness in increasing birth weights and in

decreasing fetal deaths, and its cost effectiveness (The Children's Defense Fund reports

that every dollar spent on WiC's preventive component decreases short-term hospital
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costs by three dollars), WIC has never reached even half of the eligible women and

children. In 1986, WIC served only 40 percent of the eligible population (those with

incomes up to 185 percent of the poverty line), while in 11 states less than one-third of

eligible women and children received WIC (Children's Defense Fund, 1989).

The gaps in WIC coverage are attributed first to an absence, in some areas, of

health resources needed to fulfill legislative requirements. Second, WIC has been

historically underfunded. It would cost about $2 billion per year in additional funds to

serve all eligibles, an addition of about 4 million women, infants and children (estimated

from data in U.S. House of Representatives, 1990a).

Preschool Education. Two major federal programs were designed to reduce

poverty's negative effects on school outcomes by improving the school-readiness and

cognitive functioning of poor children, Chapter 1 of the Education Consolidation and

Improvement Act of 1981 (ECIA) and Head Start. Chapter 1 provides compensatory

education funds for disadvantaged children who live in areas with high poverty rates; it is

the largest federal elementary and secondary education program. Chapter 1 preschool

programs seek to reduce the potential for later school failure by providing educational

services at pre-school levels.

The evaluation research undertaken in the National Assessment of Chapter 1

(1983-1987) analyzed short-term and long term effects. In the one year study, students

who received Chapter 1 services showed substantial increases in standardized test

scores relative to the control group. Yet, the gains of Chapter 1 students did not do

much to narrow the gap between themselves and more advantaged students. The

longer term program effects were that Chapter 1 students who discontinued these

services tended to lose the gains they had made while recipients.

Head Start is a federally funded early intervention program which provides

comprehensive services to poor three to five year old children and their families. Head

Start is designed to reduce the risk of later school failure by providing education, health,
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nutrition, and social services to young children. Education services are generally center

based; students attend pre-school classes at a Head Start facility on either a full or half

day schedule, five days per week. In some cases Head Start services can be provided

in the home. Health services include dental, nutrition, and mental health screenings and

services, either provided at the Head Start centers or coordinated by them. Children

must receive a complete health screening within 90 days of enrollment and follow up for

all identified problems is required. Dental screenings are also required for all enrolled

children. Center based programs are required to serve meals and snacks to the Head

Start children attending preschool.

Social services are provided or coordinated by Head Start centers and are

designed to make parents more aware of community services and resources to as to

improve the family's quality of life. Parent involvement objectives require Head Start

programs to support the parents efforts for appropriate child development and

educational achievement through active participation in the program.

In 1981 the Head Start Evaluation, Synthesis, and Utilization Project found that the

program has an immediate positive effect on children's cognitive development, yet these

gains tend to disappear after two years out of the program. Still, former Head Start

students appear to be less likely than non-participants to drop out of school, or be

assigned to special education classes (McKey, et. al., 1985). This suggests that perhaps

the program is doing its job, but that the public school systems are unable to provide

programming that would sustain the gains of these students.

The longitudinal study of the Perry Preschool program in Ypsilanti, Michigan by

the High Scope Educational Research Foundation provides a much more positive

picture. This project has followed Head Start students and evaluated their progress up

to age 19. Participants were half as likely to have been retained in grade by the time they

were fifth graders as students who had not participated (Palmer & Anderson, 1979).

Also, participants were less likely to have been placed in Special Education settings, had
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higher overall reading and math achievement levels, higher high school graduation rates,

higher rates of employment in adolescence, lower pregnancy and birth rates, and fewer

arrests (Berrueta-Clement, et al., 1986). Part of the reason this program shows such

positive results may lie in the fact that while it is a comprehensive early childhood

program, it is not technically a Head Start program. It is funded at a level more than

twice that of federally funded Head Start programs, about $4963 per student per year in

1981. That is $6,287 in 1989 dollars, as compared to the estimated average cost per

child per year in Head Start of $2,664. The Perry School program was also more

selective about who was enrolled.

As with other direct service programs, Head Start does not reach enough of its

eligible population. In 1986 2.5 million children were eligible, yet only 451,000 (18

percent) were served (Bridgman, 1985). Expansion in the number of children served

and in services provided should be a high priority. In addition, Head Start programs

should offer full day programs. This would not only benefit the children, but facilitate the

work efforts of their mothers. To expand Head Start services so that all eligible children

were served could cost as much as an additional $5 billion per year (estimated from data

presented in U.S. House of Representatives, 1990a).

E. Summary

The experience of the twenty-five years since the declaration of the War on

Poverty has shown that no single program or policy can aid all of the poor. Yet a new

realism requires us to confront the facts that all of the various program expansions that

we advocate have budgetary costs. In addition, we do not even have model programs

to address some of the most serious aspects of the poverty problem, let alone solutions

that could be implemented on a nationwide basis. While we do not know how to

eliminate all of the causes of poverty, we know how to alleviate most of its

consequences.
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Our proposals would be expensive. They could easily cost $30 billion per year.

Yet to avoid spending now is merely to raise the future costs associated with poverty.

These proposals could be financed in part through higher taxes on the non-poor. Tax

policy has recently shifted in this direction, for example, by expanding the federal income

tax base and by eliminating some of the special provisions that disproportionately aided

the nonneedy. These included the repeal of the double personal exemption for the

elderly and the taxation of one-half of social security benefits (employer share) for

taxpapers with higher incomes, and the eventual elimination of the income tax deduction

for interest payments on consumer purchases. A further move would be to tax

employer-provided health insurance and the implicit subsidy in Medicare and to raise the

proportion of social security benefits that are subject to taxation.6

While Congress has shown little inclination to alter these tax expenditures, they

could be modified. For example, according to congressional estimates, the deductibility

*of employer contributions for medical insurance premiums will -reduce revenues by about

$33 billion per year in 1990 (U.S. House of Representatives, 1990a p. 807).-A modest

reduction in this tax expenditure could raise about $10 billion per year. In addition,

marginal tax rates have fallen so much in the 1980s that there would be little efficiency

loss in-raising them somewhat, particularly on the wealthy, who gained the most during

the uneven economic recovery of the 1980s.

'The poor have benefited relatively little from this economic recovery because of

changes in the structure of the economy that have adverseley effected their incomes and

because of inattention to their pfight. We seem to have moved beyond the Reagan era's

'benign' or.'not-so-benign' neglect. Adoption of the policies proposed here might

6 High income taxpayers currently pay income tax on 50 percent of their social
security benefits. Taxing them in the same fashion that private pensions are now
taxed would subject about 85 percent of benefits to taxation.
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reduce the child poverty rate by half by the year 2000. Maintenance of the status au will

subject another generation of children to a life of hardship and unrealized potential.
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REPRESENTATIVE SoLARz. Thank you very much. I appreciate it.
Dr. Levitan, please proceed.

STATEMENT OF SAR A. LEVITAN, PH.D.,
CENTER FOR POUCY STUDIES,

GEORGE WASHINGTON UNIVERSITY

DR LEVITAN. Thank you, Mr. Chairman.
I was ready to say amen to your eloquent statement and stop light

there. But since you did not convince Congressman Armey, let me try.
Maybe Dr. Danziger's statement helped, but maybe Congressman Armey
is still not convinced.

REPRESENTATIVE SOLARZ. If you'll forgive me for a moment. If confes-
sion is truly good for the soul, perhaps there will be further confessions
as the hearing develops.

REPRESENTATIVE ARMEY. Perhaps.
DR. LEVITAN. Well, that's what I hope, that Congressman Anney will

return to his younger Galbraithian days, rather than to his present views.
My statement is in two parts. The first part is a brief description of

how the welfare system has evolved during the past half century and what
it has contributed to the stability of our society and to the economic
security of most Americans.

My second part deals with three specific programs that indicate that the
Great Society programs did work.

Federal social welfare policies prevented not only extreme deprivation,
as Dr. Danziger just pointed out, but also cushioned the impact of eco-
nomic misfortune for the more advantaged members of society.

The resulting safety net has been remarkably successful in shielding
Americans from the full brunt of the vagaries and hardships implicit in a
free-market economy.

I'll skip the rest of the prepared statement about the general impact of
the welfare system. But I just want to comment on one point that Con-
gressman Armey has made. He associated the failure of the welfare
system with the problems that have developed in our society. Implied, or
maybe stated directly, is that the growth of single-parent families, out of
wedlock births, use of drugs, and so on is a product of welfare programs.

I have studied welfare programs for many, many years. Congressman
Armey just very kindly indicated to me that he was aware of that. So,
maybe you'll also believe that I am not aware of any law that the Great
Society passed, or that the adherents of the welfare system have advocated
permissiveness or the use of drugs. These are the problems that have
contributed to the rise of poverty in the United States.

I don't think that the Great Society has contributed to the problems
that we are now facing in the 1980s. There were other causes, general
problems in the economy and society. And also the Reagan Administra-
tion's willingness, or not willingness, but actual advocacy to give up the
noble-I say noble-efforts of the Great Society.
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Let me turn now to the three specific programs. Maybe, by talking
about specifics, we will be able to convince the detractors of the Great
Society.

I speak with some confidence about the three programs that I'm going
to discuss. One is Head Start the second one is Chapter 1; and the third
one is Job Corps.

Al of these programs have been carefully scrutinized and evaluated,
and, therefore, I speak, as I said, with confidence about the record of
these three programs.

These programs all deal with preparing children and youths from poor
homes to help overcome obstacles that they are likely to face in acquiring
a mastery of the 3 Rs-an old-fashioned term-and the skill needed to
qualify for jobs.

At least two of the programs; namely, Head Start and Job Corps,
indicate the potential benefits when society invests-and this is a very
important point-adequate funds in poor children and youths.

Contrary to conventional wisdom, assistance for the poor does not
necessarily result in poor programs, if sufficient resources are invested.

In this connection, I think that other training programs would also have
worked much better if Congress would have appropriated more money for
them and if the Presidents would have signed such legislation.

Head Start-the largest public child-care and development program-is
the primary federal program designed to remedy educational deficiencies
associated with poverty at the preschool level. Providing educational,
medical, and social services to poor preschool children and their families,
local Head Start agencies seek to raise the basic cognitive skills of disad-
vantaged youngsters to the norms for their age.

As a result of increased appropriations in 1991, Head Start will be
serving next year some 600,000 poor children at a cost of $2.2 billion. I
give credit to President Bush for advocating some increases for Head
Start, and I give more credit to the Congress for raising the ante to $2.2
billion. The program is expected to reach one-third of the four- to five-
year-olds from low-income households eligible to participate.

According to the most thorough analysis, Head Start children were
more likely to graduate from high school, enroll in college, and obtain a
self-supporting job. They were also less apt to be arrested or to seek
welfare benefits. I think that should appeal to all of us here.

Based on these findings, the investigators estimated that the taxpayers
save nearly five dollars in reduced crime, welfare, public education costs,
and increased tax revenues for every dollar invested in preschool compen-
satory programs. If anybody does not believe me, I think they can turn to
the CED, the Committee on Economic Development, consisting of some
200 executives, who have said exactly the same thing.

The effectiveness of the Head Start approach has been partly responsi-
ble for the stability in its funding during a decade of sweeping budget
cuts and a significant increase in 1991.
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The Chapter 1 appropriation provides for children already in school for
compensatory education to local school districts under the Elementary and
Secondary Education Act. This appropriation for fiscal 1992 is expected
to provide $7.1 billion for remedial instruction and related services,
mostly at the primary level to school districts enrolling large number of
poor children.

Again, I would say that $7.1 billion is a considerable sum. But when
you consider the millions of kids who need that help, it does not appear
to be at all excessive. I think, if anything, more money is needed for that
program.

Turning to the third program, the Job Corps is the most intensive and
costly federally funded training program. The Job Corps-a residential
program providing remedial education, training, and work experi-
ence-has been operated directly by the Federal Government since 1965.
Those who believe that the Federal Government cannot do anything well
might turn to the Job Corps and learn a lesson-the program suggests that
even the most disadvantaged youth can be helped through comprehensive
federal initiatives.

The combination of basic education, occupational training, and an
emphasis on more general living skills necessitates a substantial commit-
ment by the Federal Government, averaging $17,000 per annual training
slot. Congress is scheduled to appropriate about $900 million for training
an estimated 100,000 enrollees during fiscal 1992.

The Job Corps has produced distinct behavioral shifts among partici-
pants who remained in the program for at least three months. Reduced
out-of-wedlock births, increased mobility, more frequent matriculation in
college and other postsecondary education, and entering the armed servic-
es have similarly been linked to Job Corps participation.

Most important, for taxpayers supporting the program, corps members
have proved far less likely to engage in criminal activities than their
nonparticipating counterparts.

And what should we do now? I suggest that political leaders, namely,
Congress and the President, can play a crucial role in either promoting or
undermining the needed consensus for continued social progress.

Given the inevitability of pragmatic choices and political compromises
in the development of new social welfare policies, the test of leadership
lies in the ability to preserve a vision-which. Congressman Armey had
in his younger days-of the common good and to inspire public commit-
ment to societal goals.

Regrettably, failed leadership has asserted that the Nation-as the
Chairman has pointed out-cannot afford to implement the laudable Great
Society goals. The ensuing retrenchment is a sobering reminder that the
role we choose for government profoundly affects the opportunities of
future generations and the social fabric of the Nation.

Mr. Chairman, I think you gave us 10 minutes each. I yield back two
minutes.

[The prepared statement of Dr. Levitan follows:]
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PREPARED STATEMENT OF SAR A. LEVflAN

THE CONTRIBUTIONS OF THE WELFARE SYSTEM

The overriding purpose of my testimony today is to reaffirm a fact

that bears repetition. The New Deal, The Great Society, and related

social legislation have provided greater economic security and expanded

opportunities for all.Americans. Through social insurance programs, tax

expenditures, human capital investments and antidiscrimination efforts,

government aid and protection reach far into the ranks of middle- and

upper-income Americans. Federal social welfare policies not only seek

to prevent extreme deprivation, but also attempt to cushion the impact

of economic misfortune and alleviate uncertainty for the more advantaged

members of society. The resulting "safety net' has been remarkably

successful in shielding Americans from the full brunt of the vagaries

and hardships implicit in a free market economy.

I would like to stop here. But aware that this message may not

have reached all members of this panel and even members of Joint

Economic Committee, I feel obliged to elaborate.

A Broadly Based Welfare System

Contrary to today's view of the welfare system as synonymous with

aid to the poor, public attention did not focus on the plight of the

impoverished until more than two decades after the initial creation in

1935 of the social security system. The working poor were also helped

by wider coverage of the minimum wage, unemployment insurance laws, and

skill training efforts. The persistence of poverty despite rising

affluence prompted expansion during the 1960s of cash support under the

Aid to Families with Dependent Children (AFDC) program for the nonaged
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poor. This included liberalization of eligibility requirements and
enhanced benefits that rose more rapidly than average earnings. The
federal government also accepted full responsibility for expanded aid to
impoverished aged, blind, and disabled persons through the establishment
of the Supplemental Security Income (SSI) program in 1972.

Low-income Americans also receive in-kind assistance when necessary
to compensate for market inadequacies and to enaure that public furds
would directly meet basic human needs. The federal government provided
substantial additional help for the needy with the creation of the food
stamp program in 1972 and its expansion during the recession in 1974.
Low-income housing programs were initiated when it became evident that
income support alone would not alleviate an inadequate housing stock.
Health care coverage under medicare and medicaid represented further
acknowledgment that cash stipends alone could not guarantee access to
essential services. In most cases it was easier to persuade Congress to
provide in-kind help rather than cash assistance. For example, food
stamps gained political support both as a response to the cry of "hunger
in America' as well as to boost the United States farm economy.

As a matter of policy as well an politics, the American welfare
system has never identified income maintenance as an appropriate

long-term response to economic misfortune and deprivation. The

initiatives of the Great Society were founded upon the premise that only
a two-pronged assault on poverty could lead to greater economic security
for the poor: income support to meet immediate basic needs coupled with
attempts to expand economic opportunities and to change institutions in
order to promote long-term self-sufficiency. Guided by this philosophy,
the Great Society sought to stimulate educational and training

investments, in order to promote permanent employment for the
disadvantaged. During the 1960. and 1970a, federal support for
educational programs (ranging from primary and secondary schools to
vocational and postsecondary education) and job training initiatives

increased substantially. All segments of American society shared in the
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fruits of these investments, although they have not been sufficient to

supplant the primacy of income support.

A Balanced Appraisal

What of the alleged failures of the modern welfare system? Federal

interventions in the complex realm of social policy have brought their

share of frustrations and exceases. Yet a more important issue is the

extent to which social welfare policies and program- have been revised

to reflect the lessons of the past, and the *tandards by which progress

is measured. A balanced and reasonable assessment suggests that we have

learned from our mistakes, some inevitable and others the result of

overly ambitious efforts or bold innovations. Past gains have been

generally encouraging in light of the ambitious and competing initial

goals.

The designers of the emerging welfare system, from the New Deal to

the founding of The Great Society, tended to underestimate the

deep-seated problems associated with poverty. President Roosevelt and

the authors of the 1935 Social Security Act assumed that the need for

welfare assistance would wither away after the various social security

programs were fully implemented. Similarly, the architects of President

Johnson's War on Poverty believed that education and training

investments, civil rights protection., and the empowerment of community

organizations representing the have-nots could quickly eradicate

impoverishment. The problems have proved considerably more intractable.

It became increasingly clear that there were no easy or quick solutions

to discrimination, economic deprivation, and other social ills. The

exaggerated initial rhetoric produced an over-reaction of

disillusionment which sorely taxed the nations will to sustain the

welfare system's steady but incremental gains.

Comprehensive, long-term solutions have sometimes involved

preferential treatment for disadvantaged groups. It has proven

politically difficult to defend these actions, as Congress is
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experiencing today. The search for remedies to complex social problems

is inherently difficult, particularly when the procees involves helping

the have-nots to compete effectively with those who have made it. In a

democratic society, those who have gained privileged status generally

have the clout to abort much changes. Fven when government

interventions achieved their intended results, unwanted side effects and

new probles often emerged.

Lessons Learned

Experience suggests that antipoverty efforts must proceed on

several front. simultaneously. For example, job training is unlikely to

be fully effective without sufficient employment opportunities and

economic development program., particularly amid high unemployment

conditions or in declining economic regions. Income transfers address

immediate needs but do not enhance earning capacity and self-sufficiency

unless complemsnted by effort. to enhance the skill- of recipients and

to alter the institutions that trap them in poverty. Neglect of much

interdependence can lead to erroneous conclusions that particular

strategies are unwarranted, especially when the necessary concomitant

interventions are not undertaken. At the same time, the benefits of

comprehensive approaches are cumulative and can far exceed the potential

of isolated efforts.

The rhetoric of the Great Society and subsequent initiatives often

placed heavy emphasis on the expansion of economic opportunity for the

less fortunate. This promise has never been fulfilled through a

sustained and adequate commitment of societal resources. Many of the

dilemmas posed by the modern welfare system -- parverse incentive.

discouraging work by welfare recipients, neglect of the needs of the

working poor, and the burgeoning costs of entitlement programs -- arise

from an inadequate emphasis on the extension of economic opportunity.

Beyond fundamental guarantees of equal access and civil rights, the

welfare system's attempts to broaden opportunity have relied upon
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relatively small and sporadic investments in job training, public

employment, compensatory education, and meaningful work incentives.

These initiatives, despite yielding promising results, have been

seriously underutilized. To help the millions of the

unskilled and deficiently educated, work and welfare must go

together as an appropriate public policy. .

Can Acmrica Afford It. Welfare System?

The affordability of the welfare system is, except in the extreme,

essentially a normative judgment reflecting society's willingness to

forego some measure of personal consumption and alternative public

spending in exchange for greater collective security. In some cases,

the exchange of current income for future economic or national security

is relatively direct -- social insurance programs requiring prior

contributions or investments in defense supported by higher taxes --

while in other instances the decision to sacrifice personal income

represents a hedge against unforeseen misfortunes or hardships, an

awareness that there but for the grace of God, go 1 -- disaster

relief, food stamps, and medicaid. For the most targeted means-tested

initiatives, public expenditures are humanitarian attempts to relieve

deprivation; they are enlightened acknowledgments of the broader

societal benefits associated with reductions in poverty. All these

societal choices are predicated on an awareness of societal affluence

and the belief that the nation can afford to defer a portion of today's

consumption for tomorrow's economic or national security.

The most pressing question for the future of the welfare system may

rest upon the nation'e ability to regain confidence in government

responsibility for the welfare of the citizenry and belief in the

legitimacy of collective action to meet societal needs -- a conviction

that we are our brother's keeper. If America's political leadership

continues to denigrate the federal government as a vehicle for advancing

the common good, further progress in strengthening and improving the
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welfare system (as well an in other legitimate and proper realms of

governmental responsibility, ranging from protection of the environment

to safety in the workplace) will remain stymied. Through a clearer

understanding of past experience, the nation can rekindle its faith in

the ability of the welfare system to provide not only income for the

poor but also greater opportunity and equity for all Americans. In this

era of retrenchment, no challenge is more important than refreshing our

memory of past accomplishments and refocusing our vision for the years

ahead.

Welfare Initiatives PMn Succeed

I would like to illustrate the record of The Great Society by

focusing on three separate but related initiatives. The selected

programs all deal with preparing children and youths from poor homes to

help overcome obstacles they are likely to face in acquiring a mastery

of the 3 Rs and the skills needed to qualify for jobs. Admittedly the

selected programs maybe among the more successful Groat Society

initiatives, but at least two of the programs indicate the potential

benefit, when adequate funds are invested in poor children and youth.

Contrary to conventional windom, assistance for the poor does not

necessarily result in poor programs if sufficient resources are

invested.

Head Start

By the time children enter kindergarten, differences in family

backgrounds have already been translated into a head start for some and

a handicap for others. Repeated studies have found that children who

come from low-income families or have parents with low levels of

educational achievement are more likely to begin school with fewer

cognitive skills than their more fortunate counterparts. Thus, the

promotion of equal educational opportunity must reach down to the

preschool ages, lest those from the moat adverse home environments fall

hopelessly behind before the race for individual achievement formally
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begins.

Head Start, the largest public child care and development program,

is the primary federal program designed to remedy educational

deficiencies associated with poverty at the preschool level. Providing

educational, medical, and social services to poor preschool children and

their families, local Head Start agencies seek to raise the basic

cognitive skills of disadvantaged youngsters to the norms for their age.

In most caaas. 80 percent of program costs are assumed by the federal

government. As a result of increased appropriations in 1991, Head Start

will be serving next year som 600,000 poor children at a cost of $2.2

billion. The program is expected to reach one-third of the four- and

five-year-olds from low-income households eligible to participate.

Since the program's creation in 1965, a voluminous body of data and

research has provided substantial evidence that Head Start positively

influences nearly every aspect of early childhood development. Similar

to federal interventions in child nutrition and preventive health care,

early remedial efforts have been shown to be cost effective because they

inhibit the development of more serious educational and behavioral

problems. Longitudinal studies of Head Start indicate that by reducing

the likelihood of later difficulties, the program actually leads to a

net reduction of public expenditures. Head Start's benefits outweigh

its costs by reducing outlays for the special education services often

associated with disadvantaged children.

Tangible results stemming from Head Start are as diverse as the

multiple objectives of the program. Head Start children are less likely

to enter special education classes and repeat grades than those in

control groups. The U.S. Health and Human Services Department similarly

concluded that cumulative improvements in cognitive skills emanate from

Head Start participation, with more disadvantaged children enjoying the

most positive effect. According to the most thorough analysis, Head

Start children were more likely than controls to graduate from high

school, enroll in college, and obtain a self-supporting job. They were

also les apt to be arrested or to seek welfare benefits. Based on
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thse- findings, the investigatore eatimated that the taxpayers save
nearly S5 in reduced crime, welfare, public education costs, and

increa-ed tax revenues for every 51 invested in preschool compensatory

education programs. The effectivenees of the Head Start approach has
been partly responsible for the stability in its funding during a decade

of sweeping budget cute and a significant increase in 1991.

Ch«2terL1

For children already in school, the most significant federal
support for compen-atory education in provided to local school districte

under Chapter I (formerly Title I) of the Elementary and Secondary

Education Act. Federal fund. for Chapter I programs are distributed to
local educational agencie- according to a formula based on the number of
children from low-income families residing in each school district.

Limited federal aid is aleo provided to states for program. serving

handicapped, migrant, neglected, and delinquent children. The Chapter I
appropriation for fiscal 1992 is expected to provide S7.1 billion for

remedial instruction and related services at the primary level to school
districts enrolling large numbers of poor children.

The magnitude of federal expenditures for compeneationary

educational aid ensured that the program was among the most scrutinized

and carefully evaluated social welfare initiatives. Because local

administrators have considerable discretion in the use of the fund.,

effective monitoring of expenditures ha. proved difficult, and the

extent to which aid was targeted to low-income children was frequently

challenged in the early year. of the program. The law provides that

Chapter I is to be used for children with educational problems. Tension

between the goals of targeted assistance and broad provision of service

has continued. However, the funds are concentrated in areas with a high
incidence of poverty. While it is important to prevent counterproductive

class segregation in local educational programs, the increasing

possibility that many children benefiting from Chapter I expenditure.

will not be from poor household. must be viewed with concern.
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The comp n-atory education program has probably narrowed

disparities in achiev ement between poor and nonpoor children.

Evaluations conducted for the U.S. Department of 3ducation found

significant gains in achiev-m nt and educational attainment among

low-income children over time. The program has been credited with

eliminating over 40 percent of the difference in reading achievement

between nine-year-old black and white children since its inception in

1965. The federal aid appears to have had a cumulative effect on the

cognitive development and educational advancement of children from

low-income households.

Skill Trainina

For disadvantaged youth with the poorest employment prospects,

skill training emerge. a. the most promising strategy for boosting

future earnings and self-sufficiency. Federal training initiatives for

low-income teenagers can facilitate their entry into the labor market,

enhance the likelihood of steady employment in subsequent years, and

generate marginal increases in future earnings. Yet the conservative

ideal of equal opportunity provided through free markets is irrelevant

by the time most disadvantaged youth are ready to join the labor force,

as their chance. for career development and advancement have already

been smothered under the collective weight of prior deprivations. At

beet, federal employment and training programn'will mean the difference

between poverty and modest incomes, between dependency and a firm

attachment to work.

The Job Corps ie the moat intensive and costly federally funded

training program. It has demonstrated that government intervention can

boost the employability of disadvantaged youth if careful attention is

paid to program management and implementation. Evaluations of the Job

Corps, a residential program of remedial education, training, and work

experience operated directly by the federal government mince 1965,

suggest that even the most disadvantaged youth can be helped through

comprehensive federal initiatives. Focusing primarily on school leavers
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aged sixteen through twenty-one in poor households, the Job Corps is

designed to remove youth from disruptive environment, by placing them in

residential centers with highly structured remedial programs. The

combination of basic education, occupational training, and an emphasis

on more general living skills necessitates a substantial commitment of

federal resources averaging about $17,000 per training slot. Congress

is scheduled to appropriate about $900 million for training an estimated

100,000 enrollees during fiscal 1992.

Because Job Corps serves the most disadvantaged rather than the

most employable of low-income youth, the rate of attrition in the

program is high. A 1977 profile of Job Corps participants (and there is

no reason to believe that the data have changed since then) conveys the

magnitude of the challenge: five of six were school dropouts averaging

below sixth grade reading and math levels; only one-half came from

two-parent families; the typical family size of enrollees was nearly

twice the national average; and the per capita family income of

corpsmembere was less than one-third that of the mean for the total

population. Four of ten participants had previous arrests (of those,

three-fourths had prior convections), and more than one-third of all

participants had never held a job with at least twenty-four hours per

week for longer than a month. Not surprisingly, only a portion of this

trouble-plagued client population is willing and able to complete the

Job Corps program: for every ten entrants only three have managed to

complete vocational training.

Corpsmembers who complete training enjoy considerable gains in

postprogram employment. These gains resulted almost exclusively from

higher postprogram employment rates rather than higher wage rates, and

overall earnings for completers were enhanced by substantial increases

in military enlistment among participants as compared to control groups.

The Job Corps program generally heightened the attachment of

disadvantaged youth to the labor force while also raising their ability

to meet entry requirements of private employers and the armed services.

Unlike many nonresidential supported work programs, Job Corps also
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has produced distinct behavioral shifts among participants. Self-esteem

increased and family relations improved for those who remained in the

program for at least ninety days. Reduced child bearing and

out-of-wedlock births, increased mobility, and more frequent

matriculation in college and poatzecondary education have similarly been

linked to Job Corps participation. Most importantly for tax payers

supporting the program, corpanambers have proved far lose likely to

engage in criminal activities than their nonparticipating counterparts.

In the first year following completion of the program the arrest rate

for participants was 86 percent lower than that of control groups.

These salutary effects of enrollment in Job Corps contributed to

societal benefits at least equal to the value of earnings gains derived

from classroom training.

The remedial instruction that is an integral component of the

comprehensive Job Corps approach provides further testament to the

importance of self-paced educational programs for disadvantaged youth

discussed previously. Notwithstanding their demonstrated difficulty in

traditional classroom settings, corpamembers respond more positively to

individualized instruction with standardized competency-based testing.

Entering with less than a sixth-grade average reading level,

participants gain an average of 1.5 years of competency in 90 hours of

instruction and 2.2 years in 150 hours. This success in strengthening

the basic educational achievements of poor youngsters who leave school

without a diploma offers encouraging evidence that self-paced programs

with clearly measured standards of progress can motivate the most

disadvantaged students and facilitate their educational achievement.

Political Leadership Counts

Political leaders can play a crucial role in either promoting or

undermining the needed consensus for continued social progress. Given

the inevitability of pragmatic choices and political compromises in the

development of new social welfare policies, the test-of leadership lies

in the ability to preserve a vision of the common good and to inspire
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public commitment to societal goals. Regrettably, failed leadership has

aseerted that the nation cannot afford to implement the laudable Gr-at

Society goals. The ensuing retrencheent is a sobering remind r that the

role we choose for government profoundly affects the opportunities of

future generations end the social fabric of the nation.
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REPRESENTATIVE SOLARZ. Thank you very much, Dr. Levitan. I'm sure
that as we proceed in the hearing this morning we'll pursue some of the
matters that you raised.

Dr. Williams, please proceed.

STATEMENT OF WALTER WILUAMS, PH.D.,
JOHN M. OLIN DISTINGUISHED PROFESSOR OF ECONOMICS,

GEORGE MASON UNIVERSITY

DR WnAMS. First of all, I'd like to spend one minute commenting
on the measurement of poverty and the questions it raises.

The Census Bureau, I believe, counts as poor any family of four
having less than $12,675 in 1989. The Census Bureau completely ignores
assets held by the poor, but more important, they ignore noncash pay-
ments received.

According to the Congressional Research Service of the Library of
Congress, which traces federal, state and local means-tested programs,
they said in 1988 that total welfare spending averages roughly $5,790 for
every four persons or slightly over $23,000 for a family of four.

So, to the extent that the Bureau of Census excludes assets and non-
cash payment to the poor, I think poverty is seriously overstated, and I
think that Congress needs to do something about that, to the extent that
Congress requires American taxpayers to include noncash payments in the
computation of our federal income taxes, but permits, or perhaps even
commands, the Bureau of Census to exclude noncash payments for
determining poverty.

By all standards of comparison, either historically in the United States
or compared to the rest of the world, we have eliminated most aspects of
material poverty, as traditionally defined. I'll just run a few statistics by
you from the American Housing Survey for the United States in 1987.

Sixty-two percent of poor people have one or more automobiles; 13
percent have two or more; 49 percent have air conditioning; 99 percent
have refrigerators; 81 percent have telephones; 56 percent have washing
machines. If we compare these statistics to 1940, we'll find that only 58
percent of all Americans owned a car, 44 percent owned refrigerates; 39
percent owned telephones. So, if you're going to be poor, it's a good idea
to be poor in America.

What we have today, particularly for a large segment of the black
community that the Census Bureau defines as poor, is permanent depen-
dency and poverty of the spirit, which is proving much more debilitating
than material poverty of the past among blacks.

In my opinion, the Congress of the United States has done to the black
community what slavery, Reconstruction, and blatant racism could never
have done. The welfare state has created a level of dependency and
pathology entirely new among black people.

For example, when I was young, growing up in the slums of North
Philadelphia-I'm talking about back in the 1940s and 1950s-it was
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unheard of to find an able-bodied man reaching the age of 25 and never
having a job. That is very frequent today.

And one of the reasons was that government handout programs just
were not an attractive alternative to work. Plus, nobody had convinced
black people at that time that we were entitled to live at somebody's
else's expense, another thing that I believe the welfare state has done.

In the 1930s, illegitimacy among black hovered around 14 percent.
Today, it tops 60 percent and, in some cities, 80 percent. Easy welfare,
coupled with relaxation of social sanctions, has become both an induce-
ment for young women to have illegitimate offspring and an inducement
for fathers of these offspring to abandon their responsibilities.

People frequently refer to the breakdown of the black family. A better
term would be that it doesn't form in the first place. This too is new.

In 1950, 78 percent of black kids lived in two-parent families, com-
pared to roughly around 44 percent today. In fact today, more than two-
thirds of all black poverty, at least in 1980, was in families headed by a
female.

One of the great tragedies is that people use racial discrimination to
explain today's problem in black communities. People who use that
explanation have to explain why the pathology was not much worse in the
1920s, 1930s, and 1940s, when there was much more discrimination,
fewer opportunities for blacks, and less hope.

What the welfare state is largely accountable for is the poverty of the
spirit. And it has made many black Americans immune to the standard
cure for poverty. That is, traditionally an expanding, robust economy has
been the standard route out of poverty for mankind in most places.

And, during the 1980s, we had the longest period of sustained period
of economic growth in our history. And during that period, it was almost
impossible to walk two blocks in a commercial area without seeing signs
says "Help Wanted."

But we have made today's poor immune from the standard cure.
Now, while the welfare state has been a carrot for dependency, fed-

eral-, state- and local-sponsored collusions in restraint of trade has been
the stick. Some of the flagrant examples of this, at least at the local level,
are in the foim of occupational licensure and other entry barriers.

Sixty-two percent of poor families have automobiles. Now, an enter-
prising father or mother of a poor family could get in the taxicab busi-
ness. But in your own City of New York, Congressman Solarz, they have
to get a $140,000 license in order to operate one taxi. Today, it's around
$125,000. And we ask ourselves, what is the effect of that kind of collu-
sion? It cuts off the bottom rungs of the economic ladder.

But I am very pleased to say that, despite these encumbrances, there
are 14,000 gypsy cabs operating in New York City. Now, these people
are earning an honest-albeit an illegal-living, providing services for
those people in the community that are shunned by the medallion tax.

REPRESENTAnVE SoixRZ. This is fascinating testimony, but we have a
vote in progress. So, if you're about to conclude, we'll wait a few min-
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utes. But I don't want to cut you off. Would you prefer us to vote and
come back?

DR WuLiims. Yes, sir.
REPRESENTATIVE SoL4Rz. Good. Because I really do want to hear what

you have to say.
So, the Committee will stand in recess while we go to vote for about

ten minutes or so.
[Brief recess.]
REPRESENTATIVE SOLARZ. The Committee will resume its deliberations.
Dr. Williams, please proceed.
DR. WuIAMS. What the state and local governments fail to do, in

tenms of restricting employment and business opportunities, the U.S.
Congress does, in my opinion.

One example is the Davis-Bacon Act of 1931. And, as you know, the
Davis-Bacon Act calls for prevailing wages on all federally financed and
assisted construction. Now, these supemomral wages have the effect of
discriminating against low-skilled, nonunionized construction workers. It
has the effect of discriminating against the usage of apprentices and black
construction contractors. And, in fact, the Davis-Bacon's racial outcome
was anticipated by your fonmer colleagues in the United States Congress.
As a matter of fact, Congressman Allgood said, in his support of the
Davis-Bacon Act back in 1931:

That contractor has cheap colored labor that he transports, and
he puts them in cabins, and it's labor of that sort that's in
'competition with white labor throughout the country.

And that's why we need the Davis-Bacon Act.
Now, of course, you don't find the same kind of rhetoric in support of

the Davis-Bacon Act, but that does not change its effect.
As we all know, the U.S. Govemment is the largest slumlord in the

United States. And when the Congress allocates funds to rehabilitate some
of these run-down buildings, the Davis-Bacon Act plays a very, very
important part in reducing opportunities. As Ms. Kimi Gray of Kenilworth
housing project in Washington, D.C., will tell you, the Davis-Bacon Act
is a major impediment toward improving housing conditions for the black
residents there.

Let me skip forward.
Congressionally sponsored collusions not only reduce employment

opportunities,- but they make being poor more difficult. One example is
your agricultural marketing orders for citrus, tree fruits, and other farm
products.

Under your instructions, growers get together and collude on produc-
tions quotas. And anything over that production quota, which is made
anyway just to raise prices, can be legally sold only to by-product facto-
ries, or used as cattle feed for ten dollars a ton sometimes.

How about Congress telling their poor constituents that you have a
policy that creates perfectly good fruit for ten dollars a ton, but it goes to
cows instead of people.
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Similar restrictions can be found in price supports, tariffs that apply,
and dairy supports. And it's so disgusting and frustrating to me to see
Congressmen show up on national T.V. and bemoan so-called hunger in
America while, in the quiet of their offices, they are wheeling and dealing
with farm and dairy interests, driving up the price of food.

What's even more ironic, we have several government agencies recom-
mending that Americans eat more fruit as a means to better health and to
try to fight cancer. Then, there are other federal agencies making fruit less
available.

Ask any Congressman whether he's for cartels and collusions in
restraint of trade, and he'll tell you no. But that's not true. What Con-
gressmen really mean is that they're against restraint of trade, collusions
in restraint of trade, unless the practitioners get congressional permission.

Let me begin to close by discussing education, which was mentioned
on this panel, and it's very important. But if I were the Grand Dragon of
the Ku Klux Klan, out to sabotage black academic excellence, I could not
find a better way than the current public school system, which issues
fraudulent diplomas. Kids get 12th grade diplomas, and they can't read
except at the sixth-grade level. To the extent that the U.S. Department of
Education regulates and finances a part of public education, that makes
Congress a party to this fraud.

As discussed by many people, we talk about the underlying govern-
ment programs as the attempt to alter the distribution of income. People
lament the fact that in 1990 the lowest quintile gets 6 or 7 percent of the
national income, while the highest quintile gets 40 percent.

What goes unnoticed is that, since the Census Bureau has been collect-
ing data, the income distribution is about the same as what it was in the
early 1940s. The only significant thing that has changed is that, in the
name of income distribution or income faimess, massive amounts of
income have been redistributed out of the hands of American people in
general and into the hands of Congress.

And finally, the most important determinants of an individual's income
are beyond the influence of Congress. I believe that we will all agree that
parents can increase the future productivity of their children by doing
things like ensuring that the kids behave in school, do their homework,
and get enough rest in order to be alert the next day. If necessary, parents
should forego luxury items in order to provide better housing or food or
medical care for the children. Parents should counsel their children on
proper moral conduct, such as abstention from sex, obedience of the law
and other authorities, and respect for private property and, by the way,
have a job and assets and marriage before having children.

Now, these and other factors are very important determinants of
personal success, but they are beyond the capacity of Congress to influ-
ence. Congress has only limited power to meaningfully help poor people.
It has awesome power to hurt and limit their chances.

Whenever we set out to help somebody, there's an important question
that we have to ask. Decency and compassion requires that we ask and

55-478 0 - 92 - 9
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answer this question. And that is, what is the effect of our help on this
person's own incentives to help themselves?

I seriously doubt whether anyone of us would help someone that we
loved or cared in the way that we help the poor. I think it's about time
to change.

Thank you very much.
[The prepared statement of Dr. Williams follows:]
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PREPARED STATEMENT OF WALTER E. WILLIAMS

Any sensible discussion of poverty should recognize alternative definitions of
poverty. Poverty can be defined relatively or absolutely. If we use a relative
definition, such as the lowest quintile of the nation's income distribution, poverty will
always be with us so long as our income distribution remains non-rectangular. On
the other hand if we employ an absolute, fixed definition of poverty, then it is possi-
ble to eliminate poverty.

In addition to this conceptual issue, there is the problem of the measurement
of poverty. The Census Bureau counts as poor any family of four having an
income of less than $12,675 in 1989. The Census Bureau completely ignores
assets held by the poor, but more importantly, they omit non-cash payments
received. The Congressional Research Service (CRS) of the Library of Congress
tracks federal, state and local means-tested programs. In fiscal 1988, CRS estimat-
ed that AFDC, food stamps, housing subsidies and Medicare and other expendi-
tures targeted to the poor totaled $184 billion. That means total welfare spending
averages $5,790 for every poor person or slightly over $23,000 for a family of four.
To the extent that the Bureau of Census excludes both assets and non-cash
payments to the poor, poverty is seriously overstated. Strangely, Congress
demands that American taxpayers include non-cash payments in the computation
of our federal tax obligation but permits, perhaps commands, the Census Bureau
to exclude non-cash payments for determining poverty.

By most standards of comparison, either historically in the U.S. or compared to
the rest of the world, we have eliminated most aspects of material poverty as
traditionally defined. According to the Bureau of the Census, American Housing
Survey for the United States in 1987, 62 percent of poor house holds h ave one or
more automobiles, and 13 percent have two or more, 49 percent have aircondi-
tioning, 99 percent have refrigerators, 81 percent have telephones, and 56 percent
have washing machines. If we compare these statistics to 1940, we see remark-
able progress. For example, in 1940, for all Americans, only: 58 percent owned a
car, 44 percent owned refrigerators and only 36 percent owned telephones. The
comparison of today's poor stands out in even starker relief if we compare their
income and asset holdings to that of people elsewhere in the world, including even
middle class people in Europe. In other words, if you are going to be poor, it is
best to do it in America.

What we have today, particularly for a large segment of the black community
that the Census Bureau defines as poor, is permanent dependency and poverty of
the spirit, which has proven to be far more debilitating than material poverty. In my
opinion, the policies of the Congress of United States have done to much of the
black community what slavery, Reconstruction and blatant racism could have never
done.

The welfare state has created a level of dependency and pathology entirely new
among black Americans. When I was young, growing up in the slums of North
Philadelphia during the 40's and 50's, it was unheard of to find an able-bodied man
reaching the age of twenty-five never having a job. Government handout programs
were just were not an attractive alternative to work; plus, nobody had convinced us
that we were entitled to live at someone else's expense. In the 1930's, black
illegitimacy hovered around 14 percent; today, it tops 60 percent, and in some
metropolitan areas, it is over 80 percent. Easy welfare, coupled with the relaxation
of social sanctions, has become both an inducement for young women to have
illegitimate offspring and an inducement for the fathers of these offspring to aban-
don their responsibilities. People frequently refer to the breakdown of the black
family when a more appropriate observation is that black families are not forming
in the first place. This too is new. In 1950, 78 percent of black kids lived in two-
parent families compared to around 44 percent today. In fact, more than two-thirds
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of all black poverty, as of 1980, was in families headed by a female; the statistic
for whites is one-third.

One of the tragedies of today's discussion of problems confronted by many
black Americans is the wide spread use of racial discrimination as the explanation.
No one will sensibly argue that racial discrimination has been totally eliminated, but
if racial discrimination is the explanation for what we see today then one is con-
fronted with the question: Why was there not greater pathology in the black
community at those times when blacks confronted much more discrimination and
were much poorer?

The poverty of the spirit, created by the welfare state, has made many black
Americans immune to the standard cure for poverty. That is, a rapidly expanding
and robust economy has served as the standard route out of poverty for mankind
in most places throughout history. During the 1980's we had the longest sustained
period of rapid economic growth in our history. During that period, it was virtually
impossible to walk two blocks in commercial areas without seeing 'help wanted'
signs for all sorts of low skilled employment. As we see now, an expanding and
robust economy meant very little to many of today's poor. What's more, measured
poverty is slightly higher than it was when we declared war on it during the sixties.

The welfare state has been the carrot for dependency while federal, local and
state-sponsored collusion in restraint of trade has been the stick. The more flagrant
examples of official collusion occur at the state or local levels in the form of occupa-
tional licensure and other entry barriers. According to the American Housing
Survey for the United States in 1987, over 62 percent of all poor households have
one or more cars. An enterprising poor person could enter the taxi business as an
owner-operator. However, in most jurisdictions, a person must obtain a license.
In New York city, the license (medallion) cost alone is $125,000 and has been as
high as $140,000. In fact, at one time, the price of a seat on the New York Stock
Exchange was cheaper than a taxicab license. Taxi license prices range from
$20,000 to $30,000 in cities like Philadelphia and Chicago to $70,000 and $80,000
in Miami and Boston. The only purpose served by these license prices is to keep
outsiders out so that the incumbents can charge high prices and earn monopoly
incomes. Despite these encumbrances, I am pleased to report that there are an
estimated 7,000 to 12,000 gypsy taxis operating in New York City. These people
are earning an honest, albeit illegal, living providing services to those people and
areas shunned by the city's 11,787 licensed practitioners.

Licensing restrictions apply to other work and business opportunities that are
well within the reach of poor and uneducated people such as: cosmetology, lawn
services and barbering. What's ironic is that the typical stated justification for
licensing is that of protecting the public. Some licensing provisions may produce
the opposite effect and may lead to loss of life. The licensing of electricians drives
up the prices of their services. In response, some people choose to not to have
repairs and modifications made or make them themselves. According to a study
for the National Science Foundation [Carroll & Gaston] strict licensing requirements
may account for a significant number of fires of an electrical origin.

What state and local governments fail to do, in terms of restricting employment
and business opportunities, the U.S. Congress does. One example is the Davis-
Bacon Act of 1931. Among the provisions of the Davis-Bacon Act is the require-
ment that 'prevailing wages" be paid all workers on federally financed or assisted
construction. The U.S. Labor Department interprets prevailing wage to be the union
wage or higher. These supernormal wages have the effect of discriminating against
the employment of low skilled, non-unionized construction workers; it discriminates
against wide usage of apprentices and it discriminates against black construction
contractors. The Act's racial outcome was anticipated and desired by several of
your former colleagues such as Congressman AlIgood (D.Ala) who said in his
support for the Davis-Bacon Act, 'That contractor has cheap colored labor that he
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transports, and he puts them in cabins, and it is labor of that sort that is in competi-
tion with white labor throughout the country." [U.S. Congress, House, Congressional
Record 71st Congress, 3rd session, 1931, p. 6513.] Allgood's sentiments were
echoed by both northern and southern congressmen, including the Act's namesake
Senator Bacon from New York.

The U.S. Government is the nation's largest slum landbrd. When Congress
allocates slum rehabilitation funds, the Davis-Bacon Act plays an important role in
reducing opportunities. Mrs. Kimi Gray of Washington's Kennilworth housing
project, in her efforts to implement resident management, reports that the Davis-
Bacon Act is not only her most serious impediment to efficiently fixing up the
government's run down housing, but it impedes employment of residents in doing
some of the rehabilitation work. Finally, the Davis-Bacon Act, along with other
federal, state and local regulations, significantly drives up the cost of housing. In
light of all these factors, one can only conclude that it is sheer hypocrisy when
Congressmen show up on national television to decry the lack of "affordable
housing", while in their offices, doing the bidding of powerful interest groups, they
work to make for even smaller quantities of affordable housing.

Minimum wage laws are another component of Congressional acts which
reduce employment opportunities, particularly for low skilled teenagers. There is
a virtually total consensus among academic economists that minimum wages
discriminate against the employment of low skilled workers [If one wishes to seek
a consensus in most any field, he need only to survey the introductory and interme-
diate textbooks in that field. Over 90 percent of introductory and intermediate
economic theory textbooks conclude that minimum wages discriminate against low
skilled workers and foster racial discrimination]. Years ago, teenage unemployment
was a mere fraction of what it is today. In fact, in 1948 black teenage unemploy-
ment was 9.4 percent while that of white teenagers was 10.2. Teens used to have
jobs as theater ushers. Today, theater ushers are all but gone - and it is not
because Americans of today like to stumble down the aisles in the dark looking for
their seats. Kids used to have employment opportunities at gasoline stations
pumping gas and wiping windshields. Today's self-service gasoline stations did not
evolve because Americans of today like to smell and spill gasoline while they fill
their tanks.

In addition to destroying jobs, minimum wage laws foster racial discrimination.
That is why racists in South Africa have always demanded that minimum wages
[rate for the job] be paid to blacks, doing "whiten work. Their stated justification was
that of protecting white ('civilized") workers from competition with black ("uncivi-
lized") workers. Of course, your stated intentions for your support for minimum
wages are more noble; however, the effect here is the same as that in South Africa
- unemployment for the least preferred worker.

Some Congressmen make the childish argument that they support the minimum
wage as a means to fight poverty. Imagine that this hearing consisted of witnesses
from the State Department and they told you that the way to eliminate poverty in
Bangladesh is to propose that its parliament enact a higher minimum wage law.
If the world worked that way, we would save Americans a lot of foreign aid money.

Congress should acknowledge its limitations. While Congress has the unques-
tioned power to mandate higher minimum wages, it does not have the power to
mandate increases in worker productivity.

Congressionally sponsored collusions not only reduce employment opportunities,
they make being poor more difficult to cope. One example is your agriculture
marketing orders for citrus, tree fruits and other farm products. Under your instruc-
tions, growers get together and collude on production quotas. All fruits produced
beyond that quota can be legally sold only to by-product factories or used as cattle
feed for, at one time, $10 per ton. This collusive arrangement permits growers to
charge consumers much higher prices. How about telling your poor constituents
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that you have a policy that creates perfectly good fruit for $10 a ton, but they go to
cows instead of people. Similar collusive marketing orders, crop restrictions, price
supports and tariffs apply to most other U.S. food and dairy products. Again, we
will see many congressmen bemoaning so called 'hunger in America" on national
television, while in the quiet of their offices they are wheeling and dealing with farm
and dairy interests driving up food prices. This is mean, evil behavior that hurts all
American consumers, particularly poor consumers. You have several government
agencies recommending that Americans eat more fruit as a means to better health
and other federal agencies making fruit less available. Ask any congressman
whether he is for cartels and collusion in restraint of trade, and he will tell you, no.
That is a lie. What congressmen mean is they are against restraint of trade unless
the practitioners get congressional permission.

Education for America's youth in general is nothing to write home about, but for
black Americans it is a national disgrace. If I were the Grand Dragon of the Ku Klux
Klan, setting out to sabotage black academic excellence, I could not think of a
better way to achieve my goal than the current public education system in most
cities.

Many black kids, who manage to graduate from high school in the first place,
obtain grossly fraudulent diplomas. The diplomas attest that they have achieved
the 12th grade while in fact they often cannot do math and read and write at the
8th or 9th grade level. We cannot lay the complete blame for this fiasco at the feet
of the public education establishment. Indeed, many public schools do business
in an environment hostile to the education process, for which they cannot be held
accountable for, but they bear the full blame for willful issuance of fraudulent
diplomas. And to the extent that the U.S. Department of Education regulates and
finances part of public education, the U.S. Congress is party to the fraud.

Much of the stated motivation, underlying many government programs, is that
of attempting to alter the distribution of income - to make it fairer. People lament
the fact that in 1990 the lowest quintile (20 percent) receive only 6 or 7 percent of
national income while the highest quintile receives nearly 40 percent. What goes
unnoticed is that since the U.S. Census Bureau has been collecting data to compile
the distribution of income, the income distribution has exhibited remarkable stability.
Despite numerous, massive government programs to alter the distribution of
income, it is essentially the same today as it was in the 1940's. The only significant
change has been that, in the name of income redistribution, massive amounts of
income has been redistributed out of the hands of American people in general and
into the hands of Congress.

Just the term, distribution of income is fraught with misconception. When I hear
politicians and some poverty 'experts" use the term, they use it in such a way that
one would think that income is distributed and out there somewhere is a dollar
dealer saying "One for you, three for you and none for you." Having this vision of
the sources of income, the reason why some have more than others is because the
dollar dealer is either a racist, sexist, multi-nationalist, or just plain mean. There-
fore, justice requires a re-dealing of the dollars whereby one person's ill-gotten gain
is taken and given to its rightful owner. In a free society, income is not distributed
but earned by one's ability to serve his fellow man. The greater is one's ability to
serve is7ellow man, the higher is his income and hence his claim on what his
fellow man produces.

The most important determinants of an individual's income are beyond the
influence of Congress. I believe that we would all agree parents can increase the
future productivity of their children by doing things like: insuring that their kids
behave in school, do their homework and get enough rest in order to be attentive
in school the next day. If necessary, parents should forego luxury items in order
to insure a better housing, food and medical care for their children. Parents should
counsel their children on proper moral conduct such as abstention from sex,
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obedience of the law and other authorities and respect for private or public property.
And, teach them that it is a good idea to get married and have a job and assets
before having children. These and other factors are important determinants of
personal success, but they are beyond the capacity of the U.S. Congress to
influence favorably.

Congress has only limited power to meaningfully help poor people, but awe-
some power to hurt and limit their opportunities for upward mobility. But to mean-
ingfully help poor people, Congressmen would have to betray allegiances they havemade with powerful interest groups. And since poor people have only limited
political power, it is not likely that Congress will break their allegiance to special
interest groups.

Finally, whenever we set out to help someone, decency and true compassion
commands that we ask ourselves, and answer: What is the effect of our help on
this person's incentives to help himself? I seriously doubt whether anyone of us
would help someone we loved the way we 'help' our poor.
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REPRESENTATIVE SoLARz. Thank you for some interesting and provoc-
ative testimony. I'm sure it will enliven the discussion after we hear from
the remaining witness.

Let ne now call on Dr. Smeeding.

STATEMENT OF TIMOTHY SMEEDING, PH.D.,
PROFESSOR OF ECONOMICS AND PUBLIC ADMINISTRATION,

METROPOLITAN STUDIES PROGRAM, THE MAXWELL SCHOOL,
SYRACUSE UNIVERSITY

DR. SMEEDiNG. Thank you, Congressman Solarz, Congressman Anmey,
and distinguished colleagues.

What I want to talk about today is the way that the United States
fights poverty, as compared to the way other nations fight poverty. And
I want to present some evidence on how well we do versus how well
others do, and try to draw some lessons from it. That's my major goal
today.

I might say that the other nations we're going to look at are Canada
and Australia-very similar, large, predominantly English-speaking and
geographically diverse nations-and five European countries-Sweden,
Germany, The Netherlands, France, and the United Kingdom. I want to
talk about why their programs work differently and better than ours do,
and then look at some of the programmatic lessons that these policies
hold for the United States, including some that any good Friedmaniac
would love.

Thanks to a database that I helped create with a lot of other colleagues
in 19 other countries, whose National Science Foundations chipped in to
support it, we can make comparisons on how well people of various types
are doing across countries.

What I did was to take this big database we have and get as close as
I could to the way that we define poverty in this country, but to make a
couple of changes so that we included things like food stamps and the
Eamed Income Credit, which aren't included in the regular numbers.

As you well know, those programs are probably the ones that are
growing the fastest-the food stamps because of the demand of unem-
ployed people and EITC because of legislation. So, for pete's sakes, we
ought to find out what they are doing to help fight poverty.

What I did is I set the poverty line at 40 percent of median family
income. Now, that's the same place our poverty line is set. Then, I took
the same standards that we apply in our country and applied them in each
of these other countries and said, how did things come out?

It turns out that, in fact, when you look at the official poverty rates as
compared to the ones that I have for the same years, the poverty rates that
you get from LIS are a little bit lower, probably reflecting the effect of
the food stamp program and EITC.

But when you look at the results, it's pretty embarrassing. We don't
do very well. I'm not just talking about Europe or Sweden; I'm talking
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about Canada. Their beer's a little better, their heating bills are a little
higher, otherwise, it's as similar as you can get.

Australia's not that much different, nor the French, the Germans, or
other countries, who we like to compare ourselves to. And in every case,
we do worse than they do, for every group.

Now, I won't hit you with all the numbers, and you know there's a lot
of numbers. I just want to give you the trends and the bottom lines, and
then talk about the programs that they have and how they work, and then
try and draw from those some ideas of the programs that we might try in
this country.

It turns out, if you look over the 1980s, over two periods which we
have for most of these countries, poverty got worse before taxes and
transfers in these countries, but after taxes and transfers-after the effect
of government programs-other countries didn't have nearly as large an
increase as we did, particularly for children, but also for the elderly and
other adults. You can get the effects of programs out of this.

It turns out that, by and large, when you look at these numbers and
other studies I've done, before taxes and transfers, we have just about as
many poor people, about the same poverty rate; in fact, a little lower
poverty rate than do other countries. So, it's not that our poor people
don't work as much as poor people in other countries.

There's a new study that Greg Duncan has done which shows that,
compared to Canada, Germany, and Britain, our welfare population is less
dependent on welfare than in those countries. In other words, they get on
and off more quickly. So, it's not a dependency problem.

The big thing is that we don't do as well because we don't make as
big an effort as other countries do. So, let me talk a little bit about what
some of these efforts are that other countries make that we don't have,
and then try and draw some lessons for us. Because every country is
different. Every one of these countries has their own source of solutions
to this problem.

The reason again that others do better is because they put more effort
into it. They spend a little bit more and target it better. They also do a
better job of promoting economic independence, for the most part, than
we do. So, let's try and talk about that.

First of all, you look at the elderly. The average income of our elder-
ly-this isn't shown here-is as high or higher than the average income
of the elderly in any of these other countries. But the difference is that the
other countries have a floor on the incomes of the elderly that's above the
poverty line. Ours is 35 percent. Our Supplemental Security Income
program is just too low; it doesn't provide enough help.

If you look at Canada, for instance, they have a very interesting set of
programs there, where they have an income-tested program, but it's not
means-tested. You can retain your wealth, but then when you die or when
you pass it on for an inheritance, it's taxed at that point.

So, the idea is that you get to hold onto your wealth; you get to hold
onto your house and hold onto your savings. You might need them to go
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into a nursing home; you might need them for some other purpose. But
when you don't need them anymore, then they have a tax, a small tax.
That's sort of an insurance premium that you pay to hold onto your
assets. I think that's an interesting idea that we ought to think about in
this country.

More important for children and parents-you can take them together,
because most adult poverty is linked to child poverty-the lowest poverty
rates that we have are among single people and married couples without
children. And the highest poverty rates that we have are for children, as
you can see here from this list.

Now, the first thing that every major industrialized country has-other
than us and the Japanese-is some form of a child allowance, some form
of a refundable child tax credit. Sometimes, it's a family allowance that
they pay directly.

In Canada, it's part of the negative tax. It's independent of work effort;
it's independent of single-parent or two-parent; it's independent of where
you live in the country; it's a universal benefit. What I'm saying is that
every kid gets $600, $700, $800 bucks and that's there.

Over and above child allowances though, they have an interrelated set
of programs to help the rest of the people get off of poverty. For two-
parent families, other nations have more generous unemployment compen-
sations than we do. But they just don't end by benefits running out; they
end by taking job losers and putting them into a program to retrain and
reemploy them.

At some point you just don't sit back and collect a check for 26
weeks, or 38 weeks, or 52 weeks, or however many weeks you want. At
some point they say, wait a minute, time to go back to work. What's your
problem? Let's get you reskilled; let's get you back on the job.

For single parents, who are a problem in every country, there's two
additional policies. The first thing is a system of guaranteed child support.
That just says that if the absent father can't pay or won't pay, the Gov-
ernment will ensure that some minimal level of payment goes to the
mother and the kids. Then they go out and try to get it, just like we do,
only we have the second part but not the first part.

And the second policy is one of providing extensive low-cost child
care for single parents who want to work. It's very interesting. The two
countries that do the most in this line-Sweden and France-have the
lowest pretax and transfer poverty rates because their single mothers
work; they work more than ours do.

On the other hand, in Britain, they work less than ours do. Why? Be-
cause what they've taken is a system like AFDC and made a very high
benefit and a big take-back rate, so their single parents don't work.

So, I'm not advocating that we raise the AFDC benefits to the poverty
line. That's not what it's all about. If you look at Britain, you see that
doesn't work.
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But to give single parents some job training, part-time jobs, guaranteed
child support, a hand up instead of a handout, really works in these other
countries. And in the long run it's cheaper too.

The lessons, I think, to be learned from just this brief review are that
other nations have multifaceted and proactive policies that help reduce
poverty among all groups. They don't rely almost entirely on means-
tested benefits like food stamps, AFDC, and SSI.

They have universal programs that pay a child allowance. They allow
parental leave. They guarantee child support. And they have higher
minimum benefits for the elderly and the permanently and totally disabled
than we do.

Now, it goes without saying that every one of these countries has a
universal tax-financed health insurance system, which covers all citizens,
rich or poor. There aren't any poor kids who don't have Medicaid in any
of these other countries. There aren't any poor parents on welfare who are
afraid, if they take a job driving a cab or in a local McDonald's, that
they're going to lose their health insurance benefits. And there aren't any
long-term poor who either are going to lose their benefits or pay through
the nose to pay the employer cost to keep it. That's just a given that
they're better off than we are.

So, beyond this universal health insurance, what can we do? Now
again, it's important to note that each country has a unique mix which fits
its own circumstances and needs. We have to do the same thing.

We want a uniquely American way of fighting poverty, I think. We
want a system that encourages self-reliance rather than reliance on public
income transfer programs alone; a Friedmaniac would certainly go for
that.

We want to set up programs that safeguard incentives to work and
become economically independent. And we'd like a system that builds on
parental responsibility, not one that ignores it.

So, I have a few things there-pick two, three, four, one-that do that.
How about Mr. Friedman's negative income? If you're a Friedmaniac,

you like a negative income tax. Every kid in American gets a refundable
child credit of $800 to $1,000, as long as-and this is for unmarried
parents-they've identified the father of the kid. That's their responsibili-
ty. No child support order, no benefits.

If you put that together with the current Earned Income Tax Credit,
which helps working poor families, the two of those together would pretty
much ensure that working poor families weren't poor anymore, if you put
those two together.

A standard system of guaranteed child support-again, for all single
mothers with a child support order for their children. You have to identify
the father, get a child support order that says that this is the father, then
we'll guarantee you a minimum level of child support. But there's both
sides to it, not just one side, not just the other.

As with a couple of my other colleagues here, I'd move to an at least
year-long Head Start program, a child development, child-care system for
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all low-income families with children. Such a system would guarantee at
least a year for getting ready to learn-a developmentally oriented pre-
school for all poor kids.

The opportunity would provide for immunizations, to check lead-based
paint exposure, and other preventive measures would also benefit the kids
directly. The point of this is that age five or six, every kid in America
should be ready to go to school. They should be ready to learn; they
should be healthy and start on an equal basis. We're not far from that.
That's probably the least costly, in the short run, of these programs.

I'd also provide extended unemployment benefits, but then I'd connect
them to a targeted reemployment and training effort. At some point, you
couldn't just collect benefits. You'd have to admit that your job was gone.
And you'd go out there and get retrained, and we'd put our main efforts
in the JTPA and other programs on these people.

I merely want to emphasize that this helps unemployed parents. Be-
cause holding a family together, getting a parent who's unemployed and
can't support the family back to work, I think is important. And I think
all Americans would buy that.

For the elderly, I'd raise the minimum SSI benefit to the poverty line
and use the assets or wealth test so we can say that-and it doesn't cost
much to say-no elderly person in America should be poor or no perma-
nently and totally disabled person should be poor.

Last but not least-and I think Walter would even like this-once
these systems are in place, provide a two- or three-year limit on AFDC;
that's all you get. Once your youngest kid is three, if you have guaranteed
child support, if you have an Earned Income Tax Credit, if you have a
job training program and have child care, go to work; get off the dole. I
firmly believe in that too.

So, in summary, I think that if we have some fiscal will and leader-
ship, we can do a much better job. We can learn a little bit from each of
these other countries. We don't have to copy all of them; we don't have
to do it as expansively as they do it. But we had better do something,
particularly for kids. We tolerate the highest level of child poverty known
among modem nations. I've studied this question several times. The
results of my previous work have been published in Science, among other
places. We just do a terrible, terrible job for kids. And we need to do
something about it.

Thanks.
[The prepared statement of Dr. Smeeding follows:]
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PREPARED STATEMENT OF TIMOTHY M. SMEEDING

Congressman Solarz and distinguished colleagues; thank you for inviting me
today to provide comparative cross national evidence on the effect of income
security policy on poverty in the U.S. and in seven other wealthy nations during the1980's. One way to address the issue of 'what worked' in the War on Poverty isto compare the changing effect of U.S. policies on poverty in America over time.But another more illuminating comparison is that of the U.S. to other similar nationsover time. Here we can look at not only the impacts of our policies, but also thoseof our allies, friends and neighbors who, it turns out, have very different and much
more effective means of fighting poverty through public programs.

We begin with some evidence on poverty across nations and over time, and onthe changing effectiveness of income security policy in these nations. The nations
we investigate are the U.S.; Canada and Australia - two similarly large, predomi-nately English speaking and geographically diverse nations; and five European
nations: Sweden, and four European Community countries: Germany, Nether-
lands, France and the United Kingdom. These comparisons indicate that other
nations have been far more effective in fighting poverty than has the U.S. in recent
years. Next, we turn to some programmatic explanations for these differences -the
types of effective tax and transfer policies used in these nations to combat poverty.Finally we turn to the programmatic lessons which these polices hold for the U.S.

I. Poverty Across Nations and Over Time
Thanks to the Luxembourg Income Study (LIS) database, which is more fully

explained in the appendix to this paper, we are able to directly compare incomeand poverty status across a wide range of nations. Essentially LIS is a large
microdatabase which contains the same household income survey database thatis used to measure poverty in the United States (Current Population Survey), and
also similar surveys from 18 other nations. From LIS, we have selected a set of
seven other nations which are very cbse to the U.S.A. in terms of economic status
and data set structure for this comparison. For all of these but the United Kingdom,
we have comparable data at two points in time: one around 1979-1981 and one
around 1985-1987. The years are given by the availability of the other nations
datasets. The U.S. data are for 1979 and for 1986.

Methodoloo. Every comparison of poverty involves two elements: income, or
some other measure of economic well-being, and a poverty line to which income
is compared. Our income definition is the same as that used by the U.S. Census
Bureau, except that we add Food Stamps to money income and also take account
of federal income and payroll taxes, including the effect of the Earned Income Tax
Credit (EITC) on poverty status. The "official' poverty rates produced by the
Bureau of the Census do not take account of Food Stamps or the EITC, thus
neglecting the impact of two prime instruments in our national war against poverty.
Our estimates take these program effects into account.

Our poverty definition uses the same differences for family size as those builtinto the U.S. poverty line, but sets the poverty line at 40 percent of median income
in each country in each period. We chose the 40 percent line because of itscloseness of the U.S. poverty line. In fact, the U.S. poverty line was 40.7 percent
of median LIS income in 1986 and 42.1 percent in 1979. The result was a set of
LIS-based poverty rates that were very close to the official U.S. poverty rates:
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U.S. Poverty Rates from Two Sources:
Percent of Each Type of Units in Poverty

1979 1986
Official Official

Category LIS U.S. LIS U.S.

All Persons 10.8 11.7 13.3 13.6

Elderly 12.9 15.2 10.9 12.4
(65 or over)

Adult 8.3 8.9 10.5 10.8
(18-64)

Children 14.7 16.4 20.4 20.5
(17 or under)

Source of Official U.S. poverty rates: U.S. Department of Commerce, Bureau
of the Census, 1991: Tables, 1,2

In fact, the LIS numbers yielded poverty rates that are a bit below the official
figures, rates which include the effects of two of the programs which the U.S.
government excludes from its figures. The estimates below come as close as
possible then, to measuring the comparable level of poverty that one would find if
we used the U.S. poverty line definition in each country.

Results. We begin by comparing poverty rates using the 40 percent
figures across nations (Table 1) and over time (Table 2). In the mid to late 1980s
the level of poverty in the U.S. was a clear outlier, compared to any other similar
nation, including Canada - our closest neighbor. With the exception of childless
adults, U.S. poverty rates were at least twice as high as those in all other nations
studied. Particularly noticeable are the poverty rates for elderly and children, the
two most vulnerable groups of citizens in all nations. Here we find U.S. poverty
rates that are 3.8 to 2.8 times as high as those in other nations when measured by
the same poverty definition. U.S. children have by far the highest poverty rate of
any group, in any nation, at any time (see Table 2). Even our elderly - for whom
we have made great strides in alleviating poverty in the 1970s and 1980s - had
poverty rates far above those in other nations. In fact, the only country with double
digit poverty rates for any group in the mid to late 1980s was the U.S.A. All other
nations studied did a better job of fighting poverty then we did.

Our second table looks at changes in poverty in these same nations over
time - from a year around 1979-1981 to a year around 1985-87. Despite their high
level of poverty, the U.S. elderly did better than average in terms of change in
poverty over the 1980s - other nations old did not improve as much as ours did.
But, of course, other nations elderly all started, and stayed, at a level of poverty
less than half of ours. Overall, and particularly for children, the U.S. had the
sharpest increase in poverty among its citizens during the 1980s. This increase
was far above the average increase in other nations studied. For instance, the LIS
data show a 5.7 percent gain in child poverty over this period (the official U.S.
poverty rates recorded a 4.1 percent jump). On average, other nations recorded
a less than 1.0 percent gain in child poverty over this period. Canada, our closest
neighbor, managed to reduce overall poverty by .5 percentage points and to reduce
child poverty by .9 percentage points. Clearly the U.S. had by far the highesit
poverty rates and suffered the sharpest increases in poverty among the nations
studied here during the 1980s. But why were our poverty rates so high? Was it
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COMPARABLE POVERTY RATES ACROSS SEVERAL NATIONS IN THE MID-1980S,- PERCENT OF PEOPLE BELOW40 PERCENT OF ADJUSTED MEDIAN FAMILY INCOME AFTER TAX AND TRANSFER

United Stntesl Canad Australia Swedlen Germay Nehelad Frnce United Kingdom - U.S. to1986 1987 1985 1987 1984 1987 1984 1986 Average Average
All People 13.3 7.0 6.7 4.3 2.8 3.4 4.5 5.2 5.9 2.3 S
All Elderly 10.9 2.2 4.0 0.7 3.8 0.0 0.7 1.0 2.9 3.8
All Adults 10.5 7.0 6.1 6.6 2.6 3.9 5.2 5.3 5.9 1.8

With Children 12.7 6.6 6.6 1.5 2.0 2.8 4.4 6.3 5.4 2.4No Children 8.4 7.4 5.5 9.7 3.0 4.9 6.1 4.4 6.2 1.4
All Children 20.4 9.3 9.0 1.6 2.8 3.8 4.6 7.4 7.4 2.8

'Income includes all forms of cash income plus food stamps and similar benefits in other nadions, minus federal income and payroll taxes. Income is adjusted Usingthe U.S. Poverty Line Equivalence Scale.

qrhe ratio of the U.S. Poverty Line for a three person family to the adjusted median income was 40.7 percent in 1986. Thus, the 40 percent line is close to theofficial U.S. poverty line. See text for additional comments.
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TABLE 2

CHANGES IN POVERTY RATES OVER TIME ACROSS SEVERAL NATIONSl
PERCENT OF PEOPLE BELOW 40 PERCENT ADJUSTED MEDIAN

FAMILY INCOME AFTER TAX AND TRANSFERS

All Peop l All Elderi | All Adults All Children

United State?

1979 1.8 1.9 I .314.7
1986 130.3 10.9 I 10.5 20.4

change 2.5 -2.0 2.2 5.7

Canada

1981 75 4.7 6.6 10.2
1987 7.0 22 7.0 9.3

change -0. -2.5 OA 4 0.9

Australia

1981 6.2 2.8 I 5.4 8.6
1985 6.7 4.0 6.1 9.0

change 0.5 1.2 0.7 0.4

Sweden

1981 2.9 0.1 4.2 2.1
1987 43 I 0.7 6.62 1.6

change 1.4 0.6 2.4 4 0.5

Germany

1981 I 2.7 3.0 I 2.5 I 1.3
1984 2.8 3.8 2.6 2.8
change 0.1 -1.2 0.1 1.5

Netherlands

1983 55 2.3 6.8 4.0
1987 3.4 0.0 3.9 3.8

change -2.1 -2.3 .2.9 40.2

France

1979 4.6 2.3 5.1 4.7
-198 4 4.5 0.7 55.21 4.6

change .0.1 1 -1.6 0.1 . I.1

United Kingdom

1986 5.2 1.0 5.3 7.4

Average

Wave I 5.7 4.3 5.6 6.5
Wave 2' 5.9 2.9 5.9 7.4

change 0.2 -1.4 0.3 0.9

'Income includes all forms of cash income plus food stamps and similar benefits in other nations, minus federal
income and payroll taxes. Income is adjusted using the U.S. Poverty Line Equivalence Scale.

vine ration of the U.S. Poverty Line for a three person family to the adjusted median income was 40.7 percent in
1986 and 42.1 percent in 1979, thus, the 40 percent line is close to the official U.S. poverty line. See text for additional
comments.

'Wave 2 Average includes 11K86.
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because of poor economic conditions or because of the inadequacy of our income
security safety net?

Effect of Income Security Policy on Poverty

The purpose of this hearing is to investigate what worked in reducing
poverty in the U.S. and other nations in recent years. Tables 3 and 4 address thisissue. The majority of the effect of publi income security policy - i.e. government
tax and transfer policy - on poverty can be isolated by comparing the poverty rate
before taxes and transfers to the rate after taxes and transfers using the same
poverty line. This produces an estimate of te direct anti-poverty impact of policies
aimed at reducing poverty. The after or 'post' tax and transfer poverty rates are
the same as those in Tables 1 and 2. We present figures for all people, for thethree major age defined subgroups, and finally for children in single parent families
- a group of increasing policy focus in all nations studied.

Poverty prior to taxes and transfers (so called 'pre' tax and transfer
poverty) almost entirely depends on the status of the market economy. Only levels
of earnings and other market income sources affect poverty prio to taxes and
transfers. In fact, the U.S. pre tax and transfer poverty rates are much closer to the
other nations than one might expect (see top line, Table 3). Our pre tax and
transfer rate in 1986 was 19.9 percent, compared to a 22.4 percent rate in other
nations. In fact, then our government programs take place in an environment whichbegins with below average market based poverty rates. The big difference between
the U.S. and other nations is in the change in poverty produced by public income
security policy in the form of tax and transfer programs (third line, Table 3). Herethe U.S. system reduces poverty by only 6.6 percentage points as compared to a16.5 percent average effect in other nations. In fact, the impact of U.S. policy on
pre tax and transfer poverty was the least for every subgroup investigated. Among
all children, for instance, the U.S. tax and transfer system reduced poverty by only1.9 percentage points; among single parents the U.S. effect was to reduce child
poverty by only 3.9 points. For other nations, these impacts averaged 9.4 and 29.5
points, respectively. Even in Canada - our closest neighbor - the effect of tax and
transfer programs on poverty among all children was to produce a 6.4 point
decrease and among the children of single parents a 19.5 point decrease.

The 1980s produced higher market income based poverty rates in all
countries (Table 4). Apparently the long period of sustained economic growth inthe 1980s did not affect the growing inequality in wage income or the concentrated
effect of long term unemployment on low income households (Blank, 1991). In theU.S., pre tax and transfer poverty rose by 1.4 points for 1979 to 1986. In other
nations, the increase averaged 1.1 points; in Australia and Canada, .5 points.
However, in all nations but the USA, the change in post tax and transfer poverty
was less than the change-in pre tax and transfer poverty rates. In other words, in
other nations, the effect of the tax and transfer system on poverty increased while
in the U.S. the income security system's impact on poverty decreased. This wastrue for all sub-groups of the U.S. poor. Again, the U.S. did least well for poorchildren. Our pre tax and transfer child poverty rate rose by 3.3 points but our post
tax and transfer rate rose by 5.7 points. In the other countries the poverty increas-
es were much more muted. Canada and Australia managed to decrease child
poverty during the 1980s.

Summary. These numbers present a very negative picture of the U.S. tax
and transfer system compared to that of other nations. The findings here corrobo-
rate evidence that we first presented for children in the early 1980s in one of the
world's leading scientific journals, Science (Smeeding and Torrey, 1988). They
reinforce our early 1980s evidence for other population groups as well (Smeeding,
Torrey, Rein, 1988). In fact the most recent estimates are even less optimistic than



TARLE 3

TRANSF'R SYSTENI EFFFCTIVENESS: TIHE IMPACT)OFT'AXl.S ANI)'TRANSI;I.RS
ON POVER'Y IN SEVERAL NATIONS IN THlE IMID 1980S

|USS6 CN87 AS85 SW87 (i.84| Nl.87 |IR84 U|J6 Avera
All Peopn

Pre (Tax and Transler Income)' 19. 71 19.1 2.9 216 21.5 26.4 27.7 22.4
Posi (Tax and Transfcr Income)' 13.3 7.0 6.7 4.3 2.8 3.4 4.5 5.2 5.9
change -6.6 -10.1 -12.4 -21.6 -18.8 -18.1 -21.9 .22.5 -16.5

Aged 65 or Older

Pre 46.5 50.2 54.5 83.2 80.1 56.1 76.2 62.1 63.6
Post 10.9 2.2 4.0 0.7 3.8 0.0 0.7 1.0 2.9
change -35.6 -48.0 -50.5 -82.5 -76.3 -56.1 -75.5 -61.1 -60.7

Adults (18-64)

Prec 12.8 11.5 1 12.9 I 3.4 9.8 17.4 | 17.6 18.1 14.2
Post 10.5 7.0 6.1 6.6 2.6 3.9 5.2 5.3 5.9
changc -2.3 4.5 -6.8 -6.8 -7.2 -13.5 -12.4 .12.8 -8.3 O

Children (17 or younger) .

Pre 22.3 15.7 16.4 7.9 8.4 14.1 21.1 27.9 16.7
Post 20.4 9.3 9.0 1.6 2.8 3.8 4.6 7.4 7.4
change -1.9 -6.4 -7.4 -6.3 -5.6 -10.3 -16.5 -20.5 -9.4
children in single parent families

Pre | 58.1 56.6 | 70.2 | 23.2 | 46.0 | 70.3 | 43.1 | 71.2 | 54.8
Posi 54.2 37.1 34.6 2.0 15.9 3.8 13.1 8.5 21.2
chang e -3.9 -19.5 -35.6 -21.2 -30.1 -66.5 -30.0 -62.7 -33.7

olher children

Prec 15.7 | 11.7 | 11.3 | 5.2 | 6.9 9.2 | 19.4 | 22.2 | 12.7
Post 14.1 6.6 6.6 1.5 2.3 3.8 4.0 7.3 5.7
chagse -1.6 -5.1 -4.7 -3.7 -4.6 -5.4 -15.4 -14.9 -6.9
'.Pre' tax and transfer ooveny compares family income based on earnings, property income and private transfers (e.g., private

pensions, alimony and chid suppon) to the same 40 percent after lax and transter scone poveny line used in earlier iables.
st tax and transfer poverty includes the affect of direct taxes, including negative taxes such as the U.S. Eamcd Income Tax

Credii, and public transfers on poverty. The "posl" tax and transler poveny rales are the stiiie as those ih Table 1.



TABLE

TRANSFER SYSTEM EFFECTIVENESS OVER TIME: IMPACT OF TAXES AND TRANSFERS ON
POVERTY IN SEVERAL NATIONS IN THE MID-1980S'

United States Average of All Other Nations' Average of Australia and Canada

1979 1986 Change Wave 1 Wave 2 Change Wave I Wave 2 Change

AD People

Pre (Tax and Transfer income)' 18.5 19.9 1.4 20.6 21.6 1.1 17.6 18.1 .5
Post (Tax and Transfer Income)b 10.8 13.3 2.5 5.7 6.0 0.3 6.9 6.9 0
Change -7.7 -6.6 -14.8 .15.6 10.7 11.2

AU People 65+

Pre (Tax and Transfer Income) 51.0 46.5 4.5 63.9 63.8 0.0 56.4 52.4 4.0
Post (Tax and Transfer Income) 12.9 10.9 -2.0 4.3 3.2 -1.1 3.8 3.1 -.7
Change -38.1 -35.6 -59.6 -60.6 -52.6 49.3

AU People 18-64

Pre (Tax and Transfer Income) 11.2 12.8 1.6 12.6 13.6 1.0 11.5 12.2 .7
Post (Tax and Transfer Income) 8.3 10.5 2.2 5.6 6.0 0.4 6.0 6.6 .6
Change -2.9 -2.3 -7.1 -7.6 -5.5 -5.6

All Children

Pre (Tax and Transfer Income) 19.0 22.3 3.3 13.7 15.1 1.4 15.7 16.1 .4
Post (Tax and Transfer Income) 14.7 20.4 5.7 6.5 7.4 0.8 9.4 9.2 .2
Change 4.3 -1.9 -7.2 -7.8 -6.3 -6.9

"Pre: tax and transfer poverty compares family income based on earnings, pmperty income and private transfers (e.g., private pensions, alimony andchild support) to the same 40 percent after tax and transfer income poverty lne used in earlier tables.

b"Post' tax and transfer poverty includes the affect of direct taxes, including negative taxes such as the U.S. Earned Income Tax Credit, and publictransfers on poverty. The "post" tax and transfer poverty rates are the same as those in Table 1.

'Average of Canada, Australia, Sweden, Germany, Netherlands, and France.

tj
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those in our earlier publications. They also corroborate the recent evidence on U.S.
- Canada comparisons during the 1980s presented by Rebecca Blank and her
associate (Blank and Hanratty, 1991).

Simply put, U.S. families with low market incomes seem to work as hard
as do the families in other nations, as measured by our close to average pre tax
and transfer poverty rates (see also Smeeding and Rainwater, 1991). Others have
shown that the U.S. poor are less likely to be long term dependent on welfare than
are the poor in other nations (Duncan, et. al. 1991). But our anti-poverty system
doesn't work as well as do the systems in other nations. Moreover our system
worked less well during the 1980's, while other systems continued to prevent high
poverty rates, even in the face of increased pressure from worsening unemploy-
ment rates and other market income related changes which drove up pre tax and
transfer poverty in their countries. The major question is why do others do better
than we do? What programs do they rely on which are ausnt in the U.S.?

II. A Comparison of Income Security Programs
The simple answer to why others nations do better than we do is that they

put more effort into it: they expend more than we do, and they target it better than
we do. That is, the tax and transfer systems in other modern nations are, in
general, better suited to fighting poverty and to promoting economic independence
than is the U.S. system. The purpose of this section is to review some of the
factors which produce better outcomes for otherwise poor people in other nations.

Elderly. The growth in OASI benefits in the USA during the 1970s and
1980s has surely helped reduce poverty among the U.S. elderly. However, the
U.S. old age security system is such that there is no effective public pension floor
at 40 percent of median income or higher. The Supplemental Security Income
(SSI) program, even including food stamps, has a Federal government floor which
is only about 35-38 percent of the U.S. median. In other nations, the minimum
standard public pension is 48-50 percent of median income or higher. In most
nations, the minimum is set in the national social retirement (0AST) system. In
others, there are special income-tested benefits to gross up the standard amount
to some minimum level (Office of Economic Cooperation and Development, 1988).
For instance, in Canada and Australia, minimum income programs for the elderly
are set at 52-56 percent of adjusted median income (Coder, Smeeding, Torrey,
1990). Among the elderly then, the solution is either to raise the SSI floor or to
have a special minimum benefit build into the Social Security program per se.
Because the largest single poverty group are elderly women living alone, a special
widows benefit might do the trick. For instance, Canada has combined special
widows benefits with a reasonable income-tested benefit floor for all aged people.
Their income-tested program has no assets or wealth test either. The Canadians
allow their elderly to hold onto their assets, but then when the elderly no longer
need their assets, they levy a national inheritance tax. Perhaps the U.S. should
consider such an approach.

Children and their Parents. Most of the adult poverty problem in the U.S.
is related to families with children, including single parents, so we discuss these two
together. The U.S. is unique in that it (and Japan ) are the only two modern
nations which do not have some form of a universal child allowance. In some
nations, e.g. Canada, these allowances are paid via refundable income tax credits.
In other nations they are paid via the transfer system in the form of family allowanc-
es. In all nations, except for the USA, they are independent of work effort. They
are given to parents on behalf of children as a universal right of citizenship. If we
were to convert the U.S. personal tax exemption for children to an equivalent cost
refundable tax credit - about $800 - we would achieve the same floor under all
children's incomes that other nations have.
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Over and above child allowances, other nations have a set of interrelated
programs to help families with children escape poverty. For two-parent families,
other nations have more generous unemployment compensation systems that, after
some period of extended benefits, are tied to a job-training program. The objective
is to help workers in failing industries renew their skills and replace their earnings
losses from plant closures with new jobs at decent wages.

For single parents, two additional policies are worth noting. First, there is
a system of guaranteed child support (or advance maintenance payments) wherein
the state provides insurance against the failure of child support payments by the
absent spouse. This system is available in Netherlands, Germany, Sweden and
several other nations. It protects against unemployment and/or low wage absent
spouses. The second policy is one of providing extensive low cost child care for
single parents who want to work. France and Sweden encourage single mothers
to work via free or low cost child care, via job protection in the form of parental
leave, and via related policies to provide single parents with job training and part-
time jobs that albw them to mix work and parenting (Garfinkel and McLanahan,
1991). In Sweden and France single mothers are much more likely to work than
in the U.S., Canada or the United Kingdom (Kamerman, 1991). The lessons to be
learned here are that other nations have multifaceted and proactive policies which
help reduce poverty among all age groups. They do not rely almost entirely on
means - tested benefits, as does the US via the Food Stamps, AFDC and SSI
programs. Other nations also have universal programs that pay child allowances,
allow parental leave with pay, guarantee child support, and provide high minimum
benefits for the elderly and the permanently disabled.

It goes without saying, of course, that all of these countries also have
universal tax financed health insurance systems which cover all citizens - rich or
poor. There are no poor children who go without Medicaid; there are no poor
parents on welfare who fear that taking a job will mean the loss of Medicaid
benefits for their families; and there are no long term unemployed who face either
loss of job related health insurance benefits or a high cost premium to keep their
job related health benefits.

Ill. Lessons for the U.S.
Other countries do better than the U.S., but beyond universal health

insurance and universal child allowances, each country has its own unique policy
mix which fits its own circumstances and national needs. We must also design our
own system of anti-poverty support. My guess is that we'd want a system that
encourages self reliance rather than reliance on public income transfer programs
alone. We'd like a program, or set of programs, which safeguard incentives to work
and to become economically independent. We'd like a system that builds on
parental responsibility and not one that ignores it.

Based on my studies of other nations, and on my experiences with the
U.S. system. I would recommend that the U.S. seriously consider the following
measures:

1. Institute a universal refundable child income tax credit of $800-1,000 per child
for every child for whom the custodial parent has produced a child support
order. This forces unmarried single mothers to identify the father so that child
support enforcement can be pursued. In conjunction with the current EITC,
this policy should move most if not all working poor families with children off of
the poverty rolls.

2. Begin a system of guaranteed child support for all single mothers with a child
support order for their children, thus guaranteeing a minimal level of child
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support for all children in single parent families where the father has been
identified.

3. Move at least to a year long 'Head Start' style child development/child care
system for all low income families with children. Such a system would guaran-
tee at least a year of developmentally oriented pre-school for all poor children.
Coupled with the opportunity for providing preventive health care (immuniza-
tions, lead based paint exposure checks, other preventive measures) this
program would target all low income four or five year olds so that at age five
or six, every child was ready to begin formal schooling in good health and with
adequate developmental preparation.

4. Provide extended unemployment benefits but then connect them to targeted
re-employment and training efforts for unemployed parents. Clearly a good job
is the main road to economic independence and to family stability. Job losers
should be retrained for new jobs. Our efforts should be targeted towards those
who have the most to lose from economic change and de-industrialization,
needy parents with children.

5. Raise the minimum SSI benefit to the poverty line and ease the assets or
wealth test for the elderly and disabled. If economic independence cannot be
achieved due to personal limitations, compassion should lead us to a minimum
decent standard of living for the aged and the disabled.

6. Once these systems are in place, provide a two or three year limit to the AFDC
program as suggested by Ellwood (1988). Once the youngest child is three,
the single parent should, with the other help provided by the system outlined
above, be ready, willing and able to move toward self-support. The other
building blocks suggested above will then provide the necessary help to
achieve self-sufficiency.

In summary, where the fiscal will and leadership exist, nations are able to
effectively fight poverty. Every other nation studied outperforms the U.S. in this
arena. It's about time that we begin to make poverty a priority in this country,
starting especially with poor children, where we tolerate a level of disadvantage
unknown to any other major advanced country on earth.
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INTRODUCTION AND OVERVIEW

The Luxembourg Income Study (LIS) project began in 1983 under the joint sponsorship of
the government of Luxembourg and the Center for Population, Poverty, and Policy Studies (CEPS)
in Walferdange. It is now funded on a continuing basis by CEPS/INSTEAD and by the national
science foundations of its member countries.

OBJECTIVES

I. to test the feasibility of creating a database containing social and economic data
collected in household surveys from different countries;

2. to provide a method which allows researchers to use the data under restrictions
required by the countries providing the data;

3. to create a system that allows research requests to be received from and
returned to users at remote locations;

4. to promote comparative research on the social and economic status of various
populations and subgroups in different countries.

Since its inception in 1983, the experiment has grown into a cooperative research project
with a membership that includes countries in Europe, North America and Australia. The database
contains information for some 20 countries for one or more years (see over). Negotiations are in
process to add data from additional countries. The LIS databank will have a total of over forty
datasets covering the period 1960 to 1988. In 1993, additional surveys will be added to represent
the period of the early 1990s. Extensive documentation concerning technical aspects of the survey
data, and the social institutions of income provision in member countries is being made available
to users. This work is being supported by the U.S. National Institute of Aging, the Statistical Office
of the European Community, and the OECD.

Reports by participants in the LIS project have appeared in several books, articles and
dissertations. Each completed study is published in the LIS working paper series, which currently
numbers more than 60 papers. The project conducts annual summer workshops to introduce
researchers to the database, and to give scholars experience in cross-national analysis of social
policy issues related to income distribution.Over 75 students attended the 1988, 1989 and 1990
sessions. A LIS Newsletter is published twice yearly and mailed to over 1100 scholars in 20
nations.

The LIS project is supervised by Timothy M. Smeeding (Project Director), Lee Rainwater
(Research Director) and Gaston Schaber (President, CEPS/INSTEAD). Further information is
available from Caroline de Tombeur at the LIS address below or Timothy M. Smeeding,
Metropolitan Studies Program, 400 Maxwell Hall, Syracuse, NY 132441090. Telephone: (315)
443-9045; FAX (315) 443-1081; BITNET Smeeding@SUVM.
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Countries Available in LIS Databank:

1982

1971 1975 1981
1983

1974' 1979
1968* 1978* 1981

1983

1979

1968

1969
1971

1983
1979

19751 1981
1982

1974 1979
1975 1979

1986
1987*
1985*
1987
1988
1984
1984
1988
1987*
1987
1986
1985
1987
1986*
1986
1987

1986
1986

* Available after July 1, 1991

Partial List of Variables:

Vt GROSS WAGES AND SALARIES
V4 FARM SELF-EMPLOYMENT INCOME
V5 NONFARM SELF-EMPLOYMENT INC.
VS CASH PROPERTY INCOME
VtO MARKET VALUE OF RESIDENCE
VII INCOME TAXES
V16 SICK PAY
V17 ACCIDENT PAY
VIS DISABILITY PAY
Vi9 SOCIAL RETIREMENT BENEFITS
V20 CHILD OR FAMILY ALLOWANCES
V21 UNEMPLOYMENT COMPENSATION
V22 MATERNITY ALLOWANCES
V23 MILITARY/VET/WAR BENEFITS
V25 MEANS-TESTED CASH BENEFITS
V26 ALL NEAR CASH BENEFITS
V32 PRIVATE PENSIONS
V33 PUBLIC SECTOR PENSIONS
V34 ALIMONY OR CHILD SUPPORT
V39 GROSS WAGE/SALARY HEAD
V40 HOURLY WAGE RATE HEAD
V41 GROSS WAGE/SALARY SPOUSE
V42 HOURLY WAGE RATE SPOUSE
D4 NUMBER OF PERSONS IN FAMILY
D5 FAMILY STRUCTURE
D6 NUMBER OF EARNERS

D7 GEOGRAPHIC LOCATION
D22 TENURE (OWNED OR RENTED
D27 NUMBER OF CHILDREN
D28 AGE OF THE YOUNGEST CHILD
MARRIED MARRIED COUPLE INDICATOR
DI AGE OF FAMILY HEAD
D2 AGE OF SPOUSE OF FAMILY HEAD
D3 SEX OF FAMILY HEAD
D8 ETHNICITY/RACE OF HEAD
D10 HEAD LEVEL OF EDUCATION
DII SPOUSE LEVEL OF EDUCATION
D14 HEAD'S OCCUPATION
D15 SPOUSE'S OCCUPATION
D16 HEAD INDUSTRY CLASSIFICATION
D17 SPOUSEINDUSTRY CLASSFICATION
D18 HEAD STATUS OF WORKER GROUP
D19 SPOUSE STATUS OF WORKER
D21 MARITALSTATUSOFFAMILY IIEAD
D25 HEAD DISABILITY STATUS
D26 SPOUSE DISABILITY STATUS
LFSHD LABOR FORCE STATUS OF HEAD
LFSSP LABOR FORCE STATUS OF SPOUSE
HRSHD HOURS WORKED PER WEEK HEAD
HRSSP HOURS WORKED PER WEEK SPOUSE
YTAXHD INCOME TAX HEAD
YTAXSP INCOME TAX SPOUSE

Australia
Austria
Belgium
Canada
Czechoslovakia
France
Germany
Hungary
Ireland
Israel
Italy
Luxembourg
Netherlands
Norway
Poland
Sweden
Switzerland
United Kingdom
United States
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REPRESENTATIVE SoLAnZ. Thank you very much for a very impressive
testimony.

Congressman Armey, please proceed.
REPREsENTAfTvE ARmEY. Thank you, Mr. Chairman.
Let me say fundamentally that I'm no different as a Friedmaniac than

I was as a naive Galbraithian. Deprivation breaks my heart wherever I
find it. It elicits strong feelings of compassion from me.

The difference between a Friedmaniac and a Galbraithian is that a
Friedmaniac realizes that compassion without understanding can be cruel.
And that's the transition.

And my sincere concern is that fundamentally, as an economist, waste
is what will drive you crazy. Waste is somebody's opportunity that's been
spent and missed. That we have spent so much of our resources for so
long and seem to have made so little progress.

Kimi Gray was probably the person that most clearly illustrated this
fact to me when I looked at public housing. Because I too was outraged
about the slum landlords in the early 1960s, and wanted something better.
But I didn't want my government to be the slum landlords of the 1990s,
and Kimi tells me that my government is.

So, if we're doing the wrong thing-and I appreciate the evidence you
suggested-then, perhaps, there's a right thing we can do.

Let me also point out that Alfred Marshall was absolutely correct when
he said that genius is synthesis, and Paul van Rossenstein wrote and was
equally correct when he said judging each separate government program
on its separate merits is a perfect formula for not thinking. So, I will try
to be synthetic in this process.

One of the- things that troubles me also is measurement and reporting
of data. You indicated-that you, along with other scholars in other nations,
mutually developed your database. And I assume that if you work and
develop your own database; that it's one in which you feel that you can
place confidence.

One of the problems that we have, quite frankly, here in this job is that
so much of our database is generated for us by government agencies. And
I have learned that you can't have confidence in that.

Dr. Levitan, I did my master's thesis as a very, very young scholar in
1964-child prodigy, as it were; give me a break-on the implementation
of the Manpower Development Training Act of 1962, I believe. And I
believe that's when I first came across your work. Could I be correct in
that? I don't know whether you had any involvement in the program.

DR LEVrrAN. Guilty.
REPRESENTATIVE ARMEY. And, as I wrote my thesis, I ended up giving

the MDTA a very good evaluation in my young mind. And I look back
on it, having spent now eight years in Congress, and realize that virtually
every bit of information on which I relied for that thesis was a govern-
ment document. And I shudder at my poor scholarship, to think that I had
gotten away with that.
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The same people that would deny me the right to cite the Reader's
Digest were perfectly willing to use hearings from government commit-
tees. That was a frightening thing for me to stumble onto in later years.

So, database and comparisons and so forth become really quite difficult
things with which to cope.

By the way, since this is to some extent the reconstruction of Dick
Armey, I should say that, Dr. Williams, I am at least amused and, at best,
struck by great admiration by your willingness to risk being not politically
correct. Since we are going to have the reconstruction of Dick Armey, I
too may risk being not politically correct, and the Duke English Depart-
ment will just have to deal with it the best they can.

REPRESENTATIVE SOLARZ. I suspect in Texas you're politically correct.
[Laughter.]

REPRESENTATIVE ARMEY. At least in the narrow confines of my district,
I'm fine. But still one does worry about images and so forth.

I think the beauty of this Committee is that we should be able to dare
to bridge and reach out and question.

I remember a former member of Congress in the Education and Labor
Committee striking me almost dumb when he literally, in that Committee,
dared to question whether or not Head Start had worked in the manner in
which it had been hoped it would work and in the manner in which it is
reported that it worked.

And I first confess I certainly would have neither courage nor folly
enough to have suggested the possibility that it did not work. That would
be a level of political correctness that could not be suffered very easily.

But I see Head Start. And then, at the same time-and I don't want to
be guilty of post hoc, ergo protor hoc, by any means-I see rising drop-
out rates; I see lowering SAT scores; I see so many of the tribulations
that our youngsters are doing. And I wonder if, in fact, this former mem-
ber had empirically, if only intuitively, stumbled onto something.

Is there an empirical basis by which we can celebrate the success of
Head Start?

Now, Dr. Levitan, you give me cause for my heart to rise when you
cite the evidence that Head Start and students in Head Start have done so
much better than others. But that, I believe-if I'm correct as I look at
this-the evidence is garnered by a report produced by a government
agency; is that correct?

DR. LEvrrAN. No, sir. The best evidence is presented by Professor
Irving Lazar of Cornell University, who has made a longitudinal study of
Head Start and, as far as I know, is a reliable scholar.

Now, what you have said about the member of Congress who has
questioned Head Start, it depends on when it happened.

If you talk about the early days of the program, I'll confess my sins
too. I questioned the value of Head Start in my first evaluation of Job
Corps and testified so before a congressional committee. In 1967, West-
inghouse came out with a report that cast doubts about the value of Head
Start Later studies have shown that the Westinghouse study was flawed,
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and I would insist that Head Start has worked and has done a great deal
for the kids.

The fact that you still have higher dropouts, again, Congressman
Anmey, as Dr. Williams just very eloquently pointed out, our society has
a hell of a lot of problems. But let's not put it all at the feet of the Great
Society's social welfare programs.

REPRESENTATIVE ARMEY. Oh, no, please don't misunderstand. I do not
say the problems of society are the fault of the Great Society.

I say, has this set of programs, in which we forged so much of our
resources and so much of our hope, have they worked? And if they
haven't worked, is there perhaps a better set of programs that we can find
someplace else? Or, is it possible that, far from their working, they may
have aggravated circumstances?

I have no bone to pick one way or the other. My hopes and dreams
and wishes were with the Great Society. But, as you know, in the final
analysis, if it doesn't work, we can't afford to have it.

I don't think that you gave me the citation on the study, because it is
a matter of enormous importance to me with respect to Head Start. I want
very much for Head Start to be a program that worked. And if you have
not provided that citation, I wonder if you could try to send it to me.

DR LEvrrAN. Certainly.
REPRESENTATIVE ARMEY. If I might ask one other question, because

synthesizing these two remarkable testimonies here at the end, I was
struck very deeply by something Kimi Gray said publicly and to me, and
with a great deal of passion.

Kimi Gray, for those of you who don't know, is the Director of
Kenilworth Apartments-our very successful Washington experiment in
tenant management-which is now of course even extended to homeown-
ership, who basically led a revolution against the housing authority
because of the rats and the awful conditions that one finds in slums.

And she said to me, I am tired of watching my government rebuild
plantations. The first thing that I realized immediately was this is not
something I could say. I'm a dead man if I say it. Kimi, of course, does
not stand for election, so she can say any damn thing she pleases, with a
good deal of immunity.

But, Dr. Williams, you said something that sounded almost like that
when you said that the worst of segregation in the South and the Recon-
struction Era, and the most grievous days of prejudice in the South could
not have done to the black American what our programs are doing. And
the two statements connect up with an irrefutable, I think, observation.

First of all, let me just ask you this-I'm fond of pointing this out-is
there an identifiable racial or ethnic group in America that we could, even
on the basis of quasi-empirical observation, suggest is uniformly worse off
than any other group of American people?

And I would suggest to you that the answer is yes, there is. And I
would suggest that the group is the American Indian.
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I would further observe that for the last 100 years the American
Indian, with some tribal exceptions-and very notably in your State, Mr.
Chairman-the American Indian has been kept almost totally, completely
under the care of the Federal Government

And yet, by every standard of well-offness, you find deprivation here
that-if you haven't seen it as I have in fact, having worked as I did on
reservations-it will break your heart in ways that you can't imagine.

And I think we would have to say, Dr. Williams, that we have had
some very special targeted, defined programs that were racially in place.
That is to say, we have special programs for black Americans; we have
special programs for Hispanic Americans, and so forth. I mean, you could
probably observe that there is a special failure of achievement of results
in these same defined categories.

Now, when you talk about the remarkable success that you see in
Canada and Australia-and you have obviously done your own empirical
work-did you do any breakdown of results? Are there special programs
for black Canadians or Canadian Indian populations? Or have there been
differences in the results, in terms of the real lives of the real families,
based on these categories?

DR. SMEEDING. I haven't done that because, first of all, generally it's
hard to find them in the representative surveys because they're fairly
small groups. So, I really haven't looked at aborigines and the Canadian
Indians. And I'm not advocating that, in fact, we do anything to any
population what we have done to the American Indian. I don't think
anybody at this table would do that.

REPRESENTATIVE ARMEY. No, no, I'm not suggesting that either. But if
you could observe, do the Canadians have special programs for their
Indian population?

DR SMEEDING. I don't know.
DR LEvrrAN. Yes, they do.
DR SMEEDiNG. They do?
DR LEvrrAN. They do, Tim.
DR SMEEDING. Professor Levitan says they do.
REPRESENTATIVE ARmEY. They don't have reservations in Canada, do

they?
DR LEvrrIAN. Canada does have reservations and special programs.
REPRESENTATIVE ARMEY. They do have some special programs. So, I

should think it would be something if Dr. Williams' suggestion, in very
strong language, is correct, and it certainly bears empirical foundation,
even if only casually.

Mr. Chairman, let me end with, I have five children. I've done a pretty
good job of raising my five children. I'm very proud of the results.
They're very strong, independent people. My daughter, for example, is a
self-sufficient, independent, young professional woman, whose only
aberrance that I can find is the fact that she's a liberal Democrat. I'm sure
her mother had some perverse influence. But all my children are wonder-
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ful, and she is too, even for her misguidedness. In fact, she's so misguid-
ed, she thinks I'm misguided; that's how bad it is.

DR LEVITAN. She learned from your youth.
REPRESENTATIVE ARMEY. Mothers, you know, can do that.
But at any rate, I kept all five of my children on a rigid grow-into-

adulthood schedule. You have to finish high school at this age. You have
to get your sophomore year, your junior year and so forth and so on. And
you have to graduate and get out there and do your own thing. And
they've all risen to that occasion, except for one. And I have to tell you,
I have one kid that owns his Dad. I don't know why that happens, but
you all know it happens. There will be one that you just want to hold
them on your knee the rest of your life. Have you ever had that experi-
ence? You can't let him go?

I kept this one boy in the safety net, and he is still dependent today.
And of all my five children, he's the biggest, the strongest, and certainly
he is bright. And of all my five children, the one that I kept in the safety
net-to keep me secure as a daddy, and I don't have any doubt about
that-is the one child that doesn't live the satisfaction of an autonomous,
independent, self-sufficient life, because I singled him out for special
treatment.

Is there a corollary-I mean obviously Keynes or Marshall, as Keynes
wrote about Marshall, said we must think about the general in light of the
particular, and we don't want to be too courageous with reasoning that
way. But is there a corollary? Do we in fact victimize certain select
groups because we set them off for favoritism?

DR. WILLIAMS. Well, I would like to just point out that some casual
empiricism suggests that this might be the case. One of the foremost
characteristics about the United States is that, number one, we're a nation
of minorities. And none of the minorities came here, that I know of, and
faced an open-on welcome and had a whole lot of money with them
when they came.

When the poor Irish were coming in the 1840s, fleeing the potato fam-
ine in Russia, somehow, they made it en masse into the mainstream of
American society-Italians and other ethnic groups. And there was no
food stamp program, I believe, around in 1848.

So, one might want to ask, well, the various ethnic groups that we
made most comfortable, in terms of dealing with the issues of poverty,
they are the very ethnic groups that are having the most difficult time
entering the mainstream of American society, en masse, as have other
ethnic groups.

And I would suggest that this is not a phenomenon just peculiar to the
United States. Poor people are poor, but they're not fools. They're eco-
nomic animals like the rest of us. That is, if a mother with three kids is
receiving cash and in-kind benefits that total up to $14,000, $12,000 a
year, well, she's not going to settle to give that up-and of course that's
not taxable-and take a job that may be in keeping with her productivity
for around $7,000 or $8,000 a year. It's a losing economic proposition.
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And so, to the extent that that is true, we create dependency. And
that's not only true in the United States about some of these effects of the
welfare system. Sweden has over 30 percent rate of illegitimacy. In
Russia, very often there's difficult times to get a house. Traditionally, it's
been a difficult time to get an apartment. Many young girls have a baby
in order to move up in the queue to get an apartment in Russia, and then
after they get the apartment, they put the baby up for adoption. Then they
might many or live with a man, and then have their own baby.

So, people do respond to economic incentives out there. And I believe
a whole lot of people want to say that people don't respond to the eco-
nomic incentives created by the state.

REPRESENTATIVE ARMEY. Mr. Chairman, I thank you.
REPRESENTATIVE SoLARz. Thank you very much for an interesting collo-

quy.
Dr. Smeeding, I'm looking at your Table 3. Am I correct in interpret-

ing that it, in effect, compares poverty rates between the United States
and other countries?

DR. SMEEDING. Yes.
REPRESENTATIVE SoLARz. And you have the United States, Canada,

Australia-
DR SMEEDING. Germany, Netherlands, France, and the United King-

dom.
REPRESENTATIVE SoLARz. This is a fascinating chart, and I want to

pursue it. Do you see this chart, Dr. Williams?
Now here-and you'll correct me if I'm misinterpreting your chart, Dr.

Smeeding-if you look under all people, Dr. Williams, you'll see Post-tax
and Transfer Income. As I understand it, that means that after tax and
transfer income policies, 13.3 percent are considered to be in poverty
here. And for the others, it's 7 percent for Canada, 6 percent for Austra-
lia, 4.3 percent for Sweden, and so on and so forth. And the average for
all is 5.9 percent.

Now, one conclusion that seems to emerge from this chart is that the
poverty rate in the United States, after tax and transfer policies have been
taken into account for our country and all these other countries, is much
higher than in other countries. And I gather from the testimony that we
got from Dr. Smeeding that the main reason for this is-in fact, if you
look at the line above Pre-tax and Transfer Income, you see that actually,
with the exception of Canada and Australia, every one of the other
countries has a higher poverty rate than we do, prior to the tax and
transfer policies. In the case of Australia, it's just about the same. Yet,
after that tax and transfer policy, the poverty rate is far, far lower. Now,
to my perhaps naive and untutored eye, this seems like a significant
success for these countries, insofar as one considers the reduction of
poverty a success. Would you interpret this differently? In other words,
what significance would you attach to that? Because the significance that
I intuitively attach to it is that by tax and transfer policies it is possible
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to substantially reduce the poverty rate. These other industrial democracies
have all done that, the consequence of which is that their poverty rate is
way under ours. And if reduction of poverty is considered desirable, that
would seem to be a useful thing to do. I'll leave aside for a moment
whether it can be afforded and that sort of thing. But would you give a
different interpretation to these figures?

DR WuiLAMs. I've read the paper. Maybe those countries give the
people more of the money that's been obtained in their names. I don't
know.

There is a problem in the measurement of poverty in the United States.
I mean, I can't comment intelligently on the facts that he's arranged here,
but, as I pointed out, the Congressional Research Service says that every
poor family, in terms of total welfare means-tested program, gets $23,000
a year, and that's more than a level of poverty. And so maybe the policy
recommendation would be just to give poor people those $23,000 in cash.

DR. DANZiGER. Congressman, let me comment on that allegation. I
think it is misleading; it represents a simple mathematical error.

REPRESENTATIVE SOLiZ. Comment on what, his observation?
DR DmAImGER. It relates to this chart, as well.
There are two problems with this $23,000 claim. One is that the proper

denominator for this calculation is not the number of people who were
poor after receipts transfers, which is what has been used, but the number
of people who were poor before the receipt of transfers. This appropriate
denominator is about twice as large as the one that was used. In other
words, if we have one poor family that is $5,000 below the poverty line,
and through a combination of SSI and food stamps, they get taken out of
poverty, then those $6,000 have been well spent. But they are excluded
from the calculation because they are no longer poor.

What the chart does is to take every poor family that remains poor and
use them as the denominator. But the bottom number should be the
number of people who were poor before transfers, not the official poverty
population, which is measured after transfers.

The second problem is that not all of the transfers are intended by
Congress to go only to the poor. That is, the spending is spread over an
even greater population. For example, food stamps are designed to go to
people who have income up to 130 percent of the poverty line. So, one
should not argue that the food stamp program does not because benefits
go to people who have incomes at 125 percent of the poverty line. One
has to be very careful interpreting this chart.

DR. SMEEDING. Let me add, a third of the money you're talking about
here is in the Medicaid program-a third of it. And that goes to 185
percent of poverty now for single parents.

DR. WILLIAMs. Well, the point is, what is the figure if you include
people before transfers?

DR. DANZIGER. It's about a third of what the chart shows.
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The most recent study that I have seen is based on data from the
Census Bureau's Survey of Income and Program Participation. It was
published in a refereed economics journal, the Journal of Hwnan Re-
sources.

In April 1986, for example, the average person who received income-
tested cash transfers received $379 per month. If you look over all recipi-
ents of cash and in-kind transfers; that is, if you include Social Security
recipients who do not have to be poor by law, the average is $700 a
month. So, you don't get anywhere near this average of $20,000 or
$14,000 per poor family.

REPREsENTATIvE SoLARz How many more poor people would we have
in the country today if it weren't for the programs enacted during and
pursuant to the War on Poverty?

DR DAZIGER. If we had the same kind of spending we had in the
mid-1960s, the poverty rate, instead of being roughly 13 percent, would
probably be closer to 18 or 19 percent.

REPRESENTATIVE SoLAuZ. Well, that almost precisely parallels Dr.
Smeeding's figure, which says that in our country, before tax and transfer
policies, 19.9 percent would be poor. When you take into account tax and
transfer policies, 13.3 percent are. That's an interesting coincidence.

Have you ever calculated what it would cost us, in dollar tenms, to
emulate the tax and transfer policies of the other industrial democracies
that have succeeded in reducing the poverty rates in these other countries,
to an average of even less than 6 percent?

DR SMEEDiNG. No, sir, I haven't. But the Canadians got it to 7 percent,
and they don't spend that much more than we do, or do the Australians.

REPRESENTATIVE SOLARZ. Is it possible to do that?
DR. SMEEDING. It's possible to do that. You can look at how much they

spend. And my guess is that they probably spend, I guess, $60 or $65
billion more than we do on programs which affect this group.

But again, it's real hard, Congressman Solarz, because a universal
program that gives $800 or $1,000 to every kid, doesn't single out the
poor, the blacks, the whites, or the Latinos.

REPRESENTATIVE So1ARZ. Well, I'd like to ask you and Dr. Levitan to
respond to what I think was the essence of Dr. Williams' testimony, at
least as I understood it, which is that these poverty programs and related
policies of the Federal Government have created a kind of welfare depen-
dency that has induced a poverty of the spirit. While we are acting per-
haps out of compassion, it's a misguided sense of compassion, because
the people that we think we're trying to help, we actually end -up hurting.
That instead of going out and getting jobs, they rely on their welfare
checks, and this encourages, I guess, a continuation of the welfare cycle.

He argues that you can't blame the high-unemployment rate in the
black community on racism and discrimination, because, while I'm sure
that you would acknowledge that there is racism and discrimination,

55-478 0 - 92 - 10
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you'd argue that it's less than it was in the past. And in the past you
didn't have these enormous unemployment rates of the community.

The argument, as I understand it, seems to be that you know you have
this cushion to rely on-safety net, as it were-that food stamps, Medic-
aid, and the Aid for Dependent Children creates a kind of cocoon. And,
as he points out, why would someone want to give up all those benefits
and take a job that would pay them less than they're getting from all of
the benefits. But by not taking the job, their spirit is corroded, and they
lose initiative and are ultimately worse off.

Have I done an injustice to your testimony?
DR WIjIAMs. I would have rather said it myself, but go ahead.

[Laughter.]
REPRESENTATIVE SoLkRz. Well, that's probably not as eloquently or

precisely put as you, but I think that was one of your main points.
How do the rest of your respond to that?
D R DANZIGER. Well, I alluded in my testimony to the problem of

recognizing the diversity of the poor. I would start with that group among
the poor which receives almost no welfare-two-parent families with kids.
If you want to abstract from race, you can look at white, two-parent
families with kids, and the story is much the same.

Over the period since 1973, low-skilled workers-defined as high-
school graduates or less-have found it increasingly difficult to generate
enough income to keep a family of four out of poverty. This is a group
for whom the disincentive effects of transfers are not the issue. They do
not get many transfers. Some of them will get food stamps and some of
them, particularly after 1986, will benefit from the expanded Earned
Income Tax Credit. So, you find economic hardship generated by eco-
nomic changes for groups that do not rely heavily on transfers.

I do not want to argue that there aren't individuals or groups among
the poor for which Dr. Williams' characterization would fit. I would say
that the largest number I would go with, to try to roughly characterize it,
would be that there are five million people who are persistently dependent
on welfare. There are about 30 million people who are poor. So, just at
this rough level, a sixth of the poor might fall into this group.

REPRESENTATIVE SoLARz. There are about 30 million poor in the coun-
try?

DR D ANnZGER. About 30 million poor.
REPRESENTATIVE SoLAZ. Of that 30 million, how many would you

consider to be working poor?
D R DANZGER. Well, I thought you might ask that, so I have the exact

number.
In 1987, which was the last computer run I had, if you look at all poor

persons and ask about the head of their family, you find the following:
Among families with children, 24 percent of the heads worked full time;
38 percent worked part-time; and 38 percent did not work at all during
the year.
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REPRESENTATIVE SoLARz. So, about 62 percent worked?
DR DANZ[GER. Yes, that percentage worked either full time or part-

time.
REPRESENTATIVE SOLARZ. SO, if you take these people, plus their chil-

dren, what percent of the 30 million would count?
DR DANZIGER. That group is families with children. If you add to it the

elderly, disabled, people without children who are working either full time
or part-time, I'd say that you end up with maybe 25 percent or less of the
poor where someone does not work and is not elderly or disabled.

REPRESENTATIVE SoLAnZ. Well, Dr. Williams, if I understand that
correctly, it seems to suggest that of the total population of poor people
in the country roughly three-quarters of them are working, part-time or
full time. Obviously, the children are not working, but I'm ascribing to
a working head of household the children in that household, because they
have to depend on the head of the household for their money.

So, it would seem that-please correct me if I'm wrong-approxi-
mately three-quarters of the people who are poor in this country are not
suffering from a poverty of the spirit, if one defines poverty of the spirit
somebody who has lost interest in supporting themselves, trying to sup-
port their family, and feel a sense of responsibility to go out and work;
these people are working. They haven't taken the easy way out.

DR WnLLAMs. Well, first of all, let me say first that I was focusing my
remarks particularly, so far as black people are concerned, and you just
need to do some casual empiricism. But still, this large group of poor
people that Dr. Danziger talks about, their situations are aggravated by
government policies that are not even included in my testimony.

For example, the Social Security tax is devastating. A lot of people
pay more in Social Security tax than they pay in income tax. Maybe you
need to get rid of that. They'd have more after-cash income. And some
of the collusions and cartels that Congress supports aggravates the plight
of the three-quarters of the population that work full or part-time.

But going more directly to your comment about the debilitating effects
of the poor, I need an economist to tell me that a person would prefer
$7,000 in income before taxes to $12,000 or $14,000 in income after
taxes. Now, I don't know anybody that works that way.

DR SMEEDING. I absolutely agree with Walter on that. And that's why
I said we ought to get rid of the AFDC program.

What it creates-and people talk about this all the time-is a poverty
trap. We are stuck. If you want to keep your Medicaid, if you want to
keep your public housing unit, if you want to keep your benefits, you
can't work.

REPRESENTATIVE SOLARZ. SO, you say substitute a child allowance?
DR SMEEDING. Substitute a combination of two things-three things

really.
First of all, a child allowance. That's fairly low. That's not enough to

do it by itself. Guaranteed child support, where we guarantee you some
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amount if the father can't pay or won't pay, as long as you have said who
the father is, that's the reciprocal parl

If you put those two things together, along with providing child care
for somebody and making sure they don't lose their health benefits, then
you go out and go to work

REPRESENTATIVE SoLARz. At what level would you peg the child allow-
ance?

DR SMEEDING. Child allowance. I'd go probably between $800 and
$1,000. One thousand dollars is what the National Commission on Chil-
dren has recommended-Jay Rockefeller's group-that's pretty expensive.

REPRESENTATIVE SoLARz. Right now, you get it as a credit on the
income tax?

DR SMEEDING. No. Now, you get it as a deduction.
REPRESENTATIVE SoLARz. Right. You would wipe that out?
DR SMEEDiNG. Right. I would make a refundable credit for everybody,

and we tax it. For people like us here and for myself and my four kids,
we tax it.

REPRESENTATIVE SOLARZ. What would be the net cost to the Treasury
of such a program?

DR SMEEDING. Well, I believe that it might be about-the National
Commission on Children claims that their program would cost $40 billion.

I think that if you, at the same time, gave this credit to kids, turned
other exemptions into equal cost credits, you could probably get away for
$30 billion.

REPRESENTATIVE SoLARz. Dr. Williams, would such a program be
attractive to you?

DR. WELLUMS. It sure beats the existing state of affairs.
REPRESENTATIVE SoLARz. Right.
Now, let's assume we had such a program. What impact would that

program have on the poverty rate in the country? We now have 13.3
percent.

DR SMEEDING. There are some simulations that have done that. By
itself, it probably will reduce the child poverty rate by about a third. In
other words, if you're talking about a poverty line of $12,000 for a family
of four, and you're giving the two kids or three kids $1,000 each, that's
$2,000 or $3,000. That by itself isn't going to get them out, but it gives
you a starting point.

You know, I led a congressional seminar and Representative Nancy
Johnson, who is the ranking Republican on the House Ways and Means
Welfare Committee, said, what would a single mother do with $1,000 like
that?

I said, well, they'd probably go out and, if they didn't already have a
car-and a lot of single parents don't-they'd get a car. Maybe, they'd
live in a better place.

REPRESENTATIVE SOLARZ. What about Dr. Williams' point-and I'd like
the rest of you to comment on this-which he made at the outset of his
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testimony concerning definition of poverty. He has some rather intriguing
statistics of looking at people today, compared to 50 years ago; 68 percent
of the people who are allegedly poor have an automobile-

Dii WiLiAms. 62 percent.
REPRESENTATmVE SoBAiz. 62 percent Like Bob Gates, I can't remember

everything that was said to me, but I pick up part of it.
He pointed out a high percentage have air conditioning and the like.

And he made the argument that 50 years ago, if you had a car, you were
considered wealthy. If you had air conditioning 30 years ago, 40 years
ago, you were considered wealthy.

DR. LEvrrAN. I have the same reaction, Mr. Chairman.
I don't know the statistics, but take telephones. Some 90 percent of

households have telephones. A few years back a telephone was a luxury.
So, I think to compare some of these life conveniences with what hap-
pened 40 or 50 years ago does not make much sense to me.

I think that, in most of these cases, we live in a different society, and
therefore some things that were considered luxuries are now necessities.

My reaction to Dr. Williams' testimony was somewhat less learned
than my two other colleagues. I had the feeling as he was talking about
the good old days-and one advantage that I have over Dr. Williams, and
it may be the only one, is that I'm older than he, and I can remember for
many more years that the good old days were horrible. So, therefore-

DR WiLuAms. Did I say that?
DR. LEVITAN. I said that the good old days were horrible.
DR. WILLIAMS. No, no. Did I say that the good old days were good?
DR LEVrrAN. Well, Dr. Williams, you didn't say it was good. But you

compared it to something that happened 30, 40, 50 years ago, and I'm
saying that such comparisons are not very meaningful.

I think another point that I don't see in Dr. Williams' testimony is that
there is such a thing as quality of life. I think that it is very important to
consider that the Great Society-the welfare system-does not mean only
money. But it means a great deal about relations in our society.

I once had the honor of being with Dr. Williams on the same panel.
And I suggested to him that when I came to Washington-it was after the
Civil War-at that time I remember I could never have had lunch with
Dr. Williams in a Washington public restaurant Now, I don't know
whether Dr. Williams thought it was a big deal to have lunch with me,
but at the same time, I think it's very important to consider that the Great
Society also contributed a great deal to equality in our society.

And finally, at the danger of losing my liberal credentials, I would say
that I think we're overestimating the importance of money and not
enough work. Although it was indicated by Dr. Danziger and Dr. Wil-
liams and Dr. Smeeding, I think that we're relying too much on providing
money rather than on work. In other words, for instance, take what the
Senate is debating today, the terms of extended unemployment insurance.
Now, of course, as a card-carrying liberal, I'm for it. But at the same
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time, I testified before another Subcommittee recently and I said, why not
provide the long-term unemployed a job rather than the income mainten-
ance? I didn't hear a single member of Congress propose that we give
that person a job rather than additional unemployment insurance.

REPRESENTATIVE SoLARz. What kind of job?
DR LEv1TAN. Well, public-service employment. We had it throughout

the 1960s and 1970s under Kennedy; we had it under Nixon, Ford, and
Carter, and abolished most of it under Reagan.

REPRESENTATIVE SoLAnZ. You mean, give them a public-service job for
the amount of their unemployment?

DR LEvrrAN. Well, what you can do is equal it to the unemployment
insurance benefit. If you have a person who's unemployed-let's say he
was making $20 an hour-I would not compel him to work 40 hours. But
let's say the unemployment insurance is $200, that person would have to
work only 10 hours instead of 40 hours.

I think there are many adjustments that can be made. But I certainly
believe that we have not recently paid sufficient attention to public-service
employment, creation of jobs.

One more point and that is the connection with the Family Support
Act-the welfare reform that Congress passed three years ago. I think that
one of the problems with that act is that it provides for education and
training, but not for a job for successful trainees. I am afraid that the
welfare reform of 1988 is due to fail because you have not established
jobs.

As I said, maybe I have now lost all my credentials as a liberal and I'll
join Congressman Armey and Congressman Williams, but we should
stress more work than income.

REPRESENTATIVE SoLARZ. I gather, with the exception of Dr. Williams,
the other three witnesses would probably agree with the statement that,
while the War on Poverty obviously did not succeed in eliminating
poverty, it did succeed in significantly reducing the incidence of poverty;
would you agree with that?

DR LEvrrAN. And also alleviating deprivation. If we give them food
stamps, it makes a big difference, even if they remain below the poverty
level.

REPRESENTATIVE SOImZ. Were there any programs in the War on
Poverty that you would say in retrospect

DR WILLLms. I thought you said you'd give me time to respond to
what he said.

REPRESENTATIVE SOLAZ. I didn't realize that you wanted to respond at
this point, but please proceed.

DR WILLIAMS. Yes, I do. When he is trivializing the fact that families
have automobiles, telephones, etc., the crucial point to recognize is that
this has something to do with the way we define poverty. That is, if we
define poverty in the relative sense, we're never going to get rid of
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poverty until we get a rectangular distnbution of income. But if we define
poverty in an absolute sense, that means we're going to get rid of it.

And then he's talking about the good old days. I would be seriously
worried if I went to a doctor and took his prescription and I got worse all
the time, I'd be wondering about his prescription.

When I was talking about the good old days, I was talking about the
good old days in general. I was pointing out that there are several things
that are entirely new and devastating to black people. That is, I was
pointing out that in the 1930s the illegitimacy rate was 14 percent among
blacks as a group, compared to 61 percent and rising now. In black
neighborhoods, people felt far more secure than they feel today. There
wasn't all that kind of crime. As a matter of fact when I was a young kid,
we used to run away from white kids chasing us in Philadelphia to black
neighborhoods. Today, we might run the other way.

And finally, in terms of family stability, it is critical to the develop-
ment of young people and it has gone down; it's gone in reverse. So, the
poverty program is devastating-the welfare state.

REPRESENTATIVE SOLARZ. Well, you mentioned three developments that
have taken place in the black community, which are obviously deeply
disturbing-the incidence of illegitimacy which has gone all the way up,
the incidence of crime which has gone all the way up, and the incidence
of family break-ups, single-parent families which has obviously gone up,
as well. To what do you attribute these developments?

DR. WILLIAMS. Well, it's not due to evil spirits and God. That's one
thing. It must be a causal relationship.
. REPRESENTATIVE SOLARZ. We're talking about trivializing arguments.

I'm asking you what you attribute it to?
DR. WILLALmS. I'm attributing it to the growth of the welfare state, and

the devastating effects that it has on black people and on incentives. And
moreover-

DR DANZIGER. Correlation is not causation. There are dozens of pub-
lished studies which attempt to ask, by making comparisons between
states with higher and lower welfare benefits, whether or not these prob-
lems are higher or lower.

There are a variety of economic and social problems that affect the
white and black community. And there is a complex link between very
diverse outcomes.

Dr. Williams' arguments remind me of the following problem that
arises when one mixes correlation and causation. We could find a correla-
tion for the 1970s between the rate of economic growth in a state and its
temperature in January. We could also find a correlation that child poverty
rates were falling in states with low welfare benefits. We know that
during those years, economic growth was more rapid in the Sunbelt.
Should we conclude that warm temperatures increase growth and high
welfare benefits increase poverty?



292

It turns out that the reason child poverty was falling in the Sunbelt was
because they were doing very well economically in those periods. It had
nothing to do with January temperatures on those welfare benefits.

The most detailed research on the effects of welfare, by very technical
economists, ranging from James Heckman of the University of Chicago
to Robert Moffiatt of Brown University, just don't find the kinds of
negative disincentive effects that Dr. Williams attributes to government
benefits.

REPRESENTATIVE SoLARz. Well, I have a number of additional questions,
but Congressman Anmey has to leave, so let me yield to him at this time.

REPRESENTATIV: ARMEY. Thank you, Mr. Chairman.
Let me again stress my appreciation to each and every one of you as

panelists. This is, I think, a very important and worthwhile discussion.
I do want to, Professor Danziger, bring something to your attention,

because if you have too much reliance on something like the green book,
you can often be misled.

You mentioned in your testimony that taxes on the rich decreased in
the 1980s, and I just wanted to bring to your attention that that is not true.
According to the IRS' own figures-and I want you to know that I
supervised this data crunching, so I'm very confident about it-the
average income tax payments for the top 1 percent of the wage earners,
adjusted for inflation, increased 51.3 percent between 1981 and 1988,
while at the same time the average tax payment for the lowest 50 percent
of the wage earners decreased by 25.7 percent. This is one of the myths
that we kept from the Joint Tax Committee's

DR. SMEEDING. Wait a minute. What happened to the incomes of that
top 1 percent; how much did that increase?

REPRESENTATIVE ARwMy. Well, the point still remains that they paid a
higher-certainly their incomes went up during that period of time and so
did the incomes of the lower extremes.

DR. SMEEDING. Oh, I don't-
REPRESENTATIVE ARMEY. If you want to find a period of time in recent

history in which any American quintile of income distribution decreased,
you have to find the period of time from 1976 to 1980, I believe.

There was no decrease in the incomes of any Americans after 1980.
Again, what I'm saying-one has to be real careful about this, but the
point still remains that the tax changes in the income tax code shifted the
burden of taxes to the higher income bracket. What mitigated against that
shift was the enormous increases in the FICA taxes that took effect in the
1980s.

But my time is short, so I won't go on. But I really think that Dr.
Levitan and Dr. Smeeding have hit on where the key is. We all agree that
there isn't anybody here that doesn't say deprivation is deplorable, wheth-
er it be deprivation of physical or emotional or cultural well-being, it's
deplorable, and we'd like to see it eliminated.
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Our question is, is our government doing a good job of it? We asked
before, how bad would poverty be if we had not had those programs? We
say it would be worse.

I might say how bad would poverty be today if, in the last 15 or 20
years, we'd had Canadian programs instead of American programs? It
would probably be better. So, the question is what is the best thing we
can do to get the maximum antipoverty bang for the buck.

Let me just remind you, Veblen wrote in passionate terms about the
spirit of workmanship, and the question we ask ourselves is where does
the spirit of workmanship come from? How can it be taught? Can it be
taught in a short course or must it be taught through a lifetime, where
integrated families provide the instruction?

What was the value in the context of this concept called the spirit of
workmanship? Clarence Thomas' grandfather, could he have acquired it
without his grandfather? Everybody wants to dismiss the stories of his
relationship with this man. But I'd say Veblen would have appreciated
that relationship in the most clear and precise terms, in terms of what it
did in the development of this personality.

We know that, in a Maslovian sense, if you want to achieve the rungs
of self-actualization by that point on the ladder, your achievement will
come from work. And it is in fact very important to a certain kind of
antipoverty which, if denied, does mean an erosion of the soul or of the
spirit. So, the connection between work and the reduction of poverty, I
think, becomes critical. And the question is, have we a system of pro-
grams and benefits that alienate people from work? And is it the structure
of our antipoverty programs that does so? You say we ought to make
changes like they do in Canada to bring people back to work.

Dr. Williams has said that, and I think quite frankly, quite correctly so,
we all know the history of Davis-Bacon. And we know the racist history
of the motives for Davis-Bacon. Black folks are coming up from the
South and taking jobs in the North. And Davis-Bacon was to stop that.
And you can in fact go back and read the record, and you'll find that
nobody ever shuddered about it.

Does Davis-Bacon today mitigate against the opportunity for a black
American, in particular, to get a job, keep a job, to have a job? Does
minimal wage work more against the unskilled, less well-educated black
American than it does the more -skilled Anglo-American?

I think these are real things. Let me talk about discrimination.
I want to tell you that I hate racism and discrimination. I also hate, by

the way, cartel arrangements and I agree with you. This Government that
prosecuted the cereal industry in a matter that resulted in my most funny
lecture for five years-remember shared monopoly? It was so silly that
students signed up for my course so that they could hear the lecture on
shared monopoly.

Do you remember the case against the cereal manufacturers? This
Government-all the time they were prosecuting the cereal manufactur-
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ers-was sponsoring the cartels for all the inputs for the cereals. And they
finally laughed the shared monopoly case out of court.

And government tolerated cartels in citrus; they tolerate the cartel in
nuts, peanuts, the peanuts program; it's a shame. And if I were a black
American, with George Washington Carver as one of the few heroes I
would have had a chance to read about in my history books, I would be
particularly offended by the peanut program.

So, the government will implicate itself in behavior that it will not
accept in the private sector, in antitrust, and in the area of racism and
discrimination. And I would suggest to you that alienating people from
the work force shows up when you have something like the earnings
limitation for Social Security recipients.

Why should a 65-year-old American citizen pay as much as a 58
percent income tax because they ame able and want to continue to work,
by way of denying them their benefits, because they are in fact working.
That's discrimination; that's age discrimination, and our government does
it.

If we have age discrimination in the Social Security laws of this
country, do we, in fact-whether consciously or unconsciously-have a
discrimination that alienates people from the world of work in such things
as minimum wage, Davis-Bacon and other of these practices?

And the final analysis is, we won't have an opportunity for youngsters,
who will be the next generation, to learn the spirit of workmanship off
welfare, if they don't have somebody for whom to work, and if we have
policies that alienate and fail these children.

And I, for one, say we must dare to look at those things. I think we've
had today, Mr. Chairman, a rare opportunity to do so.

Like anybody who dares to breach the norms of political correctness,
I will live, in the next few days, in dread fear that my political enemies
will read these statements today and translate that all into the allegation
that Dick Armey is a racist or a sexist or an agist or some other "ist."

But I've come to the point where I think that if we really in fact want
to find a way for our government to do its duty in providing equality of
opportunity, rather than sacrificing that opportunity and obligation on the
altar of equality of outcome, then we'd better dare to have our political
enemies make unfounded allegations against our character because we had
the courage to raise the question.

So, Mr. Chairman, I'm sorry I went from questioning to soapboxing,
and I did get on my soapbox. But I want you to understand that I, for
one, appreciate the honest debate. And I do hope that Dr. Levitan, if you
think about it, might send me that citation on the study that I requested.

Thank you again, Mr. Chairman.
REPRESENTATIVE SoLARZ. Thank you, Congressman Armey.
We had originally called this hearing to consider the success and

failure of the War on Poverty. We've spoken about some of the successes.
Do you see any failures of the War on Poverty, any programs which
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demonstrably didn't work or live up to expectations, or which were
perhaps even counter-productive?

DR LEvTIAN. AFDC is definitely a failure.
REPRESENTATIVE SoLARZ. Was that a War on Poverty program?
DR. LEvrrAN. Well, it started out, of course, in 1935. I don't distinguish

between the New Deal and the Great Society. But the point is that while
it served the purpose of providing income, what we should have done is
to provide jobs.

REPRESENTATIVE SoLARz. Are there any other programs that were part
of this that have failed?

DR LEvrrAN. Well again-as I mentioned before the Manpower Devel-
opment Training Act-while we did some good, it is to a large extent
also a failure, because we really did not provide the necessary funds for
the training. And under the Job Training Partnership Act, we did even
worse. And therefore we did not change the behavior of the people as the
Job Corps did in which we invested enough money

DR DANZIGER. I was going to say that if there was a failure, it's what
Sar Levitan was just saying. It was the failure to build in more of the
component toward provision of jobs. Provision of jobs was explicitly not
part of the package; in part, because it was expected that economic
growth would continue and make the large-scale public provision of jobs
unnecessary.

REPRESENTATIVE SoLARz. Dr. Williams, your argument is that it is the
welfare -system that has been the primary cause of increasing the illegiti-
macy and crime rate in the black community and the break-up of the
family. If this is so, why hasn't the welfare system had a comparable
impact on whites?

DR. WELLiAMS. I don't know.
REPRESENTATIVE SOLARZ. Well, doesn't this suggest the possibility
DR WILLIAMS. There could be a special case, in some cases?
REPRESENTATIVE SoLARZ. There may be other reasons that explain it?

I mean, because the welfare benefits to which you refer are available,
regardless of race, and there are many whites who receive them, I gather,
in fact, that white illegitimacy is increasing also, but not by nearly as
much as black illegitimacy.
* DR WILLvis. Well, it surely appears that whatever negative effects
that it had-and I cite you information from Sweden, the 30 percent
illegitimacy rate in Sweden, and in Russia you have similar problems as
well, and among white people in the United States, Mexican-Americans
or-hispanics, as well-a worse effect on blacks. Now, why it did that, I
can't give you an answer.

REPRESENTATIVE SoLARz. But you're looking at a phenomenon that is
increasing illegitimacy and break-ups, that sort of thing, and you're
attributing it to the welfare system. But how do we know it's because of
the welfare system; particularly, when the welfare system doesn't seem
to have produced a comparable impact on other sectors of the society?
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DR WiLuAMs. Well, there's a lot of casual empiricism that one can
look at. And then also again, one has to give an alternative explanation
for explaining the dramatic reversals that we've seen. And moreover,
when you ask the question about the jobs training program, one has to ask
about that. In the 1940s, if you find that unemployment is lower among
blacks than it is now, and if you find that labor force participation rates
is greater among blacks than it is now, one has to say that something
went wrong. And the Manpower Training Program did not help it at all,
because you have to come up with different figures.

REPRESENTATIVE SoLARz. Do any of you have an answer to that ques-
tion? He says, okay, if it wasn't the welfare system, what was it?

DR LEVITAN. What it was, was the breakdown of the family, that's the
first important thing that I would mention.

REPRESENTATIVE SoLiZ. Right. But he would say, I believe, that the
breakdown of the family was induced by the welfare system.

DR LEVITAN. But the middle-class whites have been affected by the
erosion of the family. Out-of-wedlock births and divorces have risen. And
for the middle-class blacks, it's the same thing. It did not increase that
much.

What has happened is that we have a different society, where permis-
siveness is the norm. And, as I mentioned before, I think that there is a
great deal to be said for rectitude, which we are not practicing now. And
therefore that has contributed, I think, more than anything else to the
breakdown of the black family, and we shouldn't forget that in the 1980s
we also reduced the amount of help that we gave to poor people.

DR. SMEEDING. I just want to speak to one thing that Walter said twice
now, which I reacted to it, and that is the illegitimacy rate in Sweden. A
lot of the numbers that they call illegitimacy in Sweden are households
in which two parents live together, but they're not manried. If you look
at the percentage of children who live in families where there is one
parent in that household and children under 18, it is lower in Sweden than
it is in the United States.

DR. WiLLiAms. That's a problem. I'd like to see the data on that.
DR SMEEDING. Believe me, I can send you all you want.
DR. WiLLL4ms. But the point is here, what's different between welfare

today and welfare yesterday in the 1930s? One would want to know, and
I don't know all the details.

Could a young girl get welfare? Was she promised an apartment? I
mean, what the government in a sense says is look, we can take you out
of this misery of living in a single-family household, Dad raising hell and
stuff like that, if you only go out and have a baby.

REPRESENTATIVE SoLARz. But you see the problem that I have with
your analysis-and I'm groping for answers like everybody else is-if
there's any one thing that I truly believe, it's that people are people,
regardless of their color or their religion.
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I agree with something you said before, that people are economic
animals. And I think most people-unless you're emotionally disturb-
ed-will respond rationally to a set of stimuli that you put before them,
whether they're black, white, hispanic, Asian, or whatever. They will do
what makes sense for them, which is why I would believe that, to the
extent a program has counterproductive consequences, it should presum-
ably have it across-the-board. To the extent it has positive benefits, a
training program, for example, I would expect it to work as well for
whites, blacks, and hispanics of comparable income and educational levels
and the like.

DR WiLuAms. There's no reason to expect that.
REPRESENTATIVE SoLARz. Why?
DiR WiLiAms. People are different.
REPRESENTATIVE SoLARz. Well, individuals are different.
DR WnIAMS. No, people systematically differ by race. Now, I'm not

saying that as an insult. I'm saying that there are systematic differences
between people by race.

For example, 75 percent of NBA players are black. 30 percent of
American Nobel Prize winners are Jewish. People differ by ethnic groups.

I cannot give the full explanation to your satisfaction.
REPRESENTATIVE SoLARZ. Well, if you hold class and education con-

stant, I would think that the difference between racial groups is very, very
limited. If all the other factors are equal-family background, education,
neighborhood, environment, and that sort of thing-and you take a
hundred who are black and a hundred who are white and everything else
is more or less constant, I would expect fairly similar attributes.

DR WiLu.Ams. Well, it's nice to say that, but there are systematic,
historical differences between blacks that play a very, very important role
where blacks are today.

I see that as something where there's considerable reluctance to talk
about, but there are systematic, historical experiences that play a role. For
example, you take a poor, illiterate Italian coming to New York City-
your own city-in the 1920s. If that man had industry and ambition, he
could go out and buy a car and write the word Taxi on it and he was in
business. Today, a similar person with industry and ambition, he would
have to go out and buy a $125,000 license, which has been as high as
$140,000. I'm asking the question, people who care about opportunities
for the poor, do they support that kind of law that cuts off that bottom
rung of the ladder?

REPRESENTATIVE SoLARz. By your own testimony, such a person could
also drive a gypsy cab.

DR WinLLims. Oh, my God. And so that makes the medallion system
in New York okay?

REPRESENTATIVE SOLAnZ. I didn't come here to debate the medallion
system.
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DR WiLiAMs. No, I'd like to hear it from some of these other econo-
mists here. Would you say that a law that requires $125,000, in order to
legally operate a taxi, is nice for creating opportunities?

DRi SMEEDiNG. No, I agree with you there.
DR DANziGER. But the issue is whether or not Head Start ought to

cover a third of poor kids or all poor kids. That's the issue at hand.
REPRESENTATIVE SoLARz. That was one of the other questions. Right

now, you say a third of the eligible kids for Head Start receive Head
Start?

DR DANZIGER. I think Sar Levitan had that figure in his testimony.
DR LEVITAN. With the increase, it would be about a third in 1992. And

a great many of them-I forget the exact percent-but I think more than
half are enrolled in programs that operate less than six hours. To provide
slots for all poor 3- to 5-year-olds, it would cost seven billion dollars;
that's a ballpark figure.

REPRESENTATIVE SoLkRz. What percentage of the children in Head
Start, based on linear studies, seem to demonstratively benefit?

DR LEvITAN. I can't give the exact numbers. The answer may be in the
longitudinal study to which I alluded.

REPRESENTATIVE SOLARZ. Is it your impression that it's a substantial
percentage?

DR LEvrrAN. Yes, there's a good indication that those kids who went
through Head Start, and particularly full-day Head Start, have showed
gains. As I pointed out before, they were more likely to go onto college;
there was less out-of-wedlock births, and all these things that I
consider-and I think that most of us would consider-undesirable.

REPRESENTATIVE SoLARz. Dr. Williams, the medallion program for taxis
in New York is not part of the War on Poverty, which is what this
hearing is about.

DR WILLIAMS. I'm not talking about that. We're talking about poverty.
And one thing that creates poverty is cutting off people's opportunities.

REPRESENTATIVE SoLiZ. Right. Dr. Williams, the Head Start program
was part of the War on Poverty. Do you think this is a worthwhile
program?

DR WILLIAMs. Yes, I do. But I think it points out one of the tragedies.
That is, we are pouring billions and billions of dollars into an educational
system, and we need other kinds of education as substitutes for what that
education system is not doing.

We're asking businessmen to educate people. We're asking for special
programs to educate people. And, lo and behold, we're spending increas-
ing billions in education, so we ought to do something elemental at the
core to deal with these problems so that we don't have to have add-on
programs to help poor people get some educational goods.

REPRESENTATIVE SoLARz. Why do you think that the economic growth
in the 1980s did not produce a decline in the poverty rate in the country?
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DR SMEEDING. Sheldon is probably the best-suited person at this table
to answer that, I think.

Dii DANZGER. Well, one of the factors is a changing international
economy, which places less skilled workers at a disadvantage. The other
is increasing technology, which does the same.

Again, in a study using the cross-country data for Dr. Smeeding's
project, a colleague of mine at Boston College, Peter Gottschalk, finds
that other countries have very similar trends for low-wage workers. But
those countries tend to offset the labor-market effects through their more
comprehensive government programs.

REPRESENTATIVE SOLARZ. In other words, unlike the past where eco-
nomic growth was perhaps more evenly distributed along the income
scale, in the 1980s economic growth was concentrated in the upper ends
of the income scale, while at the same time you didn't experience similar
growth at the lower end of the scale. So, while overall there was growth,
the less skilled, poorer parts of the population didn't benefit from it.

That leads me to my next question, which is, given the changes that
have taken place in the international economy and the fact that well-
paying jobs for unskilled people are becoming fewer and fewer, what do
we do for this segment of the population?

DR SMEEDiNG. Well, one thing that we try and do is we try and give
the next generation better skills than this generation had. The other thing
we do is, if they happen to have a bunch of kid they're trying to support
or if their wages are too low to keep their family out of poverty, we have
a child allowance program or an earned income tax credit.

REPRESENTATIVE SOLAnZ. It's obvious, I think, to everybody that if
we're going to adapt to a changing international economy, we have to
equip the children of the country to function in that economy.

But does that mean we have to, in effect, write off the current genera-
tion? Or is there a way to help the people who are beyond school age, but
who don't have the education and skills that are needed for the modem
economy, but who 30 or 40 years ago could have gotten a manufacturing
job in an assembly line somewhere that paid-for those days-reasonably
well?

DR DANZIGER. Well, you've now hit a hard question. If you had to do
a hard calculation-do you help the three-year-old or the 16-year-old high
school dropout-you would find that the most successful programs to date
are those that focus on early childhood education.

In the area of retraining dropouts, we ought to keep experimenting
with a variety of new programs. We have not yet found the kind of
success that would lead us to form a massive program, but we are ready
to endorse a tripling of the Head Start budget, which would probably
require another five billion dollars.

Unfortunately, because we did emphasize antipoverty policies in the
1980s, we lost a decade of potential experimentation to see what works.
And what you now see are a variety of programs in a lot of states and
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communities trying to work with disadvantaged youths and improve their
skills so that they can compete in the labor force. But that is an area
where the results are not at all clear.

I do not think you can find somebody to get up here and say, "if you
spend ten billion dollars on 17-year-old dropouts in this program, I know
that we can achieve these results." And I think that is why there is now
a focus on the next generation of young children. We need to aid them
before they end up as dropouts.

REPRESENTATIVE SOLARZ. What do you think of Dr. Williams' point that
there are a number of very serious problems that we have in the society
today, like illegitimacy and that sort of thing, which government really
can't do much about?

DR LEVrrAN. Well, government can do something about it. I don't
think that you can restore the two-parent family very easily. But once the
child is born or even before the child is bom, prenatal care, universal
Head Start and then Chapter 1, as well as the other programs, if they're
properly funded, can do a great deal to save the next generation.

But if we're going to have only partial programs and not enough
investment in the programs, then success will be less likely. I pointed out
that the Job Corps is an expensive program, but it saves money in the
long run.

REPRESENTATIVE SoLAZ. Let me give you an example and this may be
an unfair question, because I don't know that any of you have dealt with
this or thought about it. But I was visited in my congressional office in
Brooklyn a week or so ago by some people from Coney Island. They
were seeking my support for a project that they wanted to start to help
deal with the problem of teenage pregnancy. And they were telling me
that in Coney Island, young girls between the ages of 13 and, say, 15, 12
percent of them are pregnant. And if you count those that have already
given birth or whatever, it's probably somewhat higher.

And I asked them, well, how much of this is due to the fact that they
don't know about birth control methods or family planning? How much
is it because they want to have children?

They said, well, some of it, as they understood it, was due to the lack
of knowledge of information. But much of it, they said, was due to a
variety of other factors, such as social pressures. Every other girl in the
housing project, or most of them are pregnant, and so they're under a lot
of pressure to get pregnant. It's a macho thing for their boyfriends to
show that you can produce a son. And they gave three or four or five
different reasons why these young girls actually want to have children.

And I was thinking to myself, how do you deal with it? And then they
pointed out that one of the problems is that very often these kids don't
live with their parents because the parents are out; they're drug addicts or
they're in jail. And so they're brought up by the grandparents, and the
grandparents have completely lost control of them. And really this is, I
suppose, nothing new. But you think, how does a government deal with
a problem like this? Do you have any thoughts on that?
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DRP SmmiNG. One thing, certainly, birth control. A second thing,
certainly, is the consequences of being a teen mother. The same way that
this is your brain; this is your brain on drugs. This is your life if you stay
in school; this is your life if you have a baby and drop out.

Another thing-and I firmly believe in this, and I say it every time I
give my testimony-you enforce paternity. Parents should support their
children. Tell me who the father is. Let's go out and get an order. Maybe
they can't pay today, but at some point in the future, they're going to
have to support the kids.

And the other thing that I really don't like about-and I probably will
get some agreement, at least, probably from Walter-the War on Poverty
was the way we did public housing. You build ghettoes where you only-
almost by definition-allow in single mothers with kids who have been
on the list and on welfare for a long time. There's no good role models
for the kids in these areas. There are very few people who work very
much. And I think the whole public housing thing, the whole idea of
finding a place where we could put a bunch of poor people-mainly
black people-and drive by them on the way to work every day, or take
the subway underneath them, that was a devastating mistake.

And I think a primary cause of a lot of our slum problems is, in fact,
the public housing policy that made landlords rich and encouraged people
to live in situations where-

REPRESENTATIVE SoLARZ. You know, Dr. Smeeding, we undoubtedly
should do the things you mentioned. But I must confess to a very uneasy
feeling that, even if all those things were done, probably a substantial
majority of these young girls that are getting pregnant would continue to
get pregnant.

It's not because they don't know about birth control. And it's not
because somebody hasn't told them what the consequences are. It's either
because they choose to ignore it, or because they don't believe it, or there
are other pressures that are greater, or whatever.

Obviously, there are problems beyond the solution of government. But
if they're beyond the solution of government-and by government, I
mean the kind of metaphor for collective action by the society-we see
very serious social problems in our country and society. And it's very
important to the health of our society to solve those problems. But if you
can't do it in one form or another by the government, then how do you?

DR Wniinms. Let me say the following. I think that one of the things
that we can do is not to have official attacks on institutional structures,
such as the family. Le. me give you an example of what I mean.

For example, where I live, in order for my daughter to get her ears
pierced, I have to give parental permission. In order for her to go on a ski
trip by the school, I have to give parental permission. But it's possible
that she may be able to get an abortion without parental permission. Now,
I'm not bringing up the issue of abortion, one way or the other. But the
point is that if she does not need parental permission, if the authority of
the family is undermined on something as important as abortion, why
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should she listen to me about abstaining from sex or using drugs or things
like this?

I'm saying that there are certain things that have transpired in our
society that are quite different from the past that have undermined author-
ity. In some places, for a principal to go into a kid's locker to look, he
needs a search warrant.

And so I think that what government needs to do, not only at the
federal, state and local level, and at the courts, is to stop this attack on
institutions.

REPRESENTATIVE SoLARz. Well, you make a very good point.
Let me ask the others a final question, so we can go and vote.
To. the extent that some of the most serious pathologies in the country

today are related in one form or another to the breakdown of the
family-not exclusively but to some extent-what about Dr. Williams'
point that, on this question of parental consent, if a young girl, a teenage
girl wants to get an abortion, that by not requiring parental consent, you
inevitably undermine the authority of the family, and thereby contribute
to the trend that has pathological consequences in society?

DR LEvrrAN. We end up, or at least I end up, agreeing with Dr. Wil-
liams. Certainly, we've done much to deny and break down the authority
of the family.

REPRESENTATIVE SOLAZ. You would require parental consent?
DR LEVITAN. I would require parental consent. I would give the princi-

pal more authority, as far as the school is concerned.
REPRESENTATIVE SOLARZ. I suppose the argument on the other side

would be that, if you require parental consent, you will get a lot of young
girls who will not be willing to seek consent-out of embarrassment or
fear or shame or whatever-who then, without parental consent, won't be
able to get an abortion in a clinic and will end up going to some back
alley practitioner. And then a certain percentage of them will get mangled
and die.

DR LEVrrAN. Mr. Chairman, every solution to a problem creates new
ones. And I think what Dr. Williams said makes much more sense to me.

Obviously, you're not going to solve the problem. But what I'm sug-
gesting, if I understand Dr. Williams, is that we have to enhance the
authority of the leaders of society-whether it's parents or it's princi-
pals-4o help children to control their lives.

REPRESENTATIVE SOLEUz I have a note here. What about a daughter
who's a victim of incest? I assume you can make a provision in the law
that, in such circumstances, the girl could submit an affidavit saying that
the father was-

DR WILLIAMs. That's a different matter.
DR SmEmiNG. You need another panel here.
You wanted us to talk about poverty. You've changed the horses here

quite a bit.
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REPRESENTATIVE SoLARz. Well, this has been very helpful. I think that
we've illuminated some important issues and certainly put it into a very
interesting statistical perspective. And I think it's been a very constructive
hearing, and I appreciate your willingness to take so much time.

The hearing is adjourned.
[Whereupon, at 4:50 p.m., the Committee adjourned, subject to the call

of the Chair.]

0



THE WAR ON POVERTY:
ADMINISTRATION POLICY AND

ALTERNATIVE STRATEGIES

TUESDAY, NOVEMBER 19, 1991

CONGRESS OF THE UNITED STATES,

JOINT ECONOMIC COMMITTEE,
Washington, DC.

The Committee met, pursuant to notice, at 10:00 am., in room 2359,
Raybum House Office Building, Honorable Stephen Solarz (member of
the Committee) presiding.

Present: Representatives Solarz and Armey.
Also present: Lucy Gorham, professional staff member.

OPENING STATEMENT OF REPRESENTATIVE SOLARZ, MEMBER

REPRESENTATIVE SOLARZ. The Committee will come to order.
In 1977, at the dedication of the new Health and Human Services

building, Hubert H. Humphrey-one of the War on Poverty's greatest
champions-reminded us that the moral test of government is how that
government treats those who are in the dawn of life, the children; those
who are in the twilight of life, the elderly; and those who are in the
shadows of life, the sick, the needy, and the handicapped.

Fourteen years later, as millions of Americans prepare to face a winter
of economic hardship and dwindling expectations, Vice President
Humphrey's words are, if anything, even more salient.

As we convene our final hearing in this series on the legacy of the
War on Poverty, we come face-to-face with the grim reality of continuing
and growing poverty in America.

For while there may be disagreement about whether the recession has
ended, it is indisputable that poverty in America has worsened over the
last year.

Recently released Census Bureau statistics for 1990 show that for the
first time since 1983 the number and percentage of Americans living in
poverty has grown.

In 1990, poverty levels rose to 13.5 percent from 1989's 12.8 percent.
There were 33.6 million people mired in poverty last year, 2.1 million

more than the year before.

(305)
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Furthermore, with the fragile economic recovery and state social
service budgets strained to the limit, there is a very real possibility that
1991 poverty statistics will be even worse.

In this series of hearings, we have attempted to measure the true
impact of the War on Poverty.

Many of those most critical of this effort, some Presidents among
them, have often failed to distinguish between the successful antipoverty
initiatives of the past generation, such as Head Start and the Job Corps,
and the 50-year-old welfare system that manifestly needs further reform.

These critics also ignore the crucial role that the creation of Medicare
and expansions in Social Security benefits have played in substantially
reducing poverty among the elderly.

Finally, they often assert that pro-growth economic policies alone will
do more to end poverty than federal programs, ignoring the experience of
the 1980s when the longest peacetime expansion in U.S. history did little
to increase economic opportunities for the poor.

The purpose of today's hearing is to find out, based on the experience
of the past 25 years, what can be done to significantly diminish poverty
in America.

It may be too much to believe that we can eliminate poverty complete-
ly, but surely we can and must make progress toward this critical goal.

The real question is how best to meet this enormous but essential
challenge.

We have with us today, in order to help us consider these important
questions, one of the Administration's most imminent spokesmen, a
former colleague and, I must say, a very good friend for whom I have the
highest personal regard, Jack Kemp, who is now serving as Secretary of
Housing and Urban Development, who will discuss with us the Adminis-
tration's plan and programs for combatting poverty.

In addition, we will also hear from one of the leading Democrats in the
Congress in this area, another very good friend and a fellow member of
the New York delegation, Representative Tom Downey, who is the
Chairman of the Ways and Means Subcommittee on Human Resources,
who will focus, as I understand it, on congressional initiatives to help
diminish poverty in our country.

After we hear from Congressman Downey, we will hear from a third
panel of witnesses, which will include Robert Greenstein of the Center on
Budget and Policy Priorities, and Stuart Butler of the Heritage Founda-
tion, who will discuss alternative strategies for combatting poverty.

Our final two witnesses will discuss private-sector efforts to alleviate
poverty in the country.

We will hear first from Linda Wilcox of Coastal Enterprises, Incorpo-
rated; and our final witness will be Stella Horton of the Education,
Training and Enterprise Center.

Unfortunately, we had also hoped to hear from Dr. Norris Haynes of
the Yale Child Study Center, but Dr. Haynes is ill and will not be able to
participate in the hearings.
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Before I ask Secretary Kemp to begin his testimony, why do I not ask
my other very good friend and colleague and participant in these hearings,
the gentleman from Texas, Congressman Armey, for whatever words he
might like to offer.

REPRESENTATIVE ARMEY. Thank you, Mr. Chairman.
Let me ask, with consent, to put my formal statement in the record.
REPRESENTATIVE SOLARZ: Without objection.

OPENING STATEMENT OF REPRESENTATIVE ARMEY

REPRESENTATIVE ARMEY. This is a continuing series of hearings on a
very important subject.

I think there is one point from which we both approach this, and
where we are in total agreement: poverty and the conditions of poverty
are heart-breaking, and they must be dealt with as quickly and effectively
as possible.

I want to also join you in welcoming Secretary Kemp and Congress-
man Downey.

I feel like I must observe that, given three New Yorkers in such
prominence here, it's probably a good thing for the Nation that we have
one Texan.

That makes the odds about even.
[Laughter.]
Even though my time will be shared between here and the Banking

Committee where there is a good deal of mischief afoot on a markup, I
will try to spend as much time here, and I think a part-time Texan ought
to balance three full-time New Yorkers.

We will make the best effort we can, and I want to thank you all for
your patience with me and your grand sense of humor.

REPRESENTATIVE SOLARZ. Let me say to my friend from Texas, I am
delighted the ratio is now down to 1 to 3.

[Laughter.]
Some have said it was higher in the past.
Jack before you begin, let me just make one other observation. In the

past, this Committee has often been a pulpit for competing ideological
antagonisms.

Congressman Armey and I have tried to approach these hearings in a
genuine effort to determine how serious the problem is, and how it can
best be dealt with.

While it remains to be seen whether we will succeed, it is my very real
hope that at the conclusion of these hearings we will be able to come up
with some agreed-upon assessment of the problem, together with some
joint recommendations about how to deal with it.

There is one thing I think, in principle, probably all of us can agree
with. That is, if we are going to make any real progress in dealing with
the problem of poverty, it would certainly be very helpful if we could
begin to forge the kind of cross-party and cross-ideological coalitions
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which have tended to allude us in the past. To the extent that we continue
to quarrel about this over here, the chances of meaningful action are
greatly diminished.

So, I want you to know, we approach your testimony not in any kind
of adversarial spirit, but rather in a genuine desire to get the benefit of

your thinking about this problem and your suggestions for dealing with
it.

STATEMENT OF THE HONORABLE JACK KEMP, SECRETARY
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

SECRETARY KEMP. Well, Mr. Chairman, thank you for that very gracious

introduction and for the warm welcome that you and Congressman Armey
have provided me.

I know I speak for Tom Downey when I say that as colleagues in the

Congress, and while on different sides of the aisle, I take with great
hospitality your willingness to look for a new way, some synthesis
between what appears to the public as a diametrically opposed position
between Democrats and Republicans, and liberals and conservatives.

Congressman Armey alluded to the fact that we are three New
Yorkers.

Let me say that I grew up in Southern California. I played pro football
for the Buffalo Bills.

If I look a little disheveled today, it is because I sat up until 12:15 last

night watching Jim Kelly decimate the Miami Dolphins.
[Laughter.]
REPRESENTATIVE SOLARZ. In 17 years here, I have never seen you look

"disheveled."
[Laughter.]
SECRETARY KEMP. Maybe disorganized a little bit.
I live now in Bethesda, Maryland. So, I do not want Congressman

Armey to feel left out.
I am not here representing New York or Texas.
I am obviously a member of the Bush Administration, so I represent

hopefully the collective wisdom of our Domestic Policy Council's

Economic Empowerment Task Force, which I chair.
Mr. Chairman, today, I really do speak as someone that I think you

would expect has not spent necessarily all his time theorizing about this

problem, but who has spent a lot of hours and days and nights, if you
will, in pockets of poverty that really, as you pointed out earlier, are a

stain on our democracy at this point in our Nation's history.
I am not a Hubert Humphrey democrat.
I am on the other side of the political aisle, but I have great regard and

respect for the late, great Senator Hubert Humphrey.
I want you to know that I think it took a lot of courage for you to

invite me here.
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I have been called a "witch doctor," "snake oil salesman," "dangerous
riverboat gambler," and a "voodoo economist," and that was coming from
my own Party, so I can imagine what you guys used to say about me.

[Laughter.]
But seriously, Mr. Chairman, I really respect the effort that you and

the other members of this Joint Economic Committee are making.
I want to say, at the outset, I am one of the members of the Adminis-

tration and the Republican Party who views with great anticipation the
type of bipartisan cooperation that you talked abut at the beginning.

I have said publicly that efforts such as are being made by this
Committee, and also by my friend Tom Downey, and by Charlie Rangel,
Mike Espy, Senators Bentsen, Moynihan, and other leading spokesmen
and women for the Democratic Party are very much welcome.

I would like to think that my heart-felt feelings about the economy and
the recession and the War on Poverty will be taken in the spirit of the
cooperation that you have alluded to so dramatically at the beginning of
this hearing.

A Chinese philosopher one time said that there is a lot of wisdom on
this earth, but unfortunately it was all divided up among human beings.

I do not come with a fount of wisdom, and I do not come with all the
wisdom. I just come with a little piece of that wisdom that I know many
of us are concerned about.

And the other people, the panels and those who testified before this
Committee, will share their wisdom with you, and I want to offer it in the
spirit that you introduced these hearings.

I share your belief and that of Congressman Armey that it is a moral
and political imperative that this country wage war on poverty.

The whole world is looking to us for leadership. We have provided the
type of leadership that is helping to lead us to a global democratic revolu-
tion.

As in all revolutions, Dickens reminds us from the French Revolution
on, there are contradictions and paradoxes, such as he starts his book, A
Tale of Two Cities: It was the best of times; it was the worst of times."

Today, it is the best of times in terms of our hopes for the world, in
terms of our hopes for a more peaceful, democratic, liberal trading world
order, if you will.

It is the worst of times if you are homeless, if you cannot afford a first
home, are poor and caught in the welfare trap.

It is the worst of times if you have been caught up in the despair that
grips all too many people's lives that leads in some cases to some of
those decisions that people make about drugs and alcohol or crime.

I am not making a case that crime, alcohol and drugs are the result of
poverty, but I am suggesting that poverty indeed creates an attitude and
a behavioral modification syndrome that reflects itself in some of the
social pathologies that we see all too often in these pockets of poverty.
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So, let me take it to an even stronger statement: Abraham Lincoln's
House Divided Speech helped rally this country to the moral impediment
of ending slavery in the last Century.

I would hope that with all my heart that the efforts that are being
made, not only by those of us in our Party, but by those of you in your
political party, can remind America today that a house divided between
affluence on one hand and grinding, abject poverty on the other cannot
stand.

We will survive, but we cannot stand as an example to the rest of the
world as a model of democratic social justice, or entrepreneurial
capitalism with a human face, if this is to be allowed to continue.

So, I approach this with a sense of urgency, and I approach it with a
sense of cooperation, and I approach it with a sense of passion that has
led me to the conclusion that we cannot politically or morally condone the
existence of the level of poverty, despair, homelessness, and joblessness
that all too often grips this Nation.

I am going to ask unanimous consent, Mr. Chairman, that the remarks
that I have prepared be put in the record in their entirety, and I will
summarize them.

REPRESENTATIVE SoLARz. Hearing no objection, your entire statement
will be placed in the record.

SECRETARY KEMP. I was hoping somebody would object and I could
read the whole thing.

[Laughter.]
But seriously, I need to respond to one thing that you said at the

opening, Mr. Chairman. That is, the seeming conflict between the pro-
growth forces and the pro-safety net forces.

I want to say at the outset that-and I do not speak for just myself
now, I speak for the Administration and the President-we need a safety
net under which people should not be allowed to fall, but we also need
a ladder of opportunity upon which people can climb.

Now, that is not a cliche with me, nor is it with you, or Tom Downey.
But I want to say with all the emphasis I possibly can that this

economy, whether it is technically in or out of a recession, is less
important than the fact that people are, as the President has said, and as
you and others have said, people are hurting.

Unemployment is way too high. It is particularly high among minority
men and women. It is unconscionably too high among the poor.

The greatest enemy of the poor is recession. You cannot save the
safety net in a recession.

David Broder in Sunday's Washington Post had a fascinating column
about state and local governments running out of money. I mean, you can
go to any state in the country.

I saw today where Connecticut after a tax increase in 1990 is dealing
with another deficit in 1991, and projected in 1992.
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David Broder quotes the National Association of State Budget Officers,
NASBO-I've never heard of them before, but I will take his word for
it-they said their latest state expenditure report compiled by this National
Association showed double-digit spending increases in three-fourths of all
the states in our country for corrections, Medicaid and Social Services,
keeping prisoners out of the way, and having to pay medical bills for the
poor. It says the fastest growing element of state spending are squeezing
out programs that the middle-class really value.

I think it is starting to pit the middle-class versus the poor.
It leads to the type of thing where a David Duke could get 39 or 38

percent of the vote of one state.
Not everybody that voted for David Duke is a racist. But there is a

problem whenever an economy is in a contraction, you end up with
demagogues coming to the surface.

I do not need to remind the Chairman that Adolph Hitler came to
power in a severe depression. His first putsch in Munich occurred during
the hyperinflation of 1923.

So, it is absolutely essential that the economy perform at high levels
of growth, output, employment, and opportunity, and in that sense, Mr.
Chairman, I am egalitarian in terms of opportunity. I am not egalitarian
in terms of reward. I guess I do not need to remind the Chair of that.

You are right about Head Start, and Job Corps, and help for the
medical bills of poor people.

Frankly, we have to find even a better way to do it.
Mr. Chairman, the welfare system, in and of itself, needs radical

peristroika, restructuring, radical overhaul.
I know I am supposed to be a conservative and you are supposed to

be a liberal, but both of our hearts bleed for poor people who have to deal
with the welfare system that is basically an entrapment and a swamp into
which they are being pulled. It perpetuates dependency. It perpetuates all
of the behavior that is at odds with what we know to be true about
climbing up that ladder that has heretofore been called the "American
Dream."

On the second page of my testimony, I mentioned some ways in which
poverty has been created.

I won't go into it, but, Mr. Chairman, of all the things I would like to
impress upon this panel today, it is to accept your thesis that we need a
third way; that we need to honestly and candidly, and objectively explore
empirical evidence of success, if there is success-and I think you alluded
to some-and also candidly, intellectually, and politically, with honestly
and candor, explore what has happened.

Why is it that after $2.4 trillion of the Great Society War on Poverty
spending we have more poverty, as you put it?

Mr. Chairman, I have come to the conclusion that, in effect, we have
two economies.

We have a macroeconomy that is predicated upon incentives and
rewards for productive human behavior. It is predicated upon private
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property. It is predicated upon market incentives. It is predicated upon the
link between effort and reward.

The inner city-and I am not blaming now the victim, I am blaming
the system. I, while conservative in my values, am radical in my belief
that we need to alter and change and reform and bring peristroika to this
system. In the inner cities of America, these pockets of poverty, in effect,
Mr. Chairman, you have almost a third world socialist economy, or an
Eastern European socialist economy.

There is very little private property. It is mostly public or public
housing.

The reward for working is not as great as the reward for welfare.
Now, rather than be accused of giving a Duke-like statement about

welfare, I do not blame the people. I blame the system.
I heard the President say in Cochran Gardens-a public housing

community in St. Louis-that if the system is not working we should
change the system.

I must admit, I had something to do with encouraging the President to
see how fundamentally at odds the welfare system is with the aspirations
of poor people.

My metaphor for this is the young woman written up in The Wall
Street Journal. Her name is Grace Capitello. She has a 5-year-old
daughter. She wanted to send her daughter to college-what a radical
idea! She wanted to send her daughter to college, so she saved money.

She was fined literally $15,000 by a Judge in Milwaukee, Wisconsin,
because she had exceeded the asset limit on Aid to Families with
Dependent Children. You know the story well.

She said at the bottom of The Wall Street Journal article that she will
never save again for college, or a first home, or a piece of property, or
have a savings account as long as the system punishes her as being a
fraud. She said she was going to go out and get a job.

The article does not say, if she gets a job in Milwaukee, Wisconsin,
Washington, D.C., or in New York City, Mr. Chairman, with one
daughter, one child, the government will begin to take away her welfare
and will begin to tax her income to the point that the reward for her
working is probably lower than the reward for being on welfare.

Now, something is wrong, and we need a radical change.
This economy punishes people for being married.
At the Martin Luther Public Housing Community in Harlem, New

York, when a woman got married recently, her rent jumped-not recently,
about a year ago-from $60 a month to $600 a month because she added
a wage earner to her household, and the rent jumped from $60 to $600.

You will be glad to know, Mr. Chairman, I changed that by govern-
ment fiat. I just changed the regulation.

We put a cap on that charge on public housing residents for women,
or family, or marriages.

I would do all of this by fiat if I had the opportunity. I do not have the
opportunity in every case.
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Obviously, we need tax reform. We need a greater break for the
family.

I applaud what Tom Downey is attempting to do, as is Bentsen, Roth,
Republicans like Coates and Wolf-I mean, the family is the most over-
taxed institution in the United States of America.

Had the family had an exemption for their children that was in 1991
dollars-the equivalent of the 1946 Tax Code-the exemption for your
children would be worth $7,000. That means a family of four would not
pay any tax up to and including about $35,000 of income.

We give people in America a tiny $2,000 IRA account, and if they
ever cash it in, we nail them to the wall.

It is a disgrace that this country does not say no tax on income or
savings of any low- and moderate-income person as they begin to move
from the welfare and unemployment lines, if you will, to work and climb
the ladder of opportunity.

The ladder, incidentally, Mr. Chairman, rises as high as it possibly can.
There are no limits to how high a man or woman in this country can rise,
by and large, if they do it legally, and if they do it obviously in producing
either a widget or something that the consumer wants to buy.

The problem is not the ladder's height; the problem is the ladder does
not dig deep enough into the pockets of poverty.

As I said, we now have a third-world, socialist, inner-city, welfare
economy that is not the fault of the victim; it is the fault of the system,
and your efforts to explore avenues of change in the system are to be
highly applauded.

Some ideas, real quickly, and then I will try to respond to any
questions.

Now, these are all in the President's budget, so I want to assure all my
colleagues at the White House in John Sununu's office who are watching
me to see that I am politically correct

[Laughter.]
SECRETARY KEMP. I said with my tongue firmly planted in both

cheeks-
[Laughter.]
SECRETARY KEMP. -that I am not saying anything that is not in the

President's budget.
Now, do not get me in trouble, Congressman Solarz. I know you have

a quip coming.
REPRESENTATIVE SOLARZ. Well, I was going to say that it appears the

manifestations of socialism are to be found not only in the inner cities,
but even in the White House, where the Thought Commissar attempts to
control the-

SECRETARY KEMP. I brought that on myself, I know.
[Laughter.]
That is what I get for adding a little levity to the occasion.
[Laughter.]
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SECRETARY KEMP. But, look, I have plenty of blame for Congress, as
I am sure your Party has plenty of blame for the White House.

I am here speaking for the President, and you are here, not speaking
for the whole Party, but you have some answering to do when you stop
and think that Chairman Rostenkowski has yet to extend the Low-Income
Housing Tax Credit that is on the Democratic and Republican platform.

You have some answering to do for the fact that Enterprise Zones has
been sitting on the Ways and Means Committee's lap for ten years, as co-
sponsored by members of the Black and Hispanic Caucuses, and I got the
Conservative Opportunity Society Caucus to co-sponsor it. It ought to be
done, and it is an outrage that it has not been done.

We have not extended the R&D tax credit for technology, or
investment in research and development.

Mortgage revenue bonds are still sitting on someone's desk over at
Ways and Means.

I am not picking on Dan Rostenkowski. I am not picking on anybody.
In the spirit of the occasion, you said you thought that there ought to

be less blame and more efforts to find that synthesis, that third way, and
in that spirit, I want to say what I think we ought to do.

This is not the final list. I offer it in the spirit of the occasion.
Number one, we should eliminate the tax on the entrepreneur who

wants to start a business in a red-lined area of the United States of
America.

Charles Rangel said the biggest problem of a minority businessman or
woman is setting access to seed corn and venture capital.

Therefore, he wants to-and I support it and the Bush Administration
supports it-give an investor in a minority enterprise of an Enterprise
Zone a 100 percent exclusion from taxation on the first $50,000 of
investment in the stock, the debenture, or the equity of an Enterprise Zone
enterprise.

Many members of your Party are supporters of an earned income-tax
credit or a refundable EITC.

I believe we ought to expand the earned income-tax credit so that that
woman in Milwaukee, or that man who is unemployed in your District,
Mr. Chairman, who takes a job, does not find their income going down
because of taxes and loss of welfare. There should be no tax up to 180
percent or so of the poverty level.

Number two, we ought to rapidly and radically alter the access that
poor people have to property in the inner cities.

I am trying to do it in public housing. Your friendship and sympathy
with this idea is well-known.

I know it causes heartburn on the left, and, frankly, it causes some
heartburn on the right.

I am getting accused of being a big government conservative because
I want to give people some opportunity to get access to homes, and on
the other hand, you would be accused of privatizing public housing.
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Somewhere in between these radically different views of the approach
to privatizing public housing, or home ownership opportunities in public
housing, I think we could come to a conclusion. Yet, for FY 1992,
Congress gave us, I think, just 40 percent of the President's budget
requests for helping low-income families become homeowners.

I am committed, and President Bush is committed, to creating a
million new homeowners among the ranks of low- and moderate-income
people by 1992.

I hope we can meet the goal, Mr. Chairman, but frankly it is going to
be tough, given the fact that the Congress did not appropriate enough
money. They gave us 40 percent of our budget for that.

If you read Michael Scherraden, the Professor of Washington
University in St. Louis, who wrote a book called Assets and the Poor, the
single most important thing he said you can do to fight poverty is to give
low-income people on welfare today, which is basically creating a
dependency, and give them a chance to get access to property, seed corn,
assets, and venture capital. Our whole welfare system should be aimed at
not perpetually making people dependent upon Washington, D.C. or the
government, but on giving them an opportunity to convert their Section
8 voucher for housing assistance for a downpayment on a home, if that
is their choice.

Public housing should be homesteaded, as we are trying to do, and as
Lincoln did in the last century.

Unemployment compensation should be allowed to be taken in a lump
sum, hypothetically, to put a downpayment on a piece of property, or to
maybe start a business.

Did you know, Mr. Chairman, that in Chicago, Illinois, a woman
living in public housing had a janitorial service. A businessman, out of
the goodness of his heart, gave her a computer. She was accused of
welfare fraud because she had an asset that exceeded the AFDC laws.

Any asset is a violation of the welfare laws.
We tell the American people, we want you to save. We want you to

be businessmen and women. We want you to go to work, but the welfare
system in this socialist economy takes away the asset and the property,
and worst of all, takes away the incentive for getting out of poverty.

It is a national disgrace, and I pledge to you, Mr. Chairman, I will do
everything I can to work with you and this Committee, on a bipartisan
basis, on behalf of the Administration, to do whatever it necessary to alter
the conditions in which we have forced people to live in the United States
of America.

Finally, a couple of other things.
The low-income housing tax credit has to be extended. I told the

Urban Caucus, Mr. Chairman, that I would commit the Administration to
that support. The President is committed to it. It is in our budget, and it
has yet to be passed by the Congress.

IRAs for downpayments on homes. That is widely viewed as a good
idea.
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It shocks me that all these good ideas are floating around, but we say
that we do not have time in this session of Congress.

Why not, Mr. Chairman?
Enact a Pro-Family tax cut to give families more after-tax income.

Downey, Bentsen, Roth, Coates, Wolfe, there is a broad consensus that
we need to do something to remove the tremendous burden that is
suffocating the families of America.

I am going to stop on this point, Mr. Chairman.
When you stop and think about it, good education, a good job, and a

decent home-no matter how humble-is about the greatest avenue and
ladder out of poverty that the world has ever known. It has converted
millions of immigrants. It worked in our last century. It worked at the
beginning of this century.

Unfortunately, the system is not working today. I would hope the
debate is not just over spending, because if the debate is over spending,
it is going to be a very poor debate.

The debate has to be about what changes we have to make in our tax
code, in our policies, in our asset accumulation, in the welfare system,
and in health care. With all due respect, while I believe that the poor need
to be subsidized in their health care, health care is a jobs issue. Education
is a jobs issue. Housing is a jobs issue.

We need, finally, and it would be no secret if Jack Kemp were to
bring a chart as to what I think is the most serious consequence of the
1986 Tax Reform Act.

I think we made a serious mistake, Mr. Chairman. I say it with some
humility, because Bill Bradley and myself, and Dick Gephardt, and a lot
of members of both parties, President Reagan-gosh-I think there was
at least near unity, if not unanimity, on the idea of bringing down the tax
rates on labor and capital in order to encourage economic growth, and
make the system fairer.

We made a mistake.
In one fell swoop, we took the capital gains tax from 20 to 28 percent.

We left it unindexed. We removed any consideration of the passive loss
investment for real estate being treated with the same conditionality as it
is in other investments.

And we literally changed our depreciation schedules and made them
longer for investing in real estate and equipment than they were prior to
the 1981 Tax Act.

But the good news is that what we did wrong can be corrected.
That is the essence behind the President's desire to cut the capital

gains tax rate.
Now, I want to say-only for myself-I do not think we should tax

capital gains. I think we should tax income once, or we should not tax it
on any asset held longer than 2 or 3 years.

We certainly should not tax it on the inner-city entrepreneur.
But the reason it should be cut to 15 percent, Mr. Chairman, is-and

as I said-this is my third closing, but this is the final-as the Rabbi said,
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before I speak, may I say a few words-before I conclude with my
conclusion, may I conclude with this observation.

The collapse of the new, net business formation, the entrepreneurial
sector of our economy, the sector of the economy upon which we depend
for jobs, the sector of the economy which exploded in the 1980s, no
matter what else you think about the 1980s-putting aside Reagan, or
Kemp-Roth, or anything else-the remarkable growth rate was in the
small-business entrepreneurial sector.

A Wall Street Journal editorialized recently and said, "Minority
Enterprise Expanded by Literally Two-Thirds in the 1980s."

More new businesses were formed by African-Americans, Hispanic-
Americans-women went into business by a faster rate than ever before
in the history of this country. There was an 80 percent increase in
Hispanic-owned businesses.

Now, I am going to say something radical. The only way you can
create employees is to create employers. The only way you can create
new jobs is to create more small businesses. The only way you can create
small businesses is to remove the burden on the men and women who
create those jobs-i.e., cutting the capital gains tax, which is the highest
in the world. We have the highest capital gains tax rate in the world. It
is unindexed.

I want to make a case that it ought to be at least 15 percent. It ought
to be indexed. But I do not want to miss out on the opportunity to say
that, even worse than that, Mr. Chairman, the value of real estate in the
Northeast United States, both commercial and residential, according to
Alan Greenspan, Bill Seidman, Wayne Angel of the Fed, and others in the
FDIC, is causing the cost of the bailout to go up, is causing the revenues
of the states to go down. It is causing us to end up in a zero-sum contest
between, as David Broder said, the middle class and the poor.

I think it is a free lunch to cut it-a free lunch. It would raise the
value of real estate. It would raise the value of financial assets. It would
lead to higher revenues for states and cities. It would lead to a reversal of
this terrible record of losing new businesses. It would help create jobs.

It would lower the cost of the RTC bailout. And I will tell you what,
Mr. Chairman, I want to say, as a member of the RTC Oversight Board,
if we do not do something about the high and unindexed capital gains tax
rate in the United States of America on the residential property, on
commercial real estate, on financial assets, on homeowners, and on
entrepreneurs, we are going to end up with an FDIC bailout that exceeds
the bailout-well, I cannot say that-it is going to be excessive. It is
going to be costly to the taxpayer.

And the nonperforming loans of the portfolios of every intermediary
institution from the thrift, from the banks to the insurance companies, is
going to cause serious problems for this country.

It is inconceivable to me why we cannot get together on an incentive-
oriented tax reform effort to lower the cost of labor, lower the cost of

55-478 0 - 92 - 11
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capital, and help the American family deal with these economic straits,
and fight poverty at the same time.

I thank you for your indulgence, Mr. Chairman, and your hospitality.
[The prepared statement of Secretary Kemp, together with charts,

follows:]
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PREPARED STATEMENT OF HONORABLE JACK KEMP

Mr. Chairman and members of the Committee, thank you for this opportunity to

discuss a new war on poverty, and thank you for your leadership in exploring ways to

help the poor.

It has been almost three decades since this country first declared "unconditional

war on poverty." In that time, poverty has become entrenched as never before in this

country, ending its steady decline from 30 percent after the Second World War to 12

percent in 1968 Since the upsurge of social welfare programs - which have doubled as

a share of Gross National Product (GNP) - that progress against poverty has stopped.

There is no denying the noble intentions of the Great Society, but since the mid-1960s,

we have spent $2.6 trillion on a war on poverty - and poverty appears to be winning.

I would be remiss if I did not point out that poverty numbers are deeply distorted

by the fact that the Census Bureau does not count in-kind welfare payments, such as

food stamps, housing and Medicaid, and a significant portion of AFDC. In fact, the

Census misses over $11,000 in benefits per household, according to Warren Brookes.

But the poverty numbers also don't reflect the critical consequences of the

breakdown of the traditional American family, as increasing numbers of Americans in

poverty are in one-parent homes with no one working at all. In fact, in 1959 28 percent

of poor families were headed by women. Last year, 62 percent were headed by single

mothers. Nearly all welfare programs today subsidize that type of family, which actually

promotes a rising poverty rate.
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If one steps back and examines some of the orthodox notions about fighting

poverty, one can see why they have not succeeded, and indeed why we have created

more poverty.

How do countries cause poverty? What policies and principles destroy the

economny and cities and make people dependent on government? Let me offer some

suggestions:

o Impose steeply graduated tax rates on labor and capitaL leave them

unindexed as well, and then allow inflation to push people into ever higher

tax brackets that are confiscatory.

o Reward welfare at a higher level than working.

o Tax the entrepreneur who succeeds in the legal economy - while

permitting the underground and untaxed economy to flourish.

o Reward people who stay in public housing more than those who want to

move up and out into private housing and homeownership.

o Give a greater reward to the family that breaks up, rather than to the

family that stays together and remains intact.

o Encourage debt and spending rather than saving, investing and risk taking.

o Finally, destroy the link between effort and reward.

Mr. Chairman, we have effectively created two economies in this country. One

economy - the mainstream economy - is democratic capitalist, market oriented,

entrepreneurial, and based on private property. It offers incentives for working families
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and rewards work and investment, productivity and saving. Indeed, incentives abound for

productive economic and social behavior.

It was this economy, triggered by the income tax rate cuts in 1981, that generated

21.5 million new jobs, more than four million new businesses including record increases

in the number of minority-owned businesses, relatively low inflation, and a higher

standard of living for most people. This economy created more jobs in the last decade

than all of Europe, Canada and Japan combined. The GNP grew by a third and

revenues increased by 40 percent. And according to the US. Treasury, federal income

taxes paid by the top one percent of taxpayers surged by more than 80 percent from

1981 to 1987. In 1980, the wealthiest five percent of Americans paid 35 percent of

income taxes, and after the tax cut they paid 46 percent, and the top 50 percent of

earners accounted for 95 percent of total income tax collections.

But there is another economy - a second economy that is similar in many respects

to Third World or Eastern European socialist economies. It functions in a fashion

opposite to the democratic capitalist economy, indeed it is neither capitalist nor

democratic. It predominates in the pockets of poverty throughout urban and rural

America. This economy has barriers to productive social activity, and a virtual absence

of economic incentives, rewards or private property. It denies black, Hispanic and other

minority men and women entry into the economic mainstream as much as Jim Crowism

did after the Civil War. It stresses dependency over independence; subsistence over

self-sufficiency, and literally has eliminated the link between effort and the reward for

productive human activity.
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The irony is that the second economy wa born of desire to help the poor,

alleviate suffering and provide a basic social safety net The results were a

coiunterproductive economy and a counter-intuitive welfare system aimed at perpetuating

poverty, instead of the springboard to prosperity that in the hallmark of the American

dream

Mr. Chairman, the 1980s were a decade of renewal and opportunity. But not for

everybody. This is the worst of times for people who can't afford to buy their first home;

for peopl without jobs, who are homeless, who are trapped by drug addiction, who are

living in despair. I believe, Mr. Chairman, that the most important way this nation can

combat despair, poverty and hopelessness is to use the tools of democracy,

homeownership and entrepreneurial capitalism as a ladder for upward mobility.

Let me outline some ideas for a national agenda to help low-income people and

our nation find the keys that wiD help unlock the shackles on growth, hope and

opportunity. Many of these items are contained in the President's growth and

empowerment agenda, and many are supported by members of Congress on both sides

of the aisle:

o Eliminate the capital gains tax in distressed urban and rural

communities that we would designate as Enterprise Zones, to help

expand ownership of business and create new jba.

o Use housing policy to expand homeownership opportunities for lw-income

and minority families through resident management, urban homesteading

and privatization of public housing and other properties; increase the use
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of tenant-based aistance; and implement self-ufficiency programs to

promote greater choice, dignity and asset accumulation.

o Eliminate the excessive tax rates on persons trying to leave welfare and

take Jobs. Today, those who attempt to leave welfare face the highest

marginal income tax in the United States.

o Encourage homeownership by aflowing first-time homebuyers to use their

IRAM for downpayments, without tax penalty.

o Increase the supply of affordable housing for minorities and the poor by

extending the low income housing tax credit (LITC).

o Foster quality education by expanding educational choice through magnet

schools tuition tax credits, educational vouchers and family choice.

o Enact a pro-family tax cut to give families more after-tax income in order

to reduce financial pressures, to help families keep more of their resources

to take care of their children, and to help them break free of government

assistance."

o Cut the capital gains tax rate to launch a new decade of economic growth,

capital formation and job creation.

Let me address some of these issues in more detail.

First. Enterprise Zones. We need to greenline for success those areas of our

country that have been redlined for failure. President Bush has again asked Congress to

establish 50 Enterprise Zones in which the capital gains tax would be eliminated

completely. Enterprise Zones have proved themselves at the state level, through they are
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just a glimmer of what could be achieved with the power of Federal iniiatives.

Enterprise Zones would directly benefit those who need the basic commodities of an

economy. Jobs and a steady income. Enterprise Zones would create rung an the ladder

of opportunity for those residents who are below the poverty line.

Second. is a radical new direction in housina and welfare policv. When I became

Secretary of HUD, I made a commitment to wage war on poverty by using the resources

of the Department to expand homeownership and affordable housing opportunities; to

empower the poor through resident management and urban homesteading; to fight

homelessness; and to create jobs and economic development. These activities are at the

very heart of HUD's historic mission to fight poverty. But Mr. Chairman, this

Department and the Bush Administration have intended from the outset not to be

constrained by the traditional means of fighting poverty that have become grossly

inefficient and that have placed low-income families on a treadmill of endless poverty

and dependence.

We clearly recognize the need to provide basic shelter assistance to the millions of

families who live in substandard housing, are faced with homelessness, or who pay large

portions of their modest incomes for rent. However, this Administration does not buy

the argument that poverty is a permanent or perpetual condition. We have proposed

programs and budgets intended to redirect housing policy back to the poor and low.

income families who are the intended beneficiaries of HUD programs, with the goal of

ending poverty and dependence.
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To an extent, we have had the cooperation of Congress in this effort Congress

authorized the Administration's HOPE Grants proposal to enable low-income families

and tenants to become homeowners with a stake in their communities. HOPE is

intended to break the cycle of poverty, dependence and despair that has entrapped low-

income families, and to replace it with access to assets, private property and opportunity.

The most successful asset-based anti-poverty program in American history got

underway a hundred years before the Great Society. It was Abraham Lincoln's

Homestead Act of 1962. Homeownership is the classic path to the American dream. the

median net worth of homeowners in 1984 was 30 times that of renters. Homeownership

is a fundamental building block of prosperity in America. It is no different for the poor

than for the middle class.

Congress also approved the Administration's Shelter Plus Care initiative to expand

community-based mental health facilities, drug abuse treatment, job training and day care

to help the long-term homeless get the shelter and support services they need to re-enter

the mainstream economy. It also approved the Administration's Family Self-Sufficiency

program to link Section 8 and public housing assistance with job training, education and

other assistance to provide residents with opportunities for upward mobility.

Unfortunately, the promise of some of these new directions in housing was not

matched by the performance of Congress in appropriating the funds for them. Because

Congress approved only 40 percent of the authorized amount, we will have to settle for

great deal less that we had hoped, the opportunity for homeownership will be delayed or

denied for thousands of low income families, and we will have greater difficulty meeting
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our goal of I million new homeownen by 1997. Congress also funded both the Shelter

Plus Care program at a small fraction of the Administration's request.

Al the same time Congress chose to protect the status quo. It ignored the

evidence that housing vouchers and certificates will meet the affordability requirements

of most families with 'worst case" housing needs and at the same time give low-income

families greater-choice of where to live. Instead, it funded public housing new

construction, which will create one-half as many units of housing as a comparable amount

of tenant-based rental 4ssistance. It even waived the matching requirement for the new

HOME program, which was intended to provide a preference for more efficient tenant-

based assistance an4'light rehabilitation over new construction. Congress even stripped

the Department of'its ability to implement rules that would have stopped the awarding of

public housing operating subsidies to inefficient public housing authorities for the

maintenance of vacant public housing units.

Third/we must help welfare recipients move to economic independence. If a

woman on welfare in New York with two children, or a father who is unemployed takes a

job, their income goes down. The startling fact in America today is that the highest

marginal tax rates are being paid not by the rich, but by welfare mothers and

unemployed fathers who want to take a job. In most cities, a welfare mother with two

children would have to earn S18,000 to $20,000 in a private sector job to earn the

equivalent of the average tax-free welfare payment.

But the loss of income is not the only barrier. According to the Wal Street

JournaL when a woman in Milwaukee, Grace Capetillo, accumulates a small savings
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accot as nest egg to help send her daughter to college, she is legally guFilt of "Welfare

fraud, and faces a S15,000 fine. Tell me how it's possible to run a welfare system which

tells people that if you work and produce and invest your time and your talent and your

energy, you're going to me worse off, There is no link between effort and reward.

People who come off welfare should not face higher marginal tax rates than the

wealthiest of our citizens. Savings and assets should not be penalized but encouraged.

Other initiatives. The President's 'Excellence in Education" Act which makes

choice among public and private schools the centerpiece of improving America's

education, has not been passed by Congress. But I believe this Committee should look

closely at choice in education for inner city schools where poor people are far too often

trapped in second rate schools.

The President's empowerment agenda also includes IRAs for first time

.homebuyers to help young families accumulate savings for downpayments on their first

homes. It includes more authority for states to experiment in welfare reform at the state

level, such as Governor Tommy Thompson in Wisconsin.

Last, Capital Gains. Mr. Chairman, I read an interesting column by David Broder

in Sunday's Washington Post concerning the serious budget shortfalls being faced by

states from Maine to California. States governments everywhere are running out of

money and are proposing drastic cuts in state services - employee layoffs, reductions in

aid to education and aid to local governments, and abolition of state agencies. The states

responded to low revenues by raising taxes, and when the economy did not respond, they

were forced either to cut services or raise taxes again.
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The culprit in the Broder piece is, of course, the Federal government, the failure

of whose economic policies has crippled the capacity of state and local governments to

meet their responsibilities.

Mr. Chairman, budget deficits are a clear indicator of slow economic growth, and

the Federal government is to be blamed for thaL But the answer to the problem of slow

growth of the economy, at the most fundamental level, is not finger pointing but an

action that will unleash the pent up forces of our economy, namely a reduction in the

capital gins tax.

Mr. Chairman, one reason for supporting a capital gains tax cu is that such a cut

would benefit the states. This is not a revelation. The capital gains tax is effectively a

transaction tax which can be avoided by not transacting. This is called the 'lock-in"

effect, and as a result of the 1986 Tax Reform Act, capital gains have been treated as

ordinary income. The tax is effectively the highest it has ever been for almost all

Americans, and because of the inflation of the last 20 years, many of the capital gains are

not real. One part of the problem for government finance is that the lock-in cuts the tax

flow.

The other part of the problem is that high capital gains taxes reduce the value of

all capital assets - stocks and bonds, commercial real estate and residential property.

Assets that must face a prohibitive capital gains rate are worth less than those facing a

lower rate, such as the 15 percent rate proposed by the President. The rise in property

values would increase revenue streams to even the smallest school district and unlock and

increase the value of capital assets.
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Mr. Chairman, it was not Jack Kemp or Ronald Reagan or George Bush - but

President John F. Kennedy - who said almost 30 years ago: 'It is a paradoxical truth that

tax rates are too high today and tax revenues are too low - and the soundest way to

raise revenues in the long run is to cut rates now."

Assts, as well as income, are the key to escaping poverty. Only assets appreciate

over time, providing a cushion during hard times and a foundation for risk-taking. Assets

become a catalyst for entrepreneurship and new wealth. The entrepreneur who uses his

talent, intellect and labor to provide a new product or service is the primary source of

economic growth and wealth creation in this country. Instead of seeking to redirect the

way wealth is distributed, we must create the conditions that create wealth in the first

place.

The most important thing we can do to help those in poverty help themselves is to

reduce the cost and increase the flow of capital. You cannot create new employees

without first creating new employers. The tax on capital is a tax on the ability of

Americans to create new wealth. Stifling tax rates on capital gains have driven up the

cost of capital to the point where we have a "capitalistic economy with no capital." The

Administration sees it as a tax on innovation, risk-taking and job creation, and thus as a

tax on the poor, the jobless and the future of the nation.

Under the current capital gains tax we will have to continue to settle for a meager

I or 2 percent growth in the economy each year, at a time when we need a decade of 4

or 5 percent annual growth.
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Experience and common sense show us that an expanding economyncreases

income to the government, as well as providing opportunity and a better life for our

people. Government revenues steadily increased in the 1980s, and there is no reason to

stop there. Even sustained, modest 4 percent increases in economic growth will double

the size of the economy to S10 trillion during the next decade and sharply increase

revenues which will be available to develop infrastructure and help educate our children,

and reduce the deficit. The alternative, Mr. Chairman, is the loss of jobs alone is simply

unacceptable.

From 1978 to 1986, when the capital gains tax rate was incrementally reduced

from 49 to 20 percent, investment seed capital - the lifeblood for the entrepreneur -

increased almot a hundred-fold. At the same time, Federal revenue from capital gains

nearly quadrupled from the jump in economic activity. Moreover, the number of black-

owned businesses soared during this golden age of venture capital, increasing by more

than a third in just four years. Blacks, Hispanics and other minorities have the most to

gain from a capital gains tax cut because they have most of their capital gains ahead of

them.

Abraham Lincoln said in a speech more than 130 years ago: "I don't believe in a

law to prevent a man from getting rich; it would do more harm than good. We wish to

allow the humblest man an equal chance to get rich with everyone else. When one starts

poor, as most do in the race of life, free society is such that he knows he can better his

condition; He knows that there is no fixed condition of labor; for his whole life. I want
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evey man to have the chance, and l believe a black man is entitled to it - in which he

can better his condition - when he can look forward and hope to be a hired laborer this

year and nez, work for himself afterward, and finally hire men to work for him. That is

the true system."

There are not enough minority businessmen and women in America, despite the

large increases of the 1980s - 80 percent for Hispanic businesses, 60 percent for Asians

and nearly 50 percent for Black-owned businesses - there are today less than 500,000

sblack-owned businesses and not enough Hispanic-owned businesses. John Jacob's speech

on the State of Black America in 1989" stated that there were only about 300,000 Black

entrepreneurs in 1982, about 2 percent of all small businesses. And Black Americans,

which comprise 13 percent of the population, own only one-half of one percent of the

Nation's S29 trillion of capital stock. There are 14.1 million small businesses in America,

and we want minority business people to have the same opportunity to realize their

dreams as other Americans in the free-enterprise system have. Our goal should be no

less than to double the number of minority-owned businesses by the end of this decade.

It was surprising to some that when the President and I visited the Cochran

Gardens Tenant Management Corporation in St. Louis in May, the President was

applauded when he called for a reduction in the capital gains rate. But the people of

Cochran Gardens have a far better understanding of what it takes to succeed in the free

market than those who have never known what it's like to be locked out, kept down, and

held hostage by the second economy. The understood the President's message, because

they know who will benefit from lower capital gains taxes.
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Taken together, all of these pieces represent an ambitious agenda and a new

direction in domestic policy that can empower the poor and expand opportunity.

In the last meeting of the President's Task Force on Economic Empowerment and

Opportunity, we considered ideas that should take us even further. I'm happy to see that

many Congressmen agree with me that we need to change our welfare system towards

self sufficiency, work, and business development. In this regard, the Task Force is

considering alternatives that might allow persons on AFDC and other federal subsidy

programs to accumulate assets and achieve greater self-sufficiency.

At HUD we are also looking at some dramatic new changes in public housing.

The Wan Street Journal recently wrote of the enormous problems in public housing; the

bureaucratized system of distressed PHAs, excessive staffs, and huge subsidies to the tune

of S5 billion per year with little to show for the money. Bob Woodson has called it "the

sient scandar and issued a study of management abuses in public housing.

HUD is going to address these problems aggressively with some radical changes to

create what we call "perestroika in public housing" - building on our HOPE program.

The initiatives we are looking at will help bring choice, competition, and competence into

public housing.

Finally, I would be remiss is I didn't point out the good work which many are

doing ai the right and the left on pro-family tax policy. The National Commission on

Children suggested a higher children's tax credit or exemption. Senator Bentsen has

made a positive proposal on the children's tax credit. The Heritage Foundation,

American Enterprise Institute, and the Progressive Policy Institute have all recommended
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variations of this idea The Republican Platform has recommended higher eaemptions

for families for more than 8 years. But the principle is a sound one - allow families to

keep more of their own income to raise children, to pay for health our, to pay for

college education, and the need for government support will drop accordingly.

I've attached a chart on the family exemption demonstrating that the exemption

would be worth over S7,000 today had it kept up with rates of inflation and income

growth in the post World War II penod. It seems to me that this is not only sometbing

which is important from a fairness standpoint, but by bolstering the family structure our

nation's social and economic fabric would be strengthened.

Mr. Chairman, I also see positive signs that Congress is beginning to take seriously

both the importance of stimulating growth and creating jobs and opportunity through

improvements in the tax code. Members on both sides of the aisle from Phi Gramm,

Bob Kasten, Lloyd Bentsen and Pat Moynihan in the Senate, and from Newt Gingrich

and Vin Weber to Tom Downey and Charlie Rangel in the House have introduced tax

cutting bills that deserve serious attention.

Just as important, however, is the fact that members on a bipartisan basis are

beginning to question the ability of the current welfare system to encourage initiative and

reward work and responsibility. I want to commend Vin Weber and members of the

House Wednesday Group for examining this issue in depth. But I want to give special

mention to a Democratic Congressman from the Mississippi Delta, Mike Espy, who

happens to be a rising young leader in the Black Caucus. He has made a particular

commitment to providing incentives for the accumulation of assets as the route to
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opportunity and economic independence. I mention Mike Espy not just bemuse be led a

group of 66 House Democrats who supported increased HOPE funding, but beause he

speaks from the heart about a wide range of new approaches - like microenterprises and

self-employment - to helping those who are poor, because the old ways simply don't

work.

The Congressman said recently %it's time we adopted policies which help the

poor move from dependency - to independence. It's time we adopted programs which

help them move from subsistence - to self-sufficiency. It's time we stopped merely

giving people fish, and taught them how to fish, and helped them get a rod and a reeL"

He went on to say that he learned as a child growing up in the Mississippi Delta that he

who controls your home, controls your life.

Let .me make it clear that one does not judge success in fighting poverty by the

number of people we are able to assist, but by the number that have moved out of

poverty - those who have access to housing and homeownership, jobs and opportunity.

The premise behind Enterprise Zones, HOPE, capital gains tax reduction and the whole

range of "empowerment' strategies is that where life liberty and the pursuit of happiness

are concerned, all Americans - rich and poor - are equally endowed to be architects of

their own self-creation. We have a moral and political obligation to use democratic

capitalism tofight poverty, and we can win that war.

I know there is a debate over the timing of new tax and economic growth

initiatives. In my view - and I am speaking for myself as chairman of the President's

Economic Empowerment and Opportunity Task Force, as Secretary of HUD and as a
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frmer cllague of youn who is deeply fcerned about increases in in unemployment

and poert,the decline in the value of residential and commercial real estate values, the

skiwdonn o housing stars nd the dramatic rie in barriers to affordable housing - the

hour s late. I urge the Congress to move expeditiously to put jobs, growth, hope and

equality of opportunity back into our national economy and to engage in radical

perestroika of our inner city welfare economy. I pledge the cooperation of every

member of this Administration to work with you to that end.
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AMERICA'S "SOCIALIST" SECOND ECONOMY

How Welfare and Tax Policies

o penalize marriage

o discourage work

o prohibit savings and assets

o smother entrepreneurial capitalism

Turning Low-income Communities Into Poverty Traps

-J
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MARRIAGE PENALTT FOR A SINGLE PARENT ON
WELPARE WITH TWO CHILDRWEN

Welfare Recipient and Rinimum Wage Worker

o The welfare income of a mother with two children is approximately $9,196 undercurrent laws the income from a minimum wage job is approximately $6,370 ($9,500 minus
$2,130 for work expenses and taxes).

o After marriage, one might expect the income of this household to be the total of
S9,196 and $6,370. or $15,566. However, because of the marriage penalty built intoour American welfare system, the income for this family is reduce to $10,8871

o The decrease of combined income (welfare and mininum wage) is $4,678. An income
reduction of 30 percent for just getting married!

Welfare Recipient and Moderate Wage Worker

o Assuming the same welfare income of a mother with two children ($9,196 under currentlaw) and the income of a moderate wage worker of $12,702 ($15,000 minus $2,298 forwork expenses and taxes), one would expect the income of this household to be
$21,898.

o However, because of the marriage penalty, the income for this family Is reduced to
$18,283.

o The decrease of combined income (welfare and minimum wage) is $3,614. An income
reduction of 16.5 percent for getting married!
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WORK PENALTY FOR A SINGLE
HRAD OF HOUSKHOLD ON WELFARE WITH TWO CHILDREN

SU,500/TEAR JOB

o The average annual income of a welfare mother with two children is S9.196. (This
amount includes APDC, Medicaid, and Food Stamps.)

o After taking a minimum wage job of $8,500, the family's after tax, after job
expenses, combined welfare and minimum wage income grows to only S9.7851

o This Is an annual net increase of $590 in combined welfare/minimum wage Income for a
head of household that just got an $8,500 a year job.

O The result is an effective marginal tax rate of 93 percent for taking a minimum wage
job! A welfare recipient effectively retains only 7 cents for every dollar earnedl
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WORK P=NML.T FOR A SINGU
BRAD OF HOUSHOLD 0N WZLFARE WITH TWO CHILDREN

$15,000/IER JOB

o This graph assumes again that the average annual income of a welfare mother with two
children i S9196. (This amount include. AFDC, Medicaid, and Food Stamps.)

o After taking a moderate wage job of $15,000, the family's after tax, after job
expense., combined welfare and minimum wage income grow to S15,5421

o This in an annual net increase of $6,346 in combined welfare/moderate wage income for
a head of household that just got a $15,000 a year job.

o The result is an effective marginal tax rate of 598 for taking a moderate wage job. A
welfare recipient taking a moderate wage job effectively retains only 42 cents on
every dollar earnedl
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DEPENDENT EXEMPTITO AS PERCENr OF
PER CAPITA PERSONAL INCOME, 1948-1990

O In 1949, the exemption per child for filLing taxes was $600 per person, representingapproximately 42.1 percent of per capita income.
o By 1990, the exemption per child was $2,050, representing only 11.1 percent of percapita income.

o in order to keep pace with inflation and maintain the dependent exemption/per capiteincome percentage of 42.1 percent in 1949, the 1990 exemption per child would have to
be $7,781.

a Over time, the American tax system has actually reduced the tax incentive to havechildren
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REPRESENTATIVE SOLARZ. Well thank you very much, Mr. Secretary.
I appreciate both the passion as well as the precision. You have offered

quite a few suggestions here, and I want to take a little bit of an
opportunity to explore some of them with you.

But let me begin by first attempting to establish what I think may be
some common ground.

I assume you would agree, based on your testimony, that while
economic growth is essential as part of any longer term effort to
dramatically diminish the level of poverty in this country, the experience
of the 1980s would seem to strongly suggest that economic growth alone
is not likely to solve the problem?

SECRETARY KEMP. Economic growth alone will not solve the problem
of the intractable level of poverty that grips these pockets of despair. You
are right.

REPRESENTATIVE SOLARZ. Second, it is-
SECRETARY KEMP. But it is an essential ingredient, Mr. Chairman.
REPRESENTATIVE SoLARz. Right. Well, I think we agree on that point.
What I want to do, just at the outset, is to establish some areas of

agreement, and then move into some of the precise proposals that you
have made.

SECRETARY KEMP. All right.
REPRESENTATIVE SOLARZ. Second, I assume you would agree that most

of the poor people in this country are not on welfare? That while all
people on welfare are poor, the majority of the poor are not on welfare?
And, in fact, the majority of the poor people in this country are the
working poor, as distinguished from the nonworking poor who are by and
large on welfare?

SECRETARY KEMP. May I offer just a quick observation?
I talk about "poor people" or "low-income people." I think it is very

dangerous to get into the type of thing that the Census Bureau got into,
where they start defining someone as "poor" and someone as "working
poor," because, ultimately, if you look at people in terms of this-almost
a perpetual condition-you begin to think of them as perpetually
dependent upon it.

The reason I do not want to say that I totally agree with that is
because I was the one that introduced Alice Frazer to the Queen. The
Queen has five palaces. She comes into Alice Frazer's home, and Alice
Frazer gives her a big hug, and so the British press was just aghast at it
and said, "Well, why did you hug the Queen?"

She said, "Well, I wanted the Queen to see my palace."
Now, Alice Frazer is not-she statistically is poor, but she is not poor.

She thinks she has a palace because she owns her own two-bedroom, one-
bath home over here on Drake Place in Southeast Washington, D.C.

The statistics, Mr. Chairman, are skewed because there are a lot of
people who are elderly that are cash poor, but they are middle-class
property owners.
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There are a lot of people that the Census Bureau counts as "poor" who
have some assets.

So, I think, according to the Heritage Foundation and Warren Books,
the Census Bureau missed over $11,000 of benefits to households that is
not even counted. So, we have to be very careful before we make these
statistical analyses.

REPRESENTATIVE SOLARZ. There is an entirely legitimate debate over
what ought to be the appropriate criteria for "poverty." But we are not
going to resolve that debate right now. There is an established definition
of "poverty."

SECRETARY KEMP. Yes.
REPRESENTATIVE SOLARZ. It is the basis on which we have judged it for

roughly 30 years. And until such time as we have an agreed-upon change
in the definition, I think,- for the purposes of analysis, it is best to stick
with that definition.

SECRETARY KEMP. I definitely think, though, Mr. Chairman, I have to
make this point again, we have to count in-kind benefits.

REPRESENTATIVE SOLARZ. Yes, but the problem with counting in-kind
benefits, Mr. Secretary, and it may well be that in a revised definition of
"poverty," in-kind benefits should be included. I am inclined to think
some of them should be. But the problem is that there are other missing
dimensions to the problem. For example, as you probably know, the
Poverty Index was formulated by Molly Orshansky in the mid-1960s, and
it was based on a calculation that the poverty rate would be established
by taking the minimal cost of a nutritious diet for an individual and then
multiplying it by three because they had done some studies, which
indicated that the average family spent one-third of its income on food.

Since that time, the percentage of the average family's income spent
on food has declined considerably. So, there are very serious reservations
about whether the Orshansky formula is adequate.

But using that formula which has been the basis for calculating poverty
in the country-I think it is statistically unassailable, and I assume you
would agree-the majority of the poor people in the country are not
currently on welfare?

I assume that you would agree also that the majority of poor people
in the country do not live in inner cities? Although the inner-city poor is
a significant component of the problem, they are not by any means the
totality, and they are not even a majority of the problem.

Would you agree with that? That there are many rural poor?
SECRETARY KEMP. I agree with that.
REPRESENTATIVE SOLARz. There are many people living in metropolitan

regions, but not in inner city-
SECRETARY KEMP. I agree with that. I have been to the Mississippi

Delta, and there is grinding and abject poverty, as well.
REPRESENTATIVE SoLARz. Now, you indicated that we needed

growth
SECRETARY KEMP. Yes.

55-478 0 - 92 - 12
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REPRESENTATIVE SOLARZ. - and you also indicated that we needed to
sustain the safety net. I agree with both of those.

But it seems to me, and I think you have also indicated in your
prepared testimony, or in an article you wrote that I saw, that when
President Bush criticized the War on Poverty, he did not mean to indict
every antipoverty program; some of them clearly have worked. Granted
that many of them have not.

But of those that have worked, I can think of two in particular-Head
Start, which seems to be a big success, and the Chapter 1 program that
provides remedial assistance in reading and math for students that are
considered-

SECRETARY KEMP. Title I, right.
REPRESENTATIVE SOLARZ. economically and educationally deprived.
SECRETARY KEMP. Yes, sir.
REPRESENTATIVE SOLARZ. I am struck by the fact that in spite of the

success of these programs and in spite of the fact that a substantial
percentage of the young children in the country, who meet the economic
criteria, are qualified for Head Start, do not benefit from these programs
because there is not enough money for them.

I would have thought that an essential element of any comprehensive
antipoverty strategy would be full funding for these programs, particularly
since full funding would not exactly break the bank.

I did not hear any references to this in your own testimony or, if I
recall it, in your prepared statement. But I am interested in how you
would feel, as part of a comprehensive anti-strategy program, about
supporting full funding for Chapter 1 and Head Start.

Do you think that makes sense?
SECRETARY KEMP. Yes, I think it makes sense. Absolutely.
Look, I am in a peculiar position, Mr. Chairman. I am the HUD

Secretary who is talking about issues that cross a lot of different agencies.
But as the President's Chairman of the Economic Empowerment Task
Force, I cannot disagree with your statement about education.

In fact, I mentioned in my testimony everything from magnet schools
... when I was in the Congress, you and I, and Barber Conable, and others
got an emergency funding level for Title I and Magnet School support.
So, I am a strong supporter of that and Head Start. I would like to see
Head Start in every public housing community in the United States of
America.

I cannot imagine having a public housing community without Head
Start, day care, social services, job training, and giving the contracts for
rehabilitating the existing public housing to minorities and the children
who live there.

We are trying to do that with a new program called "Step Up."
So, I strongly support that.
But the point I made, Mr. Chairman, is an important one. It is a zero-

sum budget process when you focus only on-not "you," but the
country-spending and deficits to the exclusion of the growth of the
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economy, that it becomes Head Start versus the suburbs; Title I versus
something else; or housing versus the space program.

Goodness gracious. What has America come to when we have a debate
over legitimate spending priorities, and everybody thinks it is a giant
game of musical chairs.

REPRESENTATIVE SOLARZ. Well, let me then-
SECRETARY KEMP. I think somebody has to look at the denominator,

which is the size of the GNP.
REPRESENTATIVE SOLARZ. Well, you have put your finger on what I

think is a very serious problem. I suspect that you and I could devise a
comprehensive antipoverty strategy which would include tax incentives
to facilitate economic growth, but which would also include an effort to
strengthen the safety net-

SECRETARY KEMP. Yes.
REPRESENTATIVE SOLARZ. -- to remove disincentives for people on

welfare-
SECRETARY KEMP. Absolutely.
REPRESENTATIVE SOLARZ. -to go out and earn money, which would

provide full funding for better educational opportunities for young people
in need; which would provide child-care allowances that, in and of itself,
would probably do more to dramatically lower the poverty rate in the
country than anything else

SECRETARY KEMP. A child care tax credit would do-
REPRESENTATIVE SOLARZ. No, I meant a child allowance.
SECRETARY KEMP. Oh.
REPRESENTATIVE SOLARZ. The kind of program that you, I thought, had

conceptually endorsed, that Mr. Downey and others have talked about.
We could probably do all of that.

But the bottom line would be that it would result in a reduction in
revenues because of some of the tax incentives, and it would also result
in an increase in expenditures. Because if you fully fund Head Start, you
fully fund Chapter I; you do some of the other things that would be
necessary to strengthen the safety net, and you would increase expendi-
tures.

That appears to be incompatible with the budget agreement that we
have. How do you deal with that conceptually and politically?

SECRETARY KEMP. Well-
REPRESENTATIVE SOLARZ. I mean, even if in the long run it might

produce economic growth and partially pay for itself, how do you deal
with it? We are locked into this budget agreement right now.

SECRETARY KEMP. Well, it is no secret how I felt at the time about the
so-called 5-year budget agreement. I am a strong supporter of and
defender of, and participant in, an Administration which agreed to the
budget deal.

The Congress did not come in kicking and screaming. There are a lot
of members of your Party who loved it as a way of reducing deficits and
getting control over expenditures, or cutting defense and raising taxes. I
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do not know, but frankly, Mr. Chairman, if I am slowing down here, it
is because I am on very thin ice.

REPRESENTATIVE SOLARZ. Could I
SECRETARY KEMP. I feel a sense of urgency.
I want to make this point, if you would give me a moment, Steve. I

have a chart in my testimony on the last page which shows how the
economy is growing and the projections under OMB and CBO until 1996.

Then, it has a dotted line as to what the economy would be at 3
percent, which is below the postwar Truman, Kennedy, Nixon, Reagan
growth rates.

I want to make the point that the difference between the dotted line on
real GNP growth of 3 percent per annum until 1996 and the projections
of OMB and CBO amounts to $2 trillion of GNP-6 million jobs-and
about $75 billion of revenue.

So, the reason I am focusing on the size of the pie is because there are
so many people focusing on spending and deficits and debt to the
exclusion of the denominator, which is the size of the GNP.

The question today before us is not just what to do about Head Start,
or day care, or the Downey tax cut, or the Kemp/Bush proposal. The
question is not getting out of the recession or jump-starting the economy.
The question is what kind of an economy, what kind of a pie, will we
have by the end of the century that will support and sustain the revenue
base of this country, to do what you want to do, and what Downey wants
to do, or Kemp wants, and to do to get this country back on a chart-

REPRESENTATIVE SOLARZ. Right. Mr. Secretary
SECRETARY KEMP. toward full employment, no inflation, and

waging war on poverty.
REPRESENTATIVE SOLARZ. Mr. Secretary
SECRETARY KEMP. We cannot do it in the current debate where David

Broder says that every single city and state in the country is having to
reduce expenditures and raise taxes.

REPRESENTATIVE SOLARZ. Mr. Secretary, let me make it very clear that
I

SECRETARY KEMP. That is why I think we ought to look at the budget
with an eye on negotiating a modus

REPRESENTATIVE SOLARZ. Yes. Mr. Secretary, let me make some-
thing

SECRETARY KEMP. vendi between us.
REPRESENTATIVE SoLARz. Let me make something very clear-Mr.

Downey is waiting, also, so I do not want to prolong this for too long.
I yield to no one, not even to you, in my desire to facilitate economic

growth. Obviously that would be manifestly desirable for the country. We
desperately need it. There would be all sorts of benefits associated with
it.

You are, as I understand it, particularly proud of the role that you
played in fashioning the tax cuts at the beginning of the 1980s, which you
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and others argued, led to the longest period of peacetime prosperity in the
country.

We do not have to debate now the wisdom of all of that. We were on
different sides at the time, but it is clear that there was a period of
economic growth. Some say it was not as great as it was in previous
decades, but nevertheless the economy grew-

SECRETARY KEMP. You called it, Mr. Chairman, to quote you, "the
longest peacetime economic recovery without inflation in the 20th
Century." Those were your words, Mr. Chairman.

REPRESENTATIVE SOLARZ. Right. But-
SECRETARY KEMP. Something caused it.
REPRESENTATIVE SOLARZ. The purpose of today's hearing is not to focus

on what needs to be done to spur economic growth.
SECRETARY KEMP. I appreciate that.
REPRESENTATIVE SOLARz. However, that is important.
The focus of today's hearing is on what we can do to diminish poverty

in America. I think we both agreed that one of the lessons of the 1980s
is that prolonged economic growth, in and of itself, does not seem to
constitute a solution to the problem.

The poverty rate did not go down in the 1980s. If we had not had
economic growth, it would have been much higher, undoubtedly. But it
did not go down. So, one conclusion I draw from that experience is that,
even if we were to take all of your suggestions, and even if they turned
out to be accurate and that it produced the beneficial consequences that
you suggest, it is unlikely by itself to significantly diminish the poverty
level. It might avoid increases in it, but based on the experience of the
1980s, it is not going to solve the problem.

SECRETARY KEMP. Mr. Chairman, to be fair, I talked about both macro-
growth, as well as micro-compensatory incentives for growth.

I am not lacking in ideas about what to do in the pockets of poverty,
or on tax reform, or on welfare reform, or on spending, or on housing
reform, etc.

But I did allude to the fact that, in effect, we have today a capitalist
economy for the rich and a socialist economy for the poor.

The poor of Europe are turning to capitalism while our inner cities are
turning to socialism.

REPRESENTATIVE SOLARZ. You mean that a socialist economy in the
sense that you would argue that most of the people who are poor in the
inner cities live in public housing?

SECRETARY KEMP. No, I am talking about the incentives that are exactly
opposite of what you would expect in a democratic, capitalistic economy.

REPRESENTATIVE SOLARZ. OK, so-
SECRETARY KEMP. And putting a human face on it is what you and I

are out to do.
REPRESENTATIVE SOLARZ. So, you think that requires welfare reform.
SECRETARY KEMP. Radical welfare reform.
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REPRESENTATIVE SOLARZ. What specific, in concrete terms, reforms are
you suggesting?

SECRETARY KEMP. In all HUD-assisted public housing that is owned by
the Federal government or assisted by HUD, give people a chance to opt
out of public housing and get a chance to own their own unit.

I saw where the Mayor of Moscow said he is going to give all the
public housing in Moscow to the residents free-free.

REPRESENTATIVE SOLARZ. How would you suggest doing it here?
SECRETARY KEMP. The way that I have suggested under the Hope in the

Home Proposal.
REPRESENTATIVE SOLARZ. Which is?
SECRETARY KEMP. That was passed under the National Affordable

Housing Act, which the Congress in its infinite wisdom funded at less
than 50 percent of the President's request.

REPRESENTATIVE SOLARZ. How would you propose to do that?
SECRETARY KEMP. By forming a resident management corporation in

every public-housing community in the United States of America,
allowing them to get equity and stock in the corporation

REPRESENTATIVE SOLARz. But where do these
SECRETARY KEMP. -and then ultimately, if they want to, buy their

own residence at a sharply reduced rate below the market, and we would
make a commitment to them-a social contract, if you will-to rehabili-
tate the existing stock of housing in exchange for them putting in their
own sweat equity into the management, control, and ultimate ownership.

REPRESENTATIVE SoLARz. But where do they get the equity?
SECRETARY KEMP. No tax on the income of the low-income woman or

unemployed father up to 180 or 190 percent of the poverty level.
Eliminating the capital gains tax in every redlined area of America.
Changing the welfare system to include the asset accumulation. Change
AFDC so that a person could have up to $10,000 of assets before they get
accused of fraud by a welfare woman, which is the way it is today.

I could go-
REPRESENTATIVE SOLARz. Does the Administration support each of these

suggestions?
SECRETARY KEMP. Yes.
REPRESENTATIVE SoLARz. Every one of them?
SECRETARY KEMP. Well, I would say that these are ideas and concepts

that we are advocating and supporting, and I would imagine that there are
a lot of good ideas in the Congress that are not universally supported.

The problem I tried to mention, Mr. Chairman, is that the economy's
contraction, the slowdown of the economy, makes it almost impossible for
any civil man or woman alive today to do anything either on the spending
side or on the tax cut side, if you will, or tax rate reduction side, if you
will, to do the type of things that this Committee is investigating in these
hearings.

My frustration is that the President's budget has 90 percent of the
things I have mentioned in it today.
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REPRESENTATIVE SOLARZ. YOU suggest
Secretary Kemp. And 90 percent of the things I have mentioned today

are supported by Democratic members of Congress. Yet, we are on
automatic pilot and cannot do anything because we are-I don't know-
locked in this political charade that the President is to blame from the
Congress' side, and, of course, we spend a lot of time blaming you all,
and frankly I think that the American people deserve a lot better,
particularly poor people who are the most hurt by a recession.

REPRESENTATIVE SOLARZ. Right.
SECRETARY KEMP. And I have to close with my John F. Kennedy quote

that drives my liberal friends crazy, but he actually said it in 1963. It is
not Ronald Reagan or Jack Kemp that said:

It is a paradoxical truth that tax rates can be so high as to
cause revenues to fall. Therefore, in order to raise revenues
now, we must lower our tax rates on capital and labor.

And he did it, and revenues went up, and spending went down.
Reagan did it in 1981. Republicans have to put aside their feelings

about Democrats, and Democrats have to put aside their antagonism
toward Republicans, and begin to realize that the tax system in America
today is an assault on the poor. It is an assault on capital. It is an assault
on Democratic capitalism.

We have what Jesse Jackson said, Mr. Chairnan-are you ready for
this?

[Laughter.]
He--said at the Black Enterprise Magazine's 20th Anniversary, run by

Earl Graves, that, 'Capitalism without capital is nothing but an 'ism."'
In other words, it is a theory- It is an abstraction. I am making a case

today that he is right. We have a capitalist economy with no capital, and
particularly no capital for the poor.

I am not talking about money in terms of green; I am talking about
property, ownership, jobs, education-that is, capital. What a mother or
father teaches their children is capital. What our schools should be
teaching is capital, in that it creates incentives, or should, and we have
capitalism in America without enough capital.

We have to stop looking at our democratic, capitalistic economy as a
warfare between the classes, and begin to say we need a rising tide that
will lift the boat. And if boats are sunk on the bottom of the harbor, Mr.
Chairman, as Vernon Jordan reminded me a number of years ago when
I had quoted that statement-that is not an original with me-he said,
"well, Kemp is right about the boats that can float, but he is wrong about
the boats that are sunk on the bottom of the harbor."

I pledge to you that if you and I, and Downey, and Bentsen, and
Rostenkowski, and Bush could get together and get the tide rising again
in a dramatic fashion so that we can double the size of our economy in
the next 10 years-and at 4 percent growth, the economy doubles in 10
years-at 4 percent growth, the economy will double, I guess, in 11 years,
and if we could get together on a pattern that would lead this country to
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doubling the economy over the next 10 years, I believe with all my heart
that we would not only have the revenues to repair boats that are sunk on
the bottom of the harbor, but we would have a policy that would
dramatically reduce the level of poverty in this country.

REPRESENTATIVE SOLARZ. Well, Mr. Secretary, listening to your last
presentation, I am reminded of the colloquy behind Hotspur and
Glendauer in Shakespeare where one says to the other: "I can summon
spirits from the vast and murky deep;" and the other says: "Why, so can
I. So, can any man. But will they come when thou dost call them?"

[Laughter.]
I mean, we all would like to have 4 percent-
SECRETARY KEMP. I will call the spirits at the White House if you will

call the spirits of the Ways and Means Committee.
[Laughter.]
You cannot keep criticizing President Bush for failing to have a

domestic agenda when every single tax change that he has sent to the
Congress has been turned down by a Committee of the Congress.

REPRESENTATIVE SOLARZ: If all of your suggestions for changes in the
tax code were adopted, is it your view that we would achieve this level
of 4 percent real growth?

SECRETARY KEMP. I think we should commit our country to a social
compact with the poor to achieve enough growth in the economy,
whatever it takes, to get at least 4 or 5 percent growth per annum, and
then implement the compensatory affirmative action-like-small 'a'
affirmative action-affirmative efforts, compensatory efforts in our
pockets of poverty to create the type of educational opportunity, the type
of job opportunities, and the type of ownership that I have been talking
about.

Let me stop. I know this is frustrating, but I need one 30-second sound
byte, not for the press, but for your Committee.

Black America represents 13 percent of the population of the United
States. It owns less than one-quarter of 1 percent of the total capital stock
of the United States of America.

We need a radical change, not a redistribution of wealth. We need
access to wealth, access to capital, access to property, access to ownership
of businesses and homes for minority men and women, if we are ever to
complete the job of fighting poverty.

REPRESENTATIVE SOLARZ. Well, I certainly agree with that, Mr.
Secretary.

One final question, and I am going to repeat it. If your suggestions for
reforms in the tax code were adopted, do you have any-

SECRETARY KEMP. Yes.
REPRESENTATIVE SOLARZ. -- economic evidence, any basis on which to

assure us that we would achieve the level of 4 percent real growth, which
you described as a desirable target?
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Or is it simply a hope? And is there an empirical basis for making the
judgment that if these reforms are made that level of growth will be
achieved?

SECRETARY KEMP. I believe with all my heart and with all the objective
empirical evidence of the past 30 years, from the Kennedy early 1960s to
the Reagan early 1980s, to the problems of today, that if a combination
of the type of tax proposals and monetary and trade policy that I think,
hopefully, we are on, we would achieve higher than a 4 percent growth
per annum without inflation. I believe that with all my heart.

Now, do I have an econometric model that could come up with that?
I do not personally have one because I am not in that business, but I

think CBO and other econometric models are basically and primarily
driven by spending and demand models instead of taking into account the
incentive of men and women and individuals to engage in economic
activity.

That is the biggest problem of most of the modeling done in this town.
But, yes, I do believe that.

REPRESENTATIVE SOLARZ. Well, on that note, let me thank you very
much for coming. It is always interesting to hear what you have to say.

I hope you have not lost your job as a result of anything you may
have said to us.

[Laughter.]
If so, you are always welcome back in these precincts. We have a

reapportionment coming up in New York, and perhaps a district can be
created for you.

[Laughter.]
SECRETARY KEMP. Thank you.
[Laughter.]
Representative Solarz. Thank you very much, Jack.
We are now pleased to hear from Congressman Downey.
Tom, I am sorry you had to wait as long as you did. I am pleased that

you had a chance to hear the Secretary's testimony because I will be
asking you about many of the suggestions that he made.

Let me just simply say that I know of no one in the House that has
worked more creatively on this problem of poverty than you, and I think
that we are very fortunate to have someone like yourself in the position
that you are in.

So, I am delighted you could be with us, and we look forward to the
benefit of your experience and wisdom.

STATEMENT OF THE HONORABLE TOM DOWNEY
A REPRESENTATIVE IN THE CONGRESS OF THE

UNITED STATES FROM THE STATE OF NEW YORK AND
ACT1NG CHAIRMAN, SUBCOMMFTTEE ON HUMAN RESOURCES,

COMMITTEE ON WAYS AND MEANS

REPRESENTATIVE DOWNEY. Thank you, Steve.
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REPRESENTATIVE DOWNEY. It is not often we get to hear Shakespeare
quoted by our Chairman. I also appreciate that degree of literacy, as well.

[Laughter.]
Before I begin my statement, let me begin with just a general

commenL
You stated at the outset that you wanted this to be a search for the

truth where we might put aside our partisan differences.
I think that E.G. Dion's book, Why American Hate Politics-I do not

know if you have read it-is really a wonderful departure. He says that
the American people have liberal instincts and conservative values, and
our politics addresses none of that; that we are ships passing in the night.

I agree with that.
I hope you do ask me about Secretary Kemp's suggestions because

some of them are very novel, very interesting, and I suspect, if John
Sununu is watching, a surprise to him and to me.

Let me begin with just one statistic that I find truly alarming.
I think we provided it to you, Mr. Chairman, "The State of the

Child"-and this was done by the fine Ways and Means Committee
Staff-it is a compendium of statistics.

I have always found one of the most interesting aspects of this is the
living arrangements of children under the age of 18.

If you go down to the fourth column, there is an item-"Living with
a never-married parent as a percentage of all children"-and the raw
numbers.

In 1960, there were 243,000 children under the age 18 living with a
never-married parent. In 1989, there were 4.8 million-an astonishing in-
crease-and I would submit one of the reasons why we have such an
intractable problem in dealing with poverty.

Poor individuals in minority inner-city neighborhoods with high rates
of welfare receipt, single-parenthood, and joblessness, as you pointed out
before, Mr. Chairman, comprise only a small portion of the entire poverty
population.

Although poverty rates are higher among black and hispanic Ameri-
cans, white individuals comprised 66 percent of the poverty population in
1989.

Some families spend a lifetime in poverty while a majority are poor
temporarily or for limited periods. Many poor families work hard.

In 1989, close to 30 percent of all poor families with children had the
equivalent of one or more persons working full time, full year.

I mention these facts to remind us that the poverty population is
dynamic and certainly not homogeneous.

Poverty reduction initiatives focused on troubled urban neighborhoods
will go only so far to address the problems of the poverty population.

Such initiatives do nothing to ensure that child support is enforced, nor
do they ensure health insurance coverage, nor do they necessarily enhance
job skills, nor do they ensure at least poverty-level wages.
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The success of the war on poverty among nonelderly populations has
been muted by a dramatic social trend in this country; that is, the growing
number of single-parent families.

In 1960, 9 percent of all children lived with only one parent at any
point in time. Today, that number has skyrocketed to 24 percent. Femae
heads of families are five times as likely to be poor as other families with
children.

Another factor that has propped up poverty rates in this country is the
performance of the economy.

We have experienced three recessions over the past 12 years, which
have lowered incomes and yielded greater rates of poverty.

Furthermore, all of the evidence shows that income growth has been
stagnant, if not declining, for those at the bottom over the last decade and
a half.

In the early 1980s, President Reagan promised America that a rising
tide would lift all boats. Yet, despite seven and a half years of sustained
economic growth-as again you pointed out-during the 1980s, young
families with children in the lowest two quintiles in 1989 had average real
incomes 13 percent lower than their counterparts in 1979.

Even the House Wednesday Group admits that in their recent report
on families that a rising tide may not lift all boats. In addition, govern-
mental policies are lifting fewer individuals out of poverty, compared to
a decade ago.

If we highlight any policy failure today, we should highlight the failure
of supply-side economics and its trickle-down theories to boost economic
growth, to raise incomes for working Americans at the bottom as well as
the top, to create jobs, and to reduce the budget deficit. It has not done
any of those things.

Congress is moving in new directions to provide assistance to the poor,
with a particular emphasis on the growing number of individuals in
working poor families and single-parent families with children.

The broad goals are to reward work and to promote parental responsi-
bility, and we get there by focusing our efforts outside the welfare system,
a system which most Americans-recipients as well as taxpayers-find
faulty.

One of the most important nonwelfare initiatives to pass into law in
recent years is the major expansion of the Earned Income Tax Credit.

In the budget reconciliation bill for fiscal year 1991, Congress
recognized the growing problem of the working poor and expanded
significantly this refundable credit that supplements the earnings of low-
income families with children.

By 1994, all working families with children earning less than $24,000
a year will be eligible for at least some benefits. Families earning between
$8,000 and $13,000 will be eligible for a benefit of up to $2,400.

With the EITC expansions, working poor families will have more
support in choosing work over welfare, and welfare families will have
more incentive to enter the work force.
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Congress has also worked on proposals specifically designed to help
welfare recipients become self-sufficient.

Most recipients receive little, if any, support from a noncustodial
parent and must work full-time, year-round at a very decent wage in order
to make it without welfare.

In 1988, Congress enacted the Jobs Program as a major part of the
welfare reform bill. The program is designed to address barriers to work,
and help AFDC recipients become self-sufficient. Thus, today's AFDC
program offers more than eligibility to technicians who calculate benefit
levels and distribute checks.

States are operating jobs programs with work, education, and training
activities and providing supportive services, such as child care, that will
increase the skills and employment prospects of welfare recipients.

A lack of child-care or health-care assistance can make it extremely
difficult for a recipient family to leave welfare.

Quality child care is expensive, and many jobs, unlike welfare, come
with no or limited health-care benefits.

Under the Welfare Reform bill, an AFDC family is now guaranteed a
year of Medicaid benefits and subsidized child-care assistance if it is able
to leave welfare through work.

Changes made to our Nation's child support and enforcement system
represent an important component to antipoverty strategies. In 1989, there
were 10 million women living with children apart from a natural father.
Only 58 percent of these families had child-support awards in place. Only
37 percent of these families received any award, and only 26 percent of
these families received the full amount of the award.

Without support from the father, single-parent families with limited
earnings' potential have little chance of making it on their own without
welfare.

The Welfare Reform bill made many needed changes to the child-
support and enforcement system, but more needs to be done to improve
the sorry record of child support in this country.

I will soon introduce child-support legislation that will move us closer
to ensuring parental responsibility and rewarding work.

The legislation will have two major components.
The first set of proposals will enhance the establishment and enforce-

ment of child-support awards. The second will provide insured child-
support benefit to children at any income level when the noncustodial
parent fails to pay what he owes, and an improved collections system to
ensure that he pays, if he can.

The potential benefits of this approach are many.
It holds fathers, as well as mothers, responsible for the support of their

children.
Paternity establishment would increase because only those children

whose paternity is known would receive an assured benefit when the
father failed to pay.

Furthermore, welfare receipt would decline.
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Families who failed to receive private child support would have an
income base that they do not now have, which would make work much
more attractive than welfare.

As you may know, many members of Congress have recently
introduced additional legislation designed to provide income support
outside the welfare system to families with children.

At the beginning of this session of Congress, Senator Al Gore and I
introduced one such bill, The Working Families' Tax Relief Act. The bill
eases the tax burden for 35 million American families with children by
replacing the personal exemption with a refundable child-care credit. The
credit, unlike the personal exemption, provides equal benefits to families
at all income levels.

Overall, the bill cuts taxes for working families with incomes between
$10,000 and $75,000 by more than $20 billion a year.

The work incentive effects of the proposal parallel those of the earned
income tax credit expansions. It would support the work effort of those
in the labor force, and make work a viable alternative for welfare
recipients.

Finally, I would like to mention the importance of health-insurance
legislation in any scheme that seeks to reward work.

Recently, Congressman Clay Shaw and I wrote an Op Ed piece that
I hope will appear in the Washington Post over the next few days.

The piece chronicles the major improvements that we have made in
supporting the work efforts of low-income and welfare families, and
provides detailed information about financial situations of a particular
family that left welfare to work at a $12,000 a year job.

The example shows that, even taking into account the earned income
tax credit and other program improvements, a lack of permanent health-
insurance coverage can more than eliminate the financial difference
between welfare and work for a family.

[The prepared statement of Representative Downey follows:]
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PREPARED STATEMENT OF HONORABLE THOMAS J. DOWNEY

I am delighted to have an opportunity to appear
before the Joint Economic Committee today. As the
Acting Chairman of the Subcommittee on Human Resources,
I appreciate the complex set of issues that your
Committee is tackling in this series of hearings, and
would welcome any policy recommendations you would like
to share with our Subcommittee.

Before describing recent anti-poverty initiatives,
I'd like to dispel several old myths. We have learned
over the past decades that the poverty population is
dynamic, and certainly not homogenous.

Poverty occurs in many other settings besides inner
cities, and among white families as well as minority
families. Poor individuals in minority, inner-city
neighborhoods with high rates of welfare receipt, single
parenthood and joblessness comprise only a small portion
of the entire poverty population. Rural poverty rates
are almost as high, and in 1986 even exceeded, poverty
rates in the central city sections of metropolitan
areas. And although poverty rates are higher among
black and Hispanic Americans, white individuals
comprised 66 percent of the poverty population in 1989.

In addition, while some families spend a lifetime
in poverty, a majority are poor temporarily or for
limited periods. For example, it is estimated that of
the 3.5 million children born around 1970, 20 percent
lived temporarily in poverty during the following
10-year period, 8 percent were poor for half of the ten
years, and another 8 percent were poor for each of the
ten years.

Many poor people work hard. In 1989, close to
thirty percent of all poor families with children had
the equivalent of one or more persons working full-time,
full-year. Fifty-five percent of poor, married-couple
families with children had the equivalent of one or more
full-time workers.
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I mention these facts to emphasize that
poverty-reduction initiatives have the potential to
affect a broad range of individuals, and we should take
this into account in designing our approaches.
Furthermore, we must recognize the limited potential of
some initiatives, such as those focused on troubled,
urban neighborhoods, to address the problems of a
broader poverty population.

The Administration likes to proclaim the War on
Poverty a failure. That's an issue we could debate
until Godot arrives. But there are some facts. The
data show that most of the increased spending on income
maintenance programs since the beginning of the 1960s
occurred in social insurance programs, like Social
Security and Medicare. These income transfers have
reduced effectively the poverty rate among elderly
Americans. Means-tested income transfer programs, such
as AFDC, food stamps and Medicaid, also grew, although
the effect on poverty has been less dramatic. In fact,
governmental policies are lifting fewer individuals out
of poverty compared to a decade ago. Overall, however,
without the increased social spending that occurred
beginning in the 1960s, millions more individuals would
be living below the poverty line today. (1)

The success of the War on Poverty among the
nonelderly population has been muted during the 1980s by
a dramatic social trend in this country: the growing
number of single-parent families. In 1960, 9 percent of
all children lived with only one parent at any point in
time; today that number has skyrocketed to 24 percent.
It is now estimated that as many as 7 out of 10 white
children, and 9 out of 10 black children, born in 1980
will spend some time in a single-parent family.

Female-headed families with children are more
likely to be poor than other families with children. In
1989, for example, 44 percent of single-parent families
were poor, compared with 8 percent of male-present
families. It is estimated that individuals in families
headed by an unmarried person accounted for 51 percent
of the total increase in the number of poor persons
between 1979 and 1989.

Another factor that has propped up poverty rates in
this country is the performance of the economy. We've
experienced recessions beginning in 1979, 1982, and 1990
that have resulted in high unemployment rates. High
unemployment yields lower incomes and greater rates of
poverty. In fact, it is generally agreed that the
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just-released poverty data for 1990 look bad in part due
to the current recession.

Furthermore, all the evidence shows that income
growth has been stagnant, if not declining, for those at
the bottom of the income distribution over the past
decade and a half. In the early 1980s, President Reagan
promised America that a rising tide would lift all
boats. Yet, despite 7 and a half years of sustained
economic growth during the 1980s, young families with
children in the bottom two quintiles in 1989 had average
real incomes 13 percent lower than their counterparts
of 1979.

The lower return to work for many Americans is
evidenced by data which show that the poverty rate among
American families with significant work effort has
increased. For example, 15.2 percent of female-headed
families with significant work effort were poor in 1989,
compared to 11.1 percent in 1979. Similarly, 5.0
percent of married-couple families with significant work
were poor in 1989, compared with 4.1 percent in 1979.

Married-couple families with children, which are
often not eligible for means-tested programs and tend to
rely on earnings to escape poverty, were particularly
hard hit by the performance of the economy during the
1980s. Individuals in this family type accounted for 25
percent of the total increase in the number of poor
persons between 1979 and 1989.

If we highlight any policy failure today, we should
highlight the failure of supply-side economics and its
trickle-down theories to boost economic growth, to raise
incomes for working Americans at the bottom as well as
the top, to create jobs, and to reduce deficits.

Congress is moving in new directions to provide
assistance to the poor, with a particular emphasis on
the growing number of individuals in working-poor
families and single-parent families with children. The
broad goals are to reward work and to promote parental
responsibility. And we get there by focusing our
efforts outside the welfare system, a system with which
most Americans -- recipients as well as taxpayers --
find fault.

One of the most important non-welfare initiatives
to pass into law in recent years is a major expansion of
the earned income tax credit. In the budget
reconciliation bill for fiscal year 1991, Congress
recognized the growing problem of the working poor, and
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expanded significantly this refundable credit that
supplements the earnings of low-income families with
children. By 1994, all working families with children
earning less than $24,000 will be eligible for at least
some benefits. Families earning between $8,000 and
$13,000 will be eligible for a benefit of up to $2,400.
With the EITC expansions, working-poor families will
have more support in choosing work over welfare, and
welfare families will have more incentive to enter the
labor force.

Congress has worked also on proposals specifically
designed to help welfare recipients become
self-sufficient. The current welfare system assaults
many values that Americans hold dear. Most importantly,
it historically has provided very little incentive or
assistance for recipients to work. While a significant
minority of families leave the Aid to Families with
Dependent Children (AFDC) program due to earnings, the
most common route out of AFDC is by way of a change in
family structure, including a marriage or the youngest
child leaving the home. The reasons for this are
simple: most recipients receive little if any support
from a noncustodial parent, and must work full-time,
year-round at a very decent wage in order to make it
without welfare.

In 1988, Congress enacted the JOBS program as part
of a major welfare reform bill. The program is designed
to address barriers to work and help welfare recipients
become self-sufficient. We must muster the will at the
Federal and State levels to carry out the promises of
this legislation.

The JOBS program is a reality in part because of
experimental research performed during the 1980s which
yielded promising results. Work and training programs
for welfare recipients were found to be cost-effective,
and to yield modest but significant increases in
employment and earnings for a segment of the welfare
population.

Thus, today the AFDC program offers more than
"eligibility technicians" who calculate benefit levels
and disburse checks. States are operating JOBS programs
with work, education and training activities, and
providing supportive services such as child care, that
will increase the skills and employment prospects of
welfare recipients. The programs are targeted at those
recipients most likely to remain on welfare for long
periods.
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In addition, the welfare reform bill includes
important transitional assistance for welfare recipients
who leave welfare to work. A lack of child care or
health care assistance can make it extremely difficult
for a recipient family to leave welfare. Quality child
care is expensive, and many jobs, unlike welfare, come
with no or limited health care benefits. Today, an
AFDC family is guaranteed a year of medicaid benefits
and subsidized child care assistance if it is able to
leave welfare through work.

Changes made to our Nation's child support
enforcement system represent an important component to
anti-poverty strategies. In 1989, there were 10 million
women living with children apart from a natural father.
only 58 percent of these families had child support
awards in place, only 37 percent of these families
received any award, and only 26 percent of these
families received the full amount of their award.
Without income.support from the father, women with
limited earnings potential have little chance of making
it-on their- own without welfare. Yet many in our
society lay the blame for welfare and the responsibility
for earnings on one party -- the custodial parent.

While less heralded, changes made to the child
support enforcement system represent a second foundation
of the welfare reform bill of 1988. These changes will
help families currently on welfare and families that
will be at risk in the future. Under the changes,
States receive an enhanced Federal match for the cost of
genetic tests to determine paternity and must meet
Federal paternity standards. Judges and other officials
are required to use State-developed guidelines to set
child support-award amounts, and for AFDC cases, awards
must be-reviewed and adjusted every three years. In
addition, States must automatically withhold child
-support payments from the wages of a noncustodial parent
unless there is good cause not to do so.

These child support program changes will go far to
improve the sorry record of child support in our
country. I will soon introduce child support
legislation that will move us even closer to ensuring
parental responsibility and rewarding work. The
legislation will have two major components. The first
set of proposals will enhance the establishment and
enforcement of child support awards. The second will
provide an-assured child support benefit to children at
any income level when the noncustodial parent fails to
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pay what he owes, and an improved collection system to
ensure that he pays if he can.

The potential benefits of this approach are many.
It holds fathers as well as mothers responsible for the
support of their children. Paternity establishment
would increase, because only those children whose
paternity is known could receive an assured benefit when
the father failed to pay. Furthermore, welfare receipt
would decline. Families who fail to receive private
child support would have an income base they don't now
have that could make work much more attractive than
welfare.

As you may know, many Members of Congress recently
have introduced additional legislation designed to
provide income support outside the welfare system to
families with children. At the beginning of this
session of Congress, Senator Al Gore and I introduced
one such bill -- the Working Family Tax Relief Act. The
bill eases the tax burden for 35 million American
families with children by replacing the personal
exemption with a refundable, child tax credit. The
credit, unlike the personal exemption, provides equal
benefits to families at all income levels. Overall, the
bill cuts taxes for working families with children with
incomes between $10,000 and $75,000 by more than $20
billion per year. Federal taxes would fall 8.1 percent
for a four-person family with income between $35,000 and
$50,000. The work incentive effects of the proposal
parallel those of the EITC expansions: it would support
the work effort of those in the labor force, and make
work a more viable alternative for welfare recipients.

Finally, I'd like to mention the importance of
health insurance legislation in any scheme that seeks to
reward work. Recently Congressman Clay Shaw and I wrote
an op-ed piece that we hope will appear in the
Washington Post over the next few days. The piece
chronicles the major improvements we've made in
supporting the work efforts of low-income and welfare
families, and provides detailed information about the
financial situation of a particular family that left
welfare to work at $12,000 per year. The example shows
that even taking into account the earned income tax
credit and other program improvements, a lack of
permanent health insurance coverage can more than
eliminate the financial difference between welfare and
work for a family.

(1) Isabel Sawhill, "Poverty and the Underclass,"
Challenge to Leadership, Urban Institute Press, 1988.
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REPRESENTATIVE SOLARZ. Thank you very much for a very thoughtful,
constructive, and precise testimony.

I have a number of questions that I would like to ask you, Tom.
I have served on the Foreign Affairs Committee for 17 years now. One

of our main responsibilities during that period of time was figuring out
how to preserve the peace and win the cold war.

Although we ultimately succeeded in that endeavor, you have been on
the Ways and Means Committee for many years now, and it strikes me
that most of the antipoverty strategies suggested by Secretary Kemp and
yourself fall within the jurisdiction of your Committee.

Listening to you and listening to him and reflecting on this, there is
something that puzzles me, and I would like to begin by asking you this:
What prevents, in your view, the adoption of a comprehensive antipoverty
strategy which would include elements that are particularly desired by the
Republicans, on the one hand, and other elements particularly desired by
Democrats, on the other?

For example, as I listened to him, it strikes me that a comprehensive
strategy would include, among other things, tax incentives to facilitate
economic growth; child allowances to help bring children out of poverty,
which is one of the most serious dimensions of the poverty problem;
welfare reforms to create incentives for people to leave welfare, and to
make it easier for them to do so, as well as increase spending on
education and training programs which would give people the skills with
which to make their own way in our economy.

Obviously some elements of this would be much more attractive to a
Jack Kemp and a George Bush. Others would be more attractive to a
Tom Downey and a Steve Solarz, but what has prevented a kind of
coming together in the establishment of a bipartisan coalition in support
of an approach like this?

REPRESENTATIVE DOWNEY. Being $3.8 trillion in debt and having a $420
billion annual deficit are the principal stumbling blocks, because all of the
strategies that you suggest, I agree there is broad bipartisan support for.

As you correctly point out, some of us would be more interested in
other elements of this, but certainly reasonable people could agree on
compromising.

The question is, it has to be paid for.
I think that Jack's testimony is a great ode to growth, and I think you

politely but firmly pointed out that no one disagrees that we should grow.
The question is. How?
I would submit to you that you could make a good argument that if we

decided to do all of these things and just increase the size of the deficit,
(a) I do not know that the political support would be there for that, but
(b) conceivably you would wind up in the short term providing some
limited benefits, but so expanding the size of the deficit as to really
undermine what you initially set out to do.

I mean, I feel an enormous role reversal here, in a way. I remember
Jack. I served with him on the Budget Committee in the golden age of
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the Reagan Administration in its first year when he said, "We Republicans
no longer worship at the alter of a balanced budget."

Well, I am afraid that their new-found religion of spending and
borrowing has really hurt our ability to do other things.

REPRESENTATIVE SoLARz. Right.
One of his magic elixirs seems to be a dramatic reduction in the

capital gains tax and the elimination of capital gains tax, I think, on the
first $50,000 in so-called "Enterprise Zones." He also said that there
should be no capital gains after you have held property or investment for
more than three years.

Could you, based on your experience in Ways and Means, comment
on the extent to which these suggestions would, in fact, facilitate the kind
of economic growth that he is talking about?

REPRESENTATIVE DOWNEY. I do not think there is any evidence to
suggest they would facilitate the level of growth that you asked him
about, up to 4 percent of real growth. I mean, that would mirror the
growth of the 1950s and 1960s when we had a much different economy
and a much different world.

REPRESENTATIVE SOLARZ. Right.
REPRESENTATIVE DOwNEY. Let me try and start, if I can, just with your

admonition of trying to be reasonable and not partisan.
Aside from the fact that the distribution of benefits for a capital gains

cut of the size that he is talking about would manifest themselves in
upper-income individuals, putting that aside, since many people say, well,
I am prepared to live with that if it provides growth-

REPRESENTATIVE SOLARZ. Yes. I have to say, just speaking for myself,
if I could be convinced that this would facilitate the kind of economic
growth that would generate millions of jobs for people in low- and
middle-income brackets, I would say that that is a price worth paying.

REPRESENTATIVE DOwNEY. Surely.
REPRESENTATIVE SOLARZ. But that is the key question.
REPRESENTATIVE DowNEY. That is the key question, and the answer is

that it would not.
Even in the Administration, I think it is their own budget projection,

or OMB's, about how much increased growth we would get from a
reduction of this sort, indicating that you just would not get the sort of
growth that would compensate for (a) the tax reduction, and (b) provide
you additional revenue.

In a way, it is a little like the original Kemp-Roth proposal. It was
supposed to create incentives for savings, working, and investment, and
not give us a deficit. Unfortunately, that proved not to be the case.

Having said that, I would say that if you were going to do a capital
gains reduction-and I suspect politically that next year one will happen
if we try to do other things-what will occur is that you will try and
remove those elements of capital gains that have nothing to do with job
growth and creation-people who own collectibles, antiques, furniture,
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paintings, and that sort-and try and limit your capital gains focus to
those elements that do create jobs.

REPRESENTATIVE SoLARz. Do you think it would help to create jobs if
you removed the capital gains tax for investments held more than three
years?

REPRESENTATIVE DOWNEY. Among other strategies, I think it would be
a good idea. It would not be my first choice.

My first choice would be to try and correct some of the gross
inequities that we see manifesting themselves across income scales by
doing Gore-Downey; that, I would do first.

REPRESENTATIVE SOLARZ. I want to get to that in a minute, but I gather
your view would be that, just in its own terms, removing the capital gains
tax for items held after three years would be desirable, or not?

REPRESENTATIVE DOWNEY. Well, it is desirable if it is a focused
reduction on assets such as stocks and bonds-one that we could argue
about-but again, reasonable people could maybe work a definition of
what is job-creating. Yes, it would not be in my mind as desirable as
providing the R&D tax credit or a new investment tax credit.

If I were going to spend money, I would rather reinstitute the
investment tax credit as opposed to a capital gains break of any sort.

REPRESENTATIVE SOLARZ. And what about his suggestion about eliminat-
ing the capital gains tax in Enterprise Zones?

REPRESENTATIVE DOWNEY. With all due respect, I think that is preposter-
ous.

I think the idea that people are going to invest in the inner city as a
result of a break they may gain on capital gains is, I find, based on very
thin and, for the most part, conjectural analysis.

REPRESENTATIVE DOWNEY. Well, suppose, if it is true that nobody would
take advantage of it, what is lost by that?

REPRESENTATIVE DOWNEY. Our governor has instituted Enterprise Zones
across the state. With all due respect to his candidacy, which I frankly
and devoutly hope will come about, I think that that the evidence on our
Enterprise Zones on a state level has scant evidence to suggest that on a
national level that it would make much sense.

REPRESENTATIVE SOLARZ. Would setting them up do any harm?
REPRESENTATIVE DOWNEY. Probably not. The question is, what is your

overall goal?
If reduction of poverty is your overall goal, understand that poverty in

the inner city is a small percentage of the poverty nationwide.
So, simply focusing on what may be an enormous sum of resources on

one aspect of poverty, I mean, with all due respect, I would be hard-
pressed to tell the people in Brentwood, and Central Islip, and other
places in the suburbs of New York, well, we are going to invest a lot of
money in the inner city, but we have no real hope that it will make much
difference in terms of poverty.

I think that there are political dimensions to this as well that frankly
do not pass the realistic test.
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REPRESENTATIVE SOLARZ. Now, in terms of your proposal that you
submitted with Senator Gore, you said this would result in a transfer of
income to families with children of $20 billion?

REPRESENTATIVE DOWNEY. Yes.
REPRESENTATIVE SOLARZ. How is that paid for?
REPRESENTATIVE DOWNEY. It is paid for by an increase in taxes on those

people at the top.
We do it in several ways. We increase the top rate to 35 percent-
REPRESENTATIVE SOLARZ. From what?
REPRESENTATIVE DOWNEY. From 31 percent. And then by changing the

alternative minimum tax and having a surcharge on those individuals
earning over $250,000, we raise the necessary money to redistribute it
back to the middle.

REPRESENTATIVE SoLARz. Have you calculated what the impact of that
proposal would be on the poverty rate in the country, in general, and on
the poverty rate on children, in particular?

REPRESENTATIVE DOWNEY. I think we did.
I think we found it to be a 1 or 2 percent reduction in poverty directly

because, of course, what you are doing is transferring money through the
refundable portion of it to those people who are most in need.

I will correct the "1 percent or 2 percent" for the record when I go
back and check, but there is a definite diminution in poverty as a result
of it.

REPRESENTATIVE SOLARZ. And what about the impact on the poverty rate
of children?

REPRESENTATIVE DOWNEY. Since it is focused on families with children,
it has its most dramatic impact on children and on poor children.

REPRESENTATIVE SOLARZ. Could you get us that for the record?
REPRESENTATIVE DOWNEY. Certainly.
REPRESENTATIVE SOLARZ. If it is 1 or 2 percent of the poverty rate as a

whole, it is obviously much higher for children, presumably.
REPRESENTATIVE DOWNEY. We will find that out if we do not already

have that information.
[The following information was subsequently supplied for the record:]



372

According to a summary of the Working Family Tax Relief Act of
1991- supplied to the Committee by Mr. Downey-

"the bill removes 600,000 families (2.5 million individuals) out of
poverty on an after-tax income basis (when income is defined to
also include cash benefits, food stamps, and housing benefits)."
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REPRESENTATIVE DOWNEY. I would tell you politically, Mr. Chairman,
that taking poor children out of poverty, while it is something you and I
devoutly wish to see happen, is unfortunately not one of the riveting
concerns of this Congress or of the American people.

The benefits that go to middle-income people is the reason why Gore-
Downey has a chance of passing.

REPRESENTATIVE SoLARz. Right. I gather that one of the lessons that we
learned in the 1970s and 1980s was that, while Social Security benefits
went all the way up and kept pace with inflation, AFDC payments to the
really poorest of the poor did not keep pace with inflation.

REPRESENTATIVE DOWNEY. Mr. Chairman, if you will flip over the chart
that I gave you-"The State of the Child"-governmental policy most
graphically demonstrates that point.

In 1972, AFDC and food stamps, again adjusted for inflation in real
dollars, was $10,163. In 1991, again adjusting for inflation, those benefits
amount to $7,471, a 26.5 percent decrease in benefits.

REPRESENTATIVE SOLARZ. Does this not constitute a pretty compelling
argument against the concept of means-testing programs?

Because what it seems to suggest is that while in theory it makes a lot
of sense to provide benefits only to those who are truly in need, since
those who are truly in need have limited political clout and influence, in
fact, when you means-test programs, those programs lose out in the
competition for funds to programs that benefit those who are not in need,
but who have more political clout.

So, if you want to help the truly needy in an approach along the lines
of the ones embodied in your proposal with Senator Gore, which benefits
not just the needy, but the middle class as well, it is more likely to end
up helping the needy more than a strictly means-tested program, which
could not muster the political support necessary to enact or sustain it?

REPRESENTATIVE DOWNEY. The answer is, we need to do both. We need
to have universal and means-tested programs.

The chart further indicates that food stamps, for instance, while it did
not grow very dramatically, did increase. It is a targeted program.

As you pointed out in your earlier opening questions to Secretary
Kemp, Head Start, which is also a means-tested program, is an enormous-
ly valuable antipoverty tool.

But there are approaches that need to be universal.
REPRESENTATIVE SOLARZ. Well, tell me. Food stamps is under the

jurisdiction of Ways and Means-
REPRESENTATIVE DOWNEY. No, it is under the jurisdiction of the

Agriculture Committee.
REPRESENTATIVE SOLARz. Ah! Maybe we should move AFDC out of

Ways and Means and over to Agriculture.
[Laughter.]
REPRESENTATIVE DOWNEY. Or move food stamps over to us. That is

what I would prefer.
[Laughter.]
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REPRESENTATIVE SOLARZ. Why do you think food stamps went up, but
AFDC went down between 1970 and 1990?

REPRESENTATIVE DOWNEY. My conjecture-and it is only that-is that
food stamps, of course, is solely a national program; whereas, AFDC is
a combination of federal and state financing.

The formula for AFDC is the square of the state per capita income
divided by the square of the national per capita income multiplied by .48.

[Laughter.]
REPRESENTATIVE DOWNEY. It is the same as the Medicaid formula, so it

varies depending upon state-and there are also standards of need and
other things like that that determine levels of benefits for AFDC.

So, I would say that one is a national program and one is a federal
program, and therein lies the essential differences between the two.

REPRESENTATIVE SOLARZ. Secretary Kemp suggested that the earned
income tax credit should be expanded so that there would be no tax up
to 180 percent of the poverty level. What is your feeling about that?

REPRESENTATIVE DOWNEY. I think that is an excellent idea. It is also not
an Administration proposal.

[Laughter.]
REPRESENTATIVE SoLkRz. Right now, what is the level at which, under

the earned income tax credit, there is no tax? Up to what level?
REPRESENTATIVE DOWNEY. $20,000.
REPRESENTATIVE SoLARz. No, up to what percent of the poverty level?

He said it should be raised to 180 percent.
REPRESENTATIVE DOWNEY. We will look it up, Steve. I don't know

offhand.
REPRESENTATIVE DOWNEY. Can we go through some of the other things

that he said?
REPRESENTATIVE SOLARZ. Sure. By all means.
[Laughter.]
REPRESENTATIVE DOWNEY. Owning property. He made an interesting

point about assets for the poor.
This is also not an Administration proposal because the only area that

they have jurisdiction over, in regard to assets for the poor, is for AFDC
eligibility, where limits are in place for the value of automobiles. That
standard of $1,500 has not changed for 10 years. They could change that
tomorrow if they wanted to increase that one asset.

The idea of assets of up to $10,000, which he testified to, would cause
states like Mississippi, Alabama, Louisiana, and the poorest states to make
large percentages of their population, who are currently not eligible,
eligible for AFDC.

It would be the single most dramatic expansion of the AFDC caseload
that anyone could possibly envision.

REPRESENTATIVE SoLARz. Would you therefore oppose it?
REPRESENTATIVE DOWNEY. I would prefer, if we are going to spend huge

sums on AFDC, to improve the jobs program, and to improve those
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elements of welfare that encourage people to work and that give them the
skills to get them out of poverty.

REPRESENTATIVE SOLARZ. Well, what do you do about the problem that
he mentioned about this woman who was on welfare and saved up some
money because she hoped to start a business, or do something, and then
she was indicted and fined for fraud because you are not permitted if you
are on welfare to have these assets.

He makes the argument that we are building an incentive for people
not to accumulate.

REPRESENTATIVE DOWNEY. With all due respect to Secretary Kemp's
testimony and this idea of government by anecdote-

[Laughter.]
REPRESENTATIVE DOWNEY. -where you take the one person who has

been singled out, and say, "Isn't this reprehensible that this in fact
occurred?" And, of course, it is. And then say, "So, to solve this
problem, I am now going to allow all welfare recipients to have enormous
assets and change the program dramatically"?

He is right when he said that welfare needs to change. If I can take
one minute of your time, I would explain how I would change it.

I would do all of the things that I mentioned to you. First of all, keep
the income-maintenance universal programs, which you and I like, so that
a woman who is dependent will have every incentive at every step of her
potential work career to continue to work.

The sine qua non of that is health insurance. That must underlie
everything that you think or do because no mother with poor children is
going to give up her Medicaid card to go to work at McDonald's,
especially if she has a child that is intermittently sick.

So, the first thing that we are talking about is health insurance for
everyone, period.

REPRESENTATIVE SOLARZ. That is the only way to solve that problem?
REPRESENTATIVE DOWNEY. In my view, it is the first step. Then, I would

like to layer several other steps on, if I could.
REPRESENTATIVE SOLARZ. Well, let me just ask you on that point. I

strongly support comprehensive national health insurance, and I suspect
you do also.

REPRESENTATIVE DOWNEY. I do.
REPRESENTATIVE SOLARZ. But just looking at the problem that you have

mentioned about the woman on welfare who has a disincentive to get a
job that might pay her a little bit more than her welfare payments,
because if she gets that job she is no longer eligible for Medicaid and she
has no insurance-

REPRESENTATIVE DOWNEY. And in some jurisdictions, she is no longer
eligible for AFDC.

REPRESENTATIVE SOLARZ. -it would obviously be desirable if we could
get a health insurance plan that covered everybody.

But supposing that there was not sufficient political support for that,
or it was impossible. What about the idea of an arrangement in which
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someone who was on welfare, who gets a job that takes them off of
welfare, nevertheless, would retain for a period of time the health benefits
that they had when they were on welfare so that we remove that particular
disincentive?

That would create an anomaly because, I suppose, it would mean that
the hypothetical woman that you mentioned, earning, say, $9,000 a year,
would have Medicaid benefits; whereas, the woman next to her who had
not been on welfare in the first place would not have them, and that
might be unacceptable to some people.

How do you deal with that conundrum?
REPRESENTATIVE DOWNEY. Let me go back to one of the questions about

... before I answer that. In 1991, the tax threshold, as a percentage of
poverty for the earned income tax credit, was 126.2 percent.

REPRESENTATIVE SOLARZ. So, he is saying raise it to 180, roughly by 54
percent.

REPRESENTATIVE DOWNEY. Right. Which is not, as far as I can tell, part
of the Bush Administration plan.

REPRESENTATIVE SOLARZ. Right.
REPRESENTATIVE DOWNEY. But if it were, it would be something that we

should all support. I certainly could. The question would be, where are
you going to get the money to do that?

REPRESENTATIVE SoLARz. How much would that cost? Do we know?
REPRESENTATIVE DOWNEY. When we passed $15 billion in increased

E1TC in 1990, I am guessing, but this would be several billions of dollars
each year. Probably much more than that. Probably three or four-I am
guessing here-billion dollars more a year to do that.

Steve, in the absence of having a universal health insurance plan, you
can fix part of these problems around the edges. If I can explain what I
mean, I can answer your question and deal with the anecdote in the way
that I think it should be dealt with rather than attempting to answer it.

The first thing that you want to do is to understand the disincentives
in welfare today to work, to get married, or to do anything. Every time
you try to move forward, you lose something. So, you want to eliminate
those disincentives.

The earned income tax credit does part of that. Most importantly is the
idea of an assured child-support payment. I would like to dwell on this
for a second.

Why should the mother who is caring for these children be both the
mother and the father? In no other industrialized country do we expect a
woman to do so much, not only to rear the child, but to earn all the
money for the family.

So, what I would do, and what I am about to do, and I hope that I will
have the support of you and others, is to say. Look, we first want to
establish the paternity of this child. We are going to have a much more
rigorous and ambitious way of doing that.

REPRESENTATIVE SOLARZ. Did we not do that in the last welfare reform?
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Representative Downey. We did a lot of that in the 1988 Welfare
Reform Act.

REPRESENTATIVE SOLARZ. SO, what would you change?
REPRESENTATIVE DOWNEY. Well, I would provide many more incentives

than we already do to the states, although we provide elaborate incentives
to the states in a public education program for those women who are
having children to say. We establish paternity here in the hospital, and
you are now eligible for $2,500 a year once you have the establishment
of paternity and an order of support in your hand.

If you do that, then the need for welfare in many states will be
obviated. You will be giving more money to this woman than she is
currently getting from welfare.

If she has two children in the states of Mississippi, Arkansas, any state
in the South, with an assured child-support assurance payment, she will
be getting more than she would get from welfare.

REPRESENTATIVE SOLARZ. Right. And how do you deal with the
argument that I am sure some people would make that this constitutes an
incentive for these unmarried mothers to have more children?

REPRESENTATIVE DOWNEY. It will not be an incentive for the fathers, and
that is the next step that I want to take here because we will be going
after them. That is the other

REPRESENTATIVE SOLARZ. What do you mean by "going after them?"
REPRESENTATIVE DOWNEY. Well, under my proposal, this would be done

through the Internal Revenue Service. This would be my way of paying
for it. First of all, dad's paternity is established before she gets the check
or before she gets the award, number one.

Number two, dad then owes the Federal government X amount of
dollars for the rest of his natural life until he pays it.

REPRESENTATIVE SOLARZ. To the Federal government, or to the mother?
REPRESENTATIVE DOWNEY. No, no. We will assume. The national

government is assuming the obligation if the father does not make the
payments voluntarily. So, in that instance, he then has a bill due and
owing to the national government for this amount of money.

Now, let me divide that universe into three categories. There are those
creeps who could easily afford to pay this, but for one reason or another
do not. So, the fear of God Almighty should be put in them.

REPRESENTATIVE SoLARz. Right.
REPRESENTATIVE DOWNEY. And we have the way to do that.
REPRESENTATIVE SoLARz. Right. But I assume most of these illegitimate

children are not being fathered by bankers in an afternoon dalliance
somewhere during their lunch hour.

[Laughter.]
REPRESENTATIVE DOWNEY. No, sir. But there are billions in uncollected

child-support payments that are being fathered by men who are easily able
to pay and who should, and we will get it from them.

REPRESENTATIVE SoLARZ. Right-
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REPRESENTATIVE DOWNEY. Let me finish because it is very important.
Experts inform us that between 70 and 90 percent of the children on
welfare have fathers with earnings, and these earnings average around
$14,000 to $15,000 a year.

REPRESENTATIVE SoLARz. That is very useful to know.
REPRESENTATIVE DOWNEY. Yet, less than 15 percent of AFDC mothers

receive a child-support payment.
REPRESENTATIVE SoLARz. That is a dynamite number.
REPRESENTATIVE DOWNEY. So, there are these people out there with

money, and we are going to get it from them. But we are not going to let
the mother spend her time trafficking between court, her work, and
attempting to raise the child.

REPRESENTATIVE SOLARZ. We give her the money, and then we collect
it from the father.

REPRESENTATIVE DOWNEY. That is correct.
REPRESENTATIVE SOLARZ. What are your penalties for noncompliance?

Are we going to have debtor's prison?
REPRESENTATIVE DOWNEY. No, no debtor's prison. That is, as you know,

unconstitutional, and for good reason.
[Laughter.]
What we would-do to these gentlemen, who were able to work and

were unable to make payments, is that there would have to be some sort
of component like a Job Corps or something else for those who simply
do not come forward.

The experience has been with judges in family court that nothing
focuses the mind like a potential prison service, or being brought into a
position where your freedom is circumscribed.

REPRESENTATIVE SoLARz. How much would these fathers be obligated
to pay? For example, your child allowance comes to $2,500 a year, you
said. How much-

REPRESENTATIVE DOWNEY. Well, that has yet to be determined, but they
would be obligated for the full amount.

REPRESENTATIVE SoLARz. Each year?
REPRESENTATIVE DOWNEY. Yes. Now, this is not a new welfare program.

This is a method of putting in the hands of the mother money so that she
can support these children, and through part- or full-time work, still earn
enough, along with Gore-Downey, to be able to support her children
without being on welfare.

REPRESENTATIVE SOLARZ. Is this proposal part of Gore-Downey? Or is
it a supplement?

REPRESENTATIVE DOWNEY. This is-separate from Gore-Downey.
So, if I can just recap, you do child support assurance that the mother

has a floor, a basis of income that is outside the welfare system, which
I think the majority of Americans will support.

Second, you give an expanded earned income tax credit, and then do
an adjustment for family size. The more she works, the more she keeps.
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Then, you do Gore-Downey, which only further enhances that, and you
have enough money outside the welfare system to (a) not be poor, and (b)
to support your children.

REPRESENTATIVE SOLARZ. And where would you get the money to pay
for the increase in the earned income tax credit? Of course, Gore-
Downey, you pay for by-

REPRESENTATIVE DowNEY. Gore-Downey is both an expansion of the
earned income tax credit and a refundable $800 credit. That comes from
the area that we discussed before. It comes from people who have earned
the most and had their taxes reduced over the last few years.

REPRESENTATIVE SOLARZ. Let me just ask you a few more questions.
This has been very, very useful.

What did you think of Secretary Kemp's proposals to privatize much
of the public housing stock?

REPRESENTATIVE DowNEY. I find that very interesting as long as we
have plans in place to increase the stock of public housing. I mean, it
seems to me that a lot of this housing-certainly homeless hous-
ing-should be transitional-housing that you move in when your luck
is really bad, and then you move out. For example, the HELP program
that you have in your borough of Brooklyn, which is really the first step
for homeless people to get out into apartments.

If you start selling off the entire stock of public housing, you lose
some of this flow that I think is essential to house people.

REPRESENTATIVE SOLARZ. It was not clear to me in Secretary Kemp's
program how poor people who would otherwise move into this public
housing would be able to afford buying the apartments of the people to
whom the facilities now belong.

REPRESENTATIVE DOWNEY. That is also left unclear. But I think the point
here is-and in fairness to him, I wish he were here to defend this-the
idea is that, yes, the homesteading idea is a good one as long as you
increase the stock at the rate that you are replacing it with people moving
into it, because there is a crying need, as you know, in the city for low-
income and affordable housing in both the cities and the suburbs.

Secretary Kemp also made another statement about unemployment
compensation being paid in a lump sum. This is an astonishing idea
because it presupposes that you know how long you are going to be
unemployed, which is often something you do not know.

[Laughter.]
In fact, it is something you rarely know. The idea of unemployment

compensation is to temporarily tide you over until your next job. It is not
a seed capital for new enterprise.

What I find most intriguing about this idea of business enterprise-and
I richly support the idea of entrepreneurship in all the rest of this-this
is again an idea which, in the abstract, sounds wonderful until you go
speak to some unemployed carpenter or businessman for whom a lump
sum unemployment benefit, even if you could know how long they were
going to be unemployed, would not be enough to start a business.
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We had a hard enough time getting extended benefits passed by this
Administration. I find the idea of paying lump-sum benefits a truly
interesting one.

REPRESENTATIVE SOLARZ. Well, I want to thank you very much for
making an extremely constructive contribution to our deliberations.

When are you planning to introduce your welfare reform bill?
REPRESENTATIVE DOWNEY. Well, you have other witnesses, but the other

aspect which I did not mention is I would give the conservatives their
due. I think that people spend too much time on welfare, and I would
make it temporary in duration-two, three years-but at the end of that
two or three years, I would have a public jobs component to it.

REPRESENTATIVE S&LARZ. Well, except that you would acknowledge, I
am sure, that there are some people on welfare who are physically
incapable of working?

REPRESENTATIVE DOWNEY. Absolutely. And for those people, I would
not keep them in the AFDC program. We would either put them on
disability, or SSI, or something that puts them in a place that we know.

We have seen that with the jobs program. There are people out there
who are not going to work who have kids. We can talk until we are blue
in the face about how they should. They are either physically or mentally
impaired in a way that we are simply not going to get them to work.

Rather than spend a lot of time and effort worrying about them-a
small percentage of the total, I might add-put them in another category.
Make welfare temporary. Provide jobs at the end of it. Provide a mecha-
nism for income support for people so that they will want to work and
can continue to work. That will solve the problem of poverty in this
country.

REPRESENTATIVE SOLARZ. Now, one final question, which I asked before,
but I do not recall that you answered it-and if you did so, my memory
fails me-but I raised the question about the extent to which a child
allowance of $2,500 per child might not constitute an incentive for
women to have children that some might say would be counterproductive?

REPRESENTATIVE DOWNEY. Well, again that assumes that the guys, after
this program is in place, are not being vigorously dealt with so that there
is no downside to their fathering additional children, and being fingered,
in a way, as potential fathers.

I mean, there is a significant downside for the first time. My favorite
example of this was in Bill Moyers' wonderful program on Newark, New
Jersey. They interviewed some father of five separate children. He said,
well, I am just oversexed.

Well, when we get our plan in place, he is going to pay a very heavy
price for being oversexed. My sense is that the word will spread across
the land that there is a consequence for fathering children that is not there
now. That would be the disincentive that there would be.

REPRESENTATIVE SOLARZ. That is the disincentive for the father. What
about for the mother?
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REPRESENTATIVE DOWNEY. Well, I guess you can make the case,
although I would not, that there are plenty of disincentives already for
having children that you cannot care for. I would also point not to
anecdotal evidence but to the vast majority of the evidence that suggests
that even among mothers on welfare today there are only 2.3 children per
AFDC household.

REPRESENTATIVE SOLARZ. Right.
REPRESENTATIVE DOWNEY. So, I just do not believe it is a real problem.
REPRESENTATIVE SOLARZ. If your staff could, if you have it, get us some

estimate as to the impact on the poverty rate among children at large of
the family allowance plan. This would be most helpful.

REPRESENTATIVE DOWNEY. I should have known that, and we will find
that for you.

REPRESENTATIVE SoLARZ. Thank you very much. It was good to have
you.

REPRESENTATIVE DOWNEY. Thank you.
REPRESENTATIVE SOLARZ. I would like to welcome our next two witness-

es. I assume you were here for the prior jousting and presentations, and
we are delighted you could join us.

Why do we not hear first from Dr. Butler, and then from Mr.
Greenstein.

STATEMENT OF STUART BUTLER, DIRECTOR
DOMESTIC AND ECONOMIC POLICY,

THE HERITAGE FOUNDATION

DR. BUTLER. Thank you very much indeed, Mr. Chairman.
I applaud the Committee both for its perseverance and also, in

particular, for holding these hearings. It is good to see at least one branch
of the Federal government actually considering the notion of a major
attack against poverty in this country. One certainly can appreciate
Secretary Kemp's frustration as one of the few in the Administration
really pushing in this direction.

As a conservative, I must say I feel the same kind of frustration. I
think much of the disturbing trend that we have seen in recent years-
and, in particular, the poison of David Duke in the south-is a direct
result of the vacuum in terms of discussion of welfare issues within the
Administration or, at least, within the White House.

I also would make the point that, both on the left and on the right of
the political spectrum, there has been a good deal of discussion and
agreement in recent years that has led to a number of very major reforms
in the system and agreements on such issues as the earned income tax
credit.

I found myself agreeing with a good deal of what Congressman
Downey had to say, although I would give a slightly different spin to it.

I say all that because I think that we do have an enormous opportunity
to bring about fundamental, positive reforms in the welfare system that

55-478 0 - 92 - 13
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would have a wide measure of agreement, were the agreements outside
of the Congress and the White House to be reproduced within.

It seems to me that if we look at what the shape of this agreement
should be, and what the broad theme should be for the 1990s, we could
look back at the experience of the War on Poverty over the last 25 to 30
years. A number of lessons do stand out, and there are a number of areas
of action that should be taken.

I want to just emphasize three areas that I feel to be the most
important, but this is by no means the exclusive list.

First, I feel that we must encourage more decentralization of the
process of policy making for the individual states through greater waiver
authority to those states.

Almost all the major proposals that are being discussed before
Congress started first at the state level, whether employment training or
support payments. All these kinds of proposals by and large came from
the states first.

We need to encourage more such experimentation to aid the process
of developing good policy. We frankly do not know the answers. We may
have good instincts about what the answers are in many areas, but, liberal
or conservative, we have to confess that we do not know the exact
answer.

Therefore, more experimentation is necessary, whether it be based on
training programs or on the kinds of things that are going on in Wiscon-
sin. There needs to be action to encourage this experimentation.

The Administration, in particular, needs to be much more aggressive,
as do future Administrations, in encouraging states to offer proposals for
experimentation. Secretary Kemp, perhaps, has not been as aggressive in
that area as he has in many other areas of looking at the conservative War
on Poverty.

I think Congress also should take action to give much greater
opportunity for the various programs that are currently structured in such
a way that there are severe limits on the ability to grant waivers on their
consolidation and restructuring; there must be much greater authority
given to the Administration's agencies to grant waivers, to allow much
more aggressive kinds of experimentation to take place.

I would emphasize that this is not a return to a 1950s states' rights. It
would be subject to the overwrite of the Executive Branch and the
Congress, but it would encourage much greater experimentation of
fundamental reform of the welfare system at the state level first, where we
should be trying these ideas before testing everything at the national level.

REPRESENTATIVE SOLARZ. What prevents the states from doing that now?
DR. BUTLER. Well, I cannot give you precise details, but there are

various restrictions on the ability of state agencies to grant waivers across
particular programs, such as food stamps, AFDC, housing programs, and
so on.

In other words, if a state puts forward a proposal that really would
involve a very significant change in the way you try to help low-income
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people move forward, there are often many severe restrictions on how
money can be transferred between programs. That is what I am referring
to.

There is, I must admit, a significant amount of waiver authority already
available under the Social Security Act and the Jobs Program. I am
arguing only that Congress ought to consider widening that authority to
allow even more innovative proposals.

REPRESENTATIVE SOLARZ. Can you give me an example, just so I can
understand it, of an "innovative proposal" where a state was precluded
from trying because there was no waiver authority?

DR. BUTLER. I cannot give you precise examples, but if you look at the
problems related to the homeless, and if you take into account the way
the Social Security and the SSI program, in particular, are designed, or if
you look at AFDC, food stamps, or the housing program, you will find
that it is often very difficult for a state or city to put together a compre-
hensive program to deal with the homeless. In trying to take into account
the mental illness situation, or trying to allow the homeless to obtain food
stamps and housing, there are often a lot of frustrations for local govern-
ments because of the demarcation between particular programs. It is that
kind of example that we hear about.

The second broad point I wanted to make is that we must change
programs.

I think there is now broad agreement, even if minor differences
remain, that some policies have encouraged what one might call
"behavioral poverty"-changes in the composition of the poor population.

As we all know, there is a big expansion of female heads of families,
as opposed to those with two-parent families. There is a reduction in work
among the poor. There are enormous disincentives to leave welfare and
obtain a job.

A number of steps must be taken to correct that, and I just want to list
very quickly several steps on which I agree with Congressman Downey.

One step is indeed to look at state waivers as a method to encourage
more experimentation of the kind that we have seen in Wisconsin and
other states. That experimentation may or may not be successful, but at
least it should be tried and be examined carefully.

As for tightening up of support payments, I think some of the things
that Congressman Downey suggested ought to be tried at the state level
as a way of seeing whether they work before we apply them to the entire
country.

I would agree also with an expansion of the earned income tax credit.
I think the steps in that direction in previous years were very important
and were jointly supported by conservatives and liberals. We need to see
more movement in that direction.

Specifically, The Heritage Foundation and others have supported the
idea of applying a new credit for children. We have a proposal, as do
others.
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There are differences, we agree, in the design of the policies. But there
is a common agreement that we need to use a credit system to enable
those families that choose to work and to also have children to see a
decisive increase in their income level by working rather than being on
welfare.

Related also to this point, I would completely agree with Congressman
Downey and yourself that one of the key elements of looking at the
transition to work and getting off welfare is health reform.

As you may know, The Heritage Foundation has a major proposal for
a change in the tax treatment of health care, designed to give a refundable
credit for health-care purchases to low-income people and to change the
nature of the tax exclusion for company-based plans.

We agree with the broad argument that, until you fundamentally
change the health care system, you will have a major obstacle that makes
it extremely difficult, particularly for a mother with children, to make a
rational decision to join the work force unless there is a prospect of being
able to gain health insurance.

One other area in terms of this focus on work and intact families,
where I would disagree with Congressman Downey, is on the whole area
of Enterprise Zones and, in particular, capital-gains relief within those
areas.

It seems to me that if we have a situation, as we would do, with
granting capital-gains relief for new investments in very depressed areas,
there is not a cost if people choose not to invest. You are not giving up
capital gains taxes.

If the investment is successful, then you will have achieved something.
So, it seems to me that there is nothing to lose with trying this

approach.
If Congressman Downey is correct and this policy will not make any

difference, then we will all apologize, but we have not lost anything.
REPRESENTATIVE SOLARZ. How exactly does the proposal work? That

was not clear to me.
DR. BUTLER. There are variants of the basic proposal, but the idea is

that essentially new investments in an Enterprise Zone area, either from
the outside or by proprietors of businesses, would have in the Administra-
tion's proposal complete capital gains' relief.

There could be a ceiling on that. There are variants that we and others
suggested, but the idea is that you encourage people to build up assets
within the Enterprise Zones.

REPRESENTATIVE SOLARZ. Does that mean, if you set up a business for
$10,000, you would still have to pay business and income taxes on the
profits?

DR. BUTLER. Yes.
REPRESENTATIVE SOLARZ. And the real estate tax. But, presumably, if

you sold the business, then you would have-
DR. BUTLER. You would recoup; right.
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REPRESENTATIVE SOLARZ. -you would not have to pay a capital
gains tax on the profits from the sale of the business itself?

DR. BuTLER. That is correct, under Secretary Kemp's proposal.
As I said, there are variants. One can see the possible dangers of

artificial businesses being created, and money being run through Zones
and so forth, so there are ways to limit that.

But the basic idea is that if someone struggles to try and start a
business and makes it successful in the South Bronx, or somewhere like
that, they ought to be rewarded, and people ought to be rewarded who try
to put their money behind such people.

REPRESENTATIVE SOLARZ. Do you think there ought to be a cap on the
capital gains' exclusion? Or should it be total?

DR. BuTLER. I personally have suggested that there should be a cap.
Suppose, for example, you were to apply the same cap that applies to

personal real estate, whatever amount would make it equivalent. If we do
it for homeowners, it seems to me, it is not unreasonable to say, give that
same amount of capital gains relief to somebody who tries to set up a
business or puts their money behind somebody setting up a business.

REPRESENTATIVE SOLARZ. But one of the problems I have with that, the
capital gains tax now is, what, 28 percent?

DR. BunLER. Yes.
REPRESENTATIVE SOLARZ. If somebody could somehow scrounge

together $10,000 and start a business, they obviously hope that the
business is going to be successful.

Let us assume they are hopeful that in ten years the value of the
business will go up by a factor of 10; it will be worth $100,000. Even
with the current capital gains, if they sell that business, they are still
making $72,000.

I mean, it is hard for me to believe that somebody who can scrape
together the $10,000 and wants to start a business, who thinks the
business will go up by 10 times in value over 10 years, is going to refrain
from doing it, because at the end of the 10 years, if he sells the business,
he will have to pay $28,000 in taxes rather than zero in taxes.

He still has the $72,000 profit. In fact, if you could guarantee him
that in 10 years the value would go up by a factor of 10, a person would
probably do a little jig, invite you in, break out the champagne, and
celebrate, and maybe offer you some equity in it.

DR. BUTLER. Well, the fact is that if there were such guarantees, then
indeed that would exactly be the result. The fact is that there is always a
risk associated with this.

I would just answer the point particularly in two ways. One is just
to say that, first of all, in Enterprize Zones, we are not talking only about
the capital gains aspect.

You mentioned property taxes. One of the ideas of the Enterprise Zone
is that it should be in partnership with the city and the state, and the city
and state should take steps to reduce the operation expense of the
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business, such as instituting one-stop permitting, such as reducing
property taxes.

So, we are talling about a compendium of items designed to keep
operating costs lower in high-risk areas and to make the potential rewards
higher.

The other thing I would point out is that the proprietor may or may
not be the only one involved in that enterprise. We may be talking and
should be talking also about outside investors in those areas.

So, we are also attuned to their considerations. That is one reason for
putting a cap on the amount, that we are not looking for massive amounts
to be made.

REPRESENTATIVE SOLARZ. I guess your real answer would be that it may
not have much to do with the decision to make the investment itself, but
it may have a lot to do with the location of the investment.

DR. BUTLER. That is correct.
REPRESENTATIVE SOLARZ. In other words, the investor is more likely to

put it in the inner city area if the investor concludes that, if it works out,
they will not have to pay a capital gains; whereas, if they have to pay the
same capital gains in the inner city area as in a suburban area, they might
prefer the suburban area for obvious reasons.

DR. BUTLER. That is certainly correct, and particularly if you like
outside investors in the business.

There is an explicit desire to try and guide investments into these areas
to achieve the purposes of trying to deal with poverty.

There is no question about that.
REPRESENTATIVE SOLARZ. How much longer is your statement?
DR. BUTLER. I just wanted to make one other point.
REPRESENTATIVE SOLARZ. Then, I want to get to Mr. Greenstein.
DR. BUTLER. I realize the hearings have gone on for some time.
REPRESENTATIVE SOLARZ. But this has been very helpful, and I appreci-

ate it.
DR. BUTLER. The third broad point I want to make is to say that I agree

with the broad notion that one of the important approaches that we have
to apply much more seriously in the area of antipoverty programs is the
notion of what is loosely called "empowerment."

I agree with the broad thrust of the notion in the 1960s that said, if
you give people greater control over their lives and their circumstances,
they will behave differently, and they will behave in a constructive way.

I feel that my criticism against the period of the 1960s is that it was
generally assumed that we were talking about political empowerment in
those areas.

Today, we are talking about economic tools for empowerment, and
whether it be tenant management, or school choice, or vouchers for day
care, these are all ways in which you can give the poor in this country
greater control over their assets and over their lives.
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I think there is absolutely overwhelming evidence that when you do
that people begin to change the way they look at the time horizons,
whether they choose work. or welfare, and so forth.

It requires, I think, not so much the Administration but the Congress
to support much more these kinds of approaches.

Secretary Kemp complained about the Congress's elimination of much
of the funding of his programs.

I think the resistance to school choice in Congress is an example of
resisting what should be a major element of welfare reform in the 1990s,
to give the poor greater control of economic means.

REPRESENTATIVE SOLARZ. What does "empowerment" entail, aside from
giving people in public housing the opportunity to buy their apartments,
and parents the right to choose which school to send their children to?

DR. BUTLER. Those are the two major ones.
REPRESENTATIVE SOLARZ. I am not diminishing them. I just want to

know what else.
DR. BUrLER. The basic thrust is to try and, as far as possible, to allow

the poor to have a voice in the decisions that are made over their lives.
REPRESENTATIVE SOLARZ. I understand that, but I am asking you to give

me-
DR. BUTLER. Another example might be contracting directly with

neighborhood organizations in poor areas to deliver basic social services,
such as day care. This would involve other steps: to reduce the various
licensing requirements, for example, for people to provide certain services
in poor neighborhoods.

I am not saying that it is the panacea, but I am saying it is one
element of a strategy that involves policy decentralization to try to give
people the ability to control their lives and to make working much more
productive and remunerative than being on welfare.

REPRESENTATIVE SOLARZ. Let me just ask you a question.
How do you feel about full funding for Head Start and Chapter 1?

How would you compare that to a choice for parents in determining
which schools their kids go to?

DR. BUTLER. I am tom in a way, to be frank, about Head Start. I am
not convinced that the evidence is as overwhelming as I think you and
others believe. I am certainly not against that approach, if it is successful,
but I think the long-term benefits of Head Start are unclear.

But as I said, I am in favor of experimentation and going forward.
The key thing about Head Start, which I think is important, is that it

is an attempt to build within a community the active involvement of the
parents and local people, the kind of environment and assistance needed
to move forward.

I think it is similar in its concept to ideas like tenant management of
public housing and so on. These ideas all have similarities.

They are basically saying: "Let us deal with people in the community."
Let us give them an opportunity to determine their future and to decide
what services they need."
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In that sense, I would agree with it.
REPRESENTATIVE SOLARZ. I might be much more comfortable with the

concept of choice if it supplemented full-funding programs like Head Start
and Chapter 1, but I have got-

DR. BUTLER. If that was the compromise, then I would have no
disagreement with that. If that was the compromise.

But I think that one without the other is only half of what you need to
do, and arguably not even that.

[The prepared statement of Dr. Butler follows:]
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PREPARED STATEMENT OF STUART M. BUTLER

I appeci the omrmtn ty I tDstf before the members of tie Joint Economic
Clunatime, on the important topic of welfre reint

In myCmmettoday. Iwonuld l shaewithyouthefnin of mre thatanyears
of stale Pxpe Immitgdoa and scholurly worLk ad to suggest the lesson and guiding principles
fur action Ot flow ftom those fidings. Adopting those principles, I should cardon you. wil
af0 produce overlght success. But It will lead to stedy progress in reducing the welfare ralk
and imprving t effetiveness of wefae policies.

The experience to daft points to six lsoms about ma1ing wefae policy

1) Our effbrt to aerm.m "tra aet hav ftadom to iftm beyIavlrm

The Amount we as a natio have spent vying to aleviate poverty is aey 8tsgg1ng.
Sice tt mid-1970s, total wefar speding at all levels of govomment. including the valse of
in-kind benefits that routinely me excluded fn the official Census m statistics an povurty,
has avaged approxlmaly 3.5 perent of the nations usg national produc Govenmt at
all levels in 18 spent $184.2 billion on wea payments, or $5,531 for each pes in the UJ.
officially classfied a poor.

Despite this, the olicial povet rate has remained virtually the am since the lunlng
of the Omeat Society programs In 1965. During the 9s and early 1960s, the povwty rat had
been flln sharply.

Our faIre to schieve signifant roducnx in the poverty raw despi this level of
spending is perploxing enough. But the impact of this heavy spending ppeaS to have
roinfamod, or actually caused, neds that have ed to what has sometimes been reered to a a
"culture of poverty," in which matal poverty Is made deeper and me persistent beom of
behavioral changes by the poor.

Ono clear example of this is the redontion of woak efttt relaied to welfar beofim. lke
past 25 yen have ee a damat reduction in wek effot among pooer Amricans, 7bew is
convincing evidence that this dircly related to wer beneft. During the la 1960s and ely
1970s, social scientists at the Ofic of Econmic Oppononity (00) undermok a series of
contled experiments to oxanine the effect of welfare bnfits aon the poor. This tudy. known
a the SeaanledDve Income bainmn Expeimen, or "SIMEDDIME," is the la st and most
compthenaive such analysis eve undertaken tin comry.

The SlAMEDMIE experimen found that every o dollar of ea welfare gen to low
Income indviduals reduced labor sad earmings by 0.80 dol. he impat was moot pronounced
among young unmarred male with the number of hours wornd declining by 43 pocent 7bi
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patten found In the SIMBdDVIM eperaet can be seen in the changing suo e ofthe welfare
population. In dt mid 190, nwly one thid of poor housolds headed by adults wo
wortd MI time throughout the year. With peav welfare available today. only 16.4 pescea-
of poor fAmilies ar headed by an adult w ng full time. Thirty years ago the poblem facing
the wsoidg poor wu low wages; today the problems is these adults dot WC.

Even me distesing haa been tha te expansion of the welfare gm has coincided with
the Collapse of the family in low Ino usehold In 1959, sme 28 paeent Of po families
wom beaded by womn Toaby that figure is a agpd g 52 percent. Among black housholds,
the illegitimacy ra in 1965 wa bad enough at 25 percen, but today it is 65 p=Ment - In otha
words, almost 2J3 of all black Ammicans bm today aet bo ntwo a on-family.

While there a several ftr behind these aIrng trada, the effect of di. ncentives
in the welfare system is td mot pronounced. The welfare ym toty penalizes maulage ad
penalize wo'L To mea nggling to mae ends meet to support a family on low eaings, the
welfare system aimply says. in effct, 'If you want your kids to be better off, abandon them to
the welfare system." And to the young woman who becoma prepant t welfare ssem
prvides Just as tes a messag "Dont work ad don't mavy an employed man"

This ary history of ant-pverty porms breeding poerty sugpg I two tp dtla
sMould be taken by any ILts tying to rffOm lus W 1 sstem.

Thb first is that welfare psupsms should be redsiped to Insist on a two-way obliptim
For 25 yes the welfars system hs been coqrupted by the notion that while society is obliged
to help the poor, the po have no coanspooding responabllity to Ue that aDanc to improve
their condition. This quaru century dominated by a one-way obln Is I staik contat to

ho long radition of public and private assistace being conditional on ra efforts by the poor
to improve their situaon Thb ha meant that being on welfare cn often be the result of an
economic calculation by beeficiare aher than always a It resort Ma calculation has been
as desructive for those sucked Into wefre as it ha been costly to the taxpr.

The nodon of a two-way obligation, by oontas leads to the idea that welfare shul be
linked to a requirement to wo. While there should be some exceptiun to tha rule such u in
the cae with women with pochool chidir, ft Inis e that weJWe requre word or a
good-faith efftn to obtain wodc should be a baic elemnt of all m4fr welfar1 PrograMs,
inchluing housing assitance a well as Aid for PFmil with Indenent Chida and odWr
bmefit progrma.

The second implilcation is tht welfare assistance should be expliciltly po-family rate
than and-family. Thbs in tum sugpum serval things sts and the federal goveMInt should
consider. One would be to eqcome states to copy Wiscansin's pWeod experiment to rewad
welfare mothers who anwsy. It is not ye clear ezactly how but to do tha but the dlm sol
be consciously to make th welfare systea encourge razl than dboage mInla e. Similarly,
besing up child uppor payments to d&scamp fathers fir. abandoning their families to the
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mm also makes great n And rquiring teen-age mothe to may in the family bore rather
than set up in their own a nten - which tnds to mean tong-mm welfare dependency -
should be a top prioty. As I will mention later, ne way to spur such effort by the states
would be to encatzagp ond permit grea use of waiver by .

Furthemore, Congie should change the feirl tax policy I encouae wntu ta rtan
wfe a dependency. Mm r expansion of the aned Income ax cIeit ( ) ba U helped
Tnis refundable tax credit lm v th earnings of low-skilled waders, aid so maIe wask a
Ulttle mom auctdve comnpard with wlfare. Frher epuions of the HfTC would avc an
atdional incentive to wod& The oustmant of the EITC for family duo was L But, I

believe the EFC should be further modifed to have a higher valu for two-pAIM wUkln
Slmiles than for single parets. Ti moa sm first because a two parent family bha gst
ecnomic neda than a single-parent family with the ma number of children. Second, prvdng
a higher rlrC for mare couplea would encourage mariae and in a modest but Important way
would counturact the huge disincentives to marriage which exist in the cutrent welfare ssmn

A ptoposal for health car r by The Heritage Foundation also would help encourag
Individuala to leave welfar and join the wmk forc. Under this plan, the current tx exclusion
for company plans would be replaced by a refunda tax credit for individual pmciahe of
healt Io ance and out-of-pocket medical expens, This mean that a low-incom w In
a firm curmrtly not providing bealth benefits would obtain government help tI buy a baic health
cae plan. Th would remove cne of the mijor disincentives for welfare families to rejn the
work force namely the los of Modicid benefits.

2) States and Mse fedeaul eommu eed to think mrues dooty AboM work

Wile the Idea of linkng welfate benft to work - or workfse -- could now be
considered the orhodox view among liberals as well a among conservatives, there am many
muundertandilp about what constitutes a good workiraning requirement As the Family
Support Act Indicates, many liberals have adopled toe rhetoric of wodc requirements and yet
flinch ftom actually placing those requiremenat into effct Tho Act mm on the surface to be
quite a strong ndcment for welifre recipients to Join tho work forc, but there Are lo many
enmptioss in the fine print that very few, if any, indivhdals will be pzdded Into the work fee
For the moat part, th "t equhmemn" simply ar additional benef and training fo thos who
wish to Improve their sits rather th taking a Job with their existing skills. To be s, the Act
will Increase employment, but he majority of the people getting jobs will be middle clam aervice
povkm In the education and naming Industry.

Our expeence with education and training snuggt a number of guidelines for
meaningful wok requiremants.
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Fusst, - should not fo us on volunts as otoh w federa law requires thom to do
and u Massachusetts did md its Employmoeotja nlng prognam (Is. Th assumption behind
*o emphasis an volunteor. is that the post mkjoity of people on welfare would accep ajob If
only they had sufficient slls. Yet the overwholming evldence suggests ta motvatin is the
problem, partularly the lack af motivation because of the dep of the welfiare sM itself.
Thus focusing an volunteer and providg them with general programs to Improve their uilli
generally does litlo to encourag thtose rsistnt to work tO tak a job. ndee tm who might
has otherwise left the wcfere system for wiak ofe m induced to remain in tie welfar
system to recee e training. Thus a rea requiremmnt to tmk a job is crcal to a *ccesfu
work prgrm

Second, New York Univriy profssor Lawrence Mead's exbandve aalysis of work
programs suggests that work experience, intensive education and trlning job sarch prpepas,
and other approaches have roughly t same level of fflectivene in getin welfare beneficiaries
into employmentL Tim long-term e=arnng patter of those emulld in the intendive enhancement
programs ao is ab dot same a fo e welfre recients who do not baneit n= the
propra bdeo taking a job. But job seuch and work experience programs re less esiv
to operate than edocato and taining pograms. Tus for * given amoumiof money, job sarch
ad work experience will move mm people ot of wolko dependence than wMD taing

Thse observations suggest that swt should Am on simple poirsmt lelIIUn tde
number of wolfare recipients actually espiged in wurk experience or actual emuloymeuti In
partcula. th has of partolpudia required in a progm shU be inreased to ne a h me
toployment, perhaps thity bornaweeL Todaya partcpatonperiod oftehostsurIsommas.

Moreover, thd percentae of individuals on th welfare caseload who are qRed TD parcpt
In job searc and wadk experience should be substantially Incres_

Oee of the bluest problem facing te and r lawmaes in tohe deb avr welfare
is that the actul benfi levels available to individual hou _holds re aely known by officials.
When Ubal aue for raising basin AFDC benets. they tod to imply this Is the only t
received by the household Yet there m about 75 federal m e stedproram includin often
poom housing benefits, as well as food stamps, Medicaid, Head Staneory assistance, sad
the Job Ccaps. In addition, stes hav a variey of progrm ranging fronn gend u dalistance
to medical. bousing, and educational programs that supplement the fderd assistanue. Yet the
Censu Buze ignores virtually all thes In-kind programs in computi the Income of hose an
weoars. In fat, of the $184 billion in tal welfare spending, the Coensus counts only $27 bimo
U Inc=e fr poor persons.

Thus government officials a, in moat instaoes. flying blind. For example, we ae
little knowledF about the degree to which ADC fae paIcte in other programs such
WIC, low Inca= onergy assiaud and sub*ldizd housing. We don't know how many
programs AFDC famili pardeipat in or what the averag coabined beIet paso IL. But
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the recipients dol Tbey know th fectdve value of ee housing or fee medical coo, and tMeymake decisions whetr tI Work or to remain on welfie on the basis a how thma bcodls
cOMpare with the cash Income they would receive in employment. In many instances, amilies
would be giving up as much s $20,000 In tax..ree I in cash and in-kind bIt If theadults W welfare mad took a job. It is not hard to imagino why many husbolds dcide tha
wel.re is mare attractive, even If their basic AFDC alone in much less than tbey could dtdn
by worg.

It is crucia for federal and state officials to compute fth real benefit values available to
Individuals on the welfae roll Only then can they make sensible policy decdon to assure thatthose wbo really need help get sufficient ausstane, while those wbo em able to wec we not
discouged hom doing so by perverse Incendves

While de government is ndertaking tii neceuay task of measmDement it is vial that
it aista the curreat preuux to raise AFDC benefits. As I mentioned, th is a stmong tendecyamong proponents of higher basic benefits to dlsagpegas: programs. They point to the ben fl
of just oce or two programs, uch as AFDC, and then imply that this is all a bou d receveaand that it is pitUdully small. But the program they dnty usually an only the tip of theiceberg. It is foolish to talk about expanding welfare spendng without knowing the coato the
total pacasge of beneft cumntly reived by the *veap AFDC family. To do so would cause
even grer_ Incentvs for families to choose welfare ove wo and for fther to abandon their

Ther Is Increasing ineest In Washington these days in a new tea - empowerment.Tre we several threads to this Ides. The fA is that individuals teed to have a better idea of
ter own self-n than any bureaucrat does. Thus giving people the means to run their own
live. leads to bw results than ame bureaucrat trying to micraanage ovary decision of tS
poor. Ihe semo tme Is that the very act of "helping" families by making every decision for
them often tem inso passive Individuals wbo become totally dependent on the _tvenmem
for their basic well being. This mens of uttr dependency and Inability to cool ev s is
perhaps the moat pernicious aspect of long tam welare dependency. w third theme reltedto th, is that insisting indivkdal take responsibility for their own lives - be it with fiancial
help to do mo - actually changes their behavior in a positive way.

We have seen an example of these powerful effects in the movement fr tenntmanagent of public housing, Once tenant u permitted to mn their own poect, a make
ddcsons ao everyday aspeca of their ie in the proe, their behavior changes ad so does
the neighborhood. In mant-naajment proeca, rem collections ris, admnsativ cosdeln. and the quality of life In the prWcts noticeably Improve. Not only dtht In tenant.managed projects welfare dependency declines, m ag pregancy declines, ad fatm retuan
to their families. This happens because In thes projects there is both an opporuaity to conafol
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ons's life and an insistence by tenant led each household lives up to oe very clear

We see a similar patn In educatin in the rs of demands for choice in educadon
Wlhen M passive parents, who Just accpud poor edocatin for their chilren, r given th
OppOretY to make chIM, they tae d Ihenitiative. We aw this in the But arlem Schol
Distict whem results improved _ramadcaiy oce parents were able to make decisons over
which hIo their children could tead. Wo see it evn mnme fmatically today in hilwaukeD,
where a voucher propsr for inncr city childr to sted private schools has led to demand by
pant f*r a rat shake up in the public school system. Whea individuals can make halces,
they demand chanp and improvement.

State and fd 'l polfy makers need to exm the record of empDwerment Mapgle.
If they do to, they will cognim quickly that it is for better to provide individuals with dir
asistance and the opportunity to make decidons than to fund suvice organzations to provide
in-kind ausstance to familis. It is ao cheaper.

Satte policy me" also should appreciate that with Jack Kemp at the US. Department
of Housing and Urban Devdopm t and Iam Alexander at Education, the ere very stung
proponmns of mpowemen at di federa l Inded. Jack Kemp now cha up a cabinet
tsk fore an empowannel, and is willing and a to waik with um to launh empowerment
ati a the so leveL lhe peat oportun" Ii available tD any stt wi g to tVy

epowerment strategi to teak tho cycle of dependency.

Intun, Conseu-shou dbe encouraging empowerment rather than iwartng I Recently
Congress decided to deny funds for Secretay Kep's bold Inihdv to foster homeownersblp

o tIhe poor. Tha was a tragle mistaks and a slap in the ho for poor Americans trying to
lift themselves out of dependency. If Conpass gts the sool choice poto of tho AIft
2W plan, that will be a saced body blow to powr people tying to tak poste control over
their own lives.

5M lbe bsd l Ie m n sm d th waier ydsIn to allow stun to &rT

In keeping wit the tecogitIon that much innovation comes km th states, the fedal
government makes It poWible, through sxemption to federl rules. for tae to ay bold idw.
There i four ways in which this can be done.

hes first it thzough the proviWi of the Family Support Act his give saw the
chance to dsign propama to help individuals leave welne by acquiring new sIs.
Unfortunately, die waive available tmgh thes prvislons not only us limited in enomgng
work progams, but In many cues the oiti for reeipt of fedral funds is to avoid simple
but effectItraotegb in favor of high cost -id". ean t aroaches, An I mentned
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ciiler, the Ia approach is rarely u effectivo a simpler wo& "equime" s and is f more

The second method of obtaining waivers is through Sec= I 1 of th Social Secuity
Act Although many stae officials aonly dimly aware of thi provisio it provides far g atI
discetion for state Inovaion than Is available under the Family Support Act More Impont.
it permits very major changes in the AFDC progrem, allowAng sta to build in vaius wmin
requlremens and other obligations for the recipients of welfar

There ama number of waiver requests that ate should consider unders section. One
would be to intrduce tough workfkre requIrements including the requirme that some AFDC
recipients must work NU dime u a condidon of benfits. Another would be to limit the
availability of APDC to no mre than dsi years (basically the time zwqured for a newborn to
anch an age of full time schoolng). lhe fact ts if somebody is on AFDC for tea or fifeen
years, the program has ceased to be temporary Istance and has become a way of life. Another

periment that could be conducted rmer the Social Security Act waiven would be some version
of Wisconsin's lInfcare Pngm. In other wod, receipt of benctia could be tied to the
insistence that the children of a welfare household nay in school and avail tbemselves of an
oppxmity to boak the cycle of welffi dependency by obtaining a good buic ednordon In
addition, some version of 'wedfisn' could be inuoduced, as Wisconsin is trying to do. This
would provide Incentives for boken families to become runited or for single motde m to mry
without a Immediate and sigfifit reduction in bene . The easgy would be to encoerage
motherd on welfare to make the tansition to becoming a dtnioa family with a waking fathr

Tbd the opprtuiy for wAiven is still avaiale under the approach FiSt developed
durIng the Reagan Adimisuarion. Under Reagan, a body hnown as the InterAgency Low-
Income Oppo°rmiy Board was established to smplif the proceas of obtaining multiple waivws
hom dlazent agencles. Esenrtially. a goveror colld come to the Board with a broad propoal
for welfare rform wkich neasuitated several waivers or dffe t departments. Te Board,
comprised of senior officials ftu. every edal agency Involved in antipoveuty programs, thean
would evahlu the p L If it agreed to it the Board would Issue directives to each agency
to grant the necessary waivers. Thus it was a form of oneDstop shopping for waivers. This
Bosrd helped to launch several major welfae reforms in the 1980 including those in Wisconsin.
Today that Board has been remodeled and now is in the forn of the Empowernent Task Fsce
chacied by Jack Kemp. State offiDcs considering welfare refoms should develop an overall
strategy and present it to ep's task foree. This would permit the approval of waivers in all
the apeele concene san so would mak very innovative refOnm possible.

The Mad government needs to chanp its laws to broaden waiver aatlhrlty In programs
such as Food Stamps giving ses greater opportunity to expeiment with new ephaches to
were, subject to federal approvaL The fact is that none of us can say with confidece dth we
have the answer to poverty. We should be fostering morn experiments to find the awer.
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As any sieeadt will tell you, experi s ar only hlpfulnder two conditions Mm
fint is that there must be crful mesurment of the esults. Te second thau them uits
must be compared with a contul gop not subject to the changes made. Only in tdii way can
the impact of rforms actually be asssed.

Unfot zly, It is quite comman for states as well as the federal government to hail te
sccess of a welfare innovatons withou accuratly measuring its impact Tai was the cm In
Oovernor Duhkas's one celebrated ET pogram. Dukakis claimed tmmendous sucoess for the
pogrem. He wa able to do so because he permited no systadc evoluation of ET. Indeed.
atempts to evaluat it met fA resistance fom sae oacials, who for yea denied scholars
the most basic forinatlion When evenotally tho propum was systmatically enly-nd by the
Pioneer Institute, a state-based, marcs group in Boston. It was found to be a costy sham.

It is impotant that other states do not repeat this "bow-notbhing approach. iher
intentionally or unintentionally. Caful analysis and measument. ad comparisons with
controlled goups of indlviduals not subject to a rom, Is oeccesM for ay sa to feel
confident that to apparent success of an innovato is real.

The federal Food and Drug Adminixtradon insists ha all new dgs hbe shows to be siaf

a effctive. I would suggest that sta and federal officials asply the same rule the welfre
s M By experimenting on a smal scale, an arch should be sown to be "usa, " meaning
that It does not have damaging sid effects such as increased depedency. high WSidmacy mu,
mtd broken fullies - the side efects of today's welfare system. It should also be shown to be
"affective." meaning that a comparison with a conuol group shows dt the rfom actually does
lead to an Imprvement and does so at a cost tha is acceptable given the benafit If states we
to use this FDA rule in welfae reform, ther erts to experiment would lead to ee bear
results and mao usable lesn for other se

The welfare systnem ln Amerlca s a m . It sn expauivemo es. And it its ae MO th
Is busting many families rade than helping them. Fundam al refom Ii needed This requires
a ontlnuatonand epanson of tdebealthy deb now taing plaeo among welfe exprts an
both ends of the polal specum. But thes experts can only pont to lassous thas sm to

emege fr previous experience and thoy caon nly propo reforms. Moreover. xpr with

exactly the same crdentials can differ markedly on their intorelation of previous eaperiee

and on their sugestons for reform. That why state experimentation is so Important It Is only

by vying out prmposs In good scientific fashian that good policy Can be developed. Tht s

why lawmakers In Washington should reist the temptation to try to solve the welfare problem
by lnsttutinag gredios now sdmms that operi ars the nation. To be sue federal
lawmakm need to addu the basic Ieives In dte tax and bInfit sye tht disocurae
work and intact families, anu foster epedcy ad broken fmilies. But when it Come to the

subtleties of the welfare sysem, and to designing detaled straegIcs thba ra to the mr

conditons of families In paritcular neghborhoods. thcy should la Io take a back sea Tbey

should proide Information to ste on what sees to wori and what doe not en they

should remove d red tape of federal nre and give states the widest pousbb latitude to embalk

on radical rfom
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REPRESENTATIVE SOLARZ. Right.
Mr. Greenstein, thank you for your patience.

STATEMENT OF ROBERT GREENSTEIN, DIRECTOR
CENTER ON BUDGET AND POLICY PRIORITIES

MR. GREENSTEIN. Thank you, Mr. Chairman.
I would like to start with just a few observations concerning

current poverty trends and where we are heading.
As you know, since your last hearing on this, the poverty data for

1990 came out and, as you mentioned, poverty went up.
In 1989, which was the peak year of that long economic recovery you

referred to, we still had a higher poverty rate than in any year of the
1970s, including the deepest recession era of the 1970s.

In 1990, when the recession started, poverty went up by more than 2
million people.

Yet, between 1989 and 1990, the national unemployment rate went up
from only 5.3 to 5.5 percent.

In 1991, when the average unemployment rate is expected to be about
6.7 percent, we are expecting a very large further increase in poverty, and
not an increase that will simply disappear when the recession ends.

The Administration's own forecasts are that it will take until 1995
before the unemployment rate gets back to what it was in 1990, a year in
which we had 2 million more people in poverty than in 1989, which, in
turn, was higher than in the worst recession years of the 1970s.

As you know, when the unemployment rate at some point in the mid-
1990s gets back to where it was before this recession started, the poverty
rate probably will not be back to where it was at that point because we
will probably have further revisions in wages, more cuts in benefit
programs, more female head of families, and so forth.

Just to mention one of those trends that Secretary Kemp referred to in
David Broder's article about state and local governments being strapped,
AFDC benefit levels, which are set by state, have now eroded to such a
degree that AFDC and food stamp benefits, combined in the average state
for a mother with several children and no other income, are back down
to the level of AFDC benefits alone in 1960 before even the food stamp
program was created.

Now, what do we do about this?
A couple of thoughts about this question of the economy.
As you noted earlier, economic growth alone does not do it. On the

other hand, economic growth is certainly important.
When we look at why economic growth did not bring poverty down

more in the 1980s, I think this Committee-I think, perhaps, at one of
your earlier hearings, you heard from Rebecca Black from Northwestern
on how the erosion in wages in the 1980s undercut the increase in work.

55-478 0 - 92 - 14
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I would just say parenthetically that Stuart Butler made a reference to
the large reduction in work effort among the poor. This is often repeated,
but I think when you look carefully at the evidence, it is also greatly
overstated.

In the 1980s, work went up more among the poor than it did during
the recovery of the 1960s, but poverty responded less because wages
eroded.

So, we need economic growth that is also the kind of economic growth
that lifts wages over the long run. We need more productivity in the
economy.

We really need two basic things. We need a much lower deficit so that
we have more room for private investment, and we need more public
investment in things ranging from infrastructure to education and training,
to early intervention programs that work, to health care and R&D.

Now, I bring that up here, because how can you simultaneously have
more public investment in things that will strengthen the economy and
productivity, and bring the deficit down at the same time?

The only major source of money I see out there is the defense savings
that we are likely to get in the years ahead. So, I mention this because I
want to sound a warning.

There are a number of proposals coming up on Capital Hill that takes
chunks of those defense savings and uses them to finance tax cuts instead.
I think, if you do that, most of the ideas talked about in this hearing will
never happen. You all have the resources for it.

We can finance children's tax credits and middle-class tax cuts through
other changes in the tax code-raising the taxes at the top, closing more
loopholes-but if we start stealing the defense savings for that, you will
find that we still have a large deficit, and we do not have the money to
do the things we are talking about today.

REPRESENTATIVE SOLARZ. I also say, it remains to be seen how
significant this so-called "peace dividend" will be. Leaving aside the
extent to which it may already have been spent five times over.

We do have a budget agreement which provides for a reduction in
defense spending, in real terms, by about 25 percent over the next five
years, which, as I understand it, is supposed to bring a level of defense
spending down to about 3.5 percent of GNP by that time.

Now, that agreement was achieved before the collapse of the Soviet
Union, so presumably there is an opportunity for some additional savings.
But I have an uneasy feeling, and I do not think anybody has really done
a serious analysis yet of what that additional increment in defense
reductions would be.

But assuming it is compatible with the kind of foreign policy that I
think most Americans would want to support, which means that we are
not going to abandon all of our allies around the world, and withdraw all
American forces to the United States, and go back to the kind of defense
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establishment that we had in 1939 and 1940, but the actual monies to be
saved when you look at the budget as a whole may not be as great as a
lot of people think.

I hope I am wrong. It is one of the answers that I am trying to get.
MR. GREENSTEIN. I agree with you, but you are making my case for me,

I think.
REPRESENTATIVE SOLARZ. I was not necessarily arguing against you.
MR. GREENSTEIN. But the point I want to underscore is that we do not

know how large they will be. And if we already start taking them and
using them for tax cuts, you not only lessen the chance of doing the
things talked about today, but as you know, under the Budget Agreement,
unless you get defense savings significantly larger than those in the Bush
budget in 1994 and 1995, you have to do large reductions in domestic
discretionary in 1994 and 1995, which are likely to further squeeze state
and locals into slow increases in Chapter 1, Head Start, Job Corps, and
whatever.

So, I must say that I am alarmed by the discussion here on the Hill.
Before we even know how large the defense savings will be, and we have
a $350 billion deficit, I am alarmed by the discussion of taking some of
the defense savings and turning them into tax cuts.

REPRESENTATIVE SOLARZ. By the way, on the macroeconomic question,
how do you answer the argument that, given the size of the deficit, we
cannot afford to significantly increase it in terms of the longer range
health of the economy?

MR. GREENSTEIN. That we cannot afford to increase the deficit?
REPRESENTATIVE SOLARZ. Right.
MR. GREENSTEIN. I agree with that.
REPRESENTATIVE SOLARZ. You do?
MR. GREENSTEIN. I think we need to reduce significantly the deficit.
REPRESENTATIVE SOLARZ. Well, so, if that is your position, that would

pretty much preclude funding many of these initiatives unless alternative
sources of funding can be achieved that do not result in a net increase in
the deficit.

MR. GREENSTEIN. That is correct. And that is why my feeling is that we
need not erode the revenue base; we need to fix it internally where there
are problems.

I think that we have discussed capital gains and Enterprise Zones this
morning. There are dangers with them if they do not work. One of the
dangers is that they could lose significant amounts of money-particularly
in the case of capital gains-and increase the deficit.

Capital gains can also result in more tax sheltering and more misallo-
cation of the capital that is there; thereby, reducing the value of the
capital stock.

There is a relationship between differential rates and sheltering. But I
do think that we have to look at both, hopefully, more significant
reductions in defense and in pruning back less effective, less needed
domestic programs to make room for some of these initiatives.
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Among the things that I would particularly focus on, as you heard here
this morning, are efforts to make work pay more for people in lower
paying jobs.

We do have significant problems with wage erosion. Between 1979
and 1989, the poverty rate among families with children, where the head
of the family works, went up about 25 percent.

We do need, I think, to both simplify and expand the earned income
credit. I would argue, based on new research indicating that the disem-
ployment impacts of the minimum wage are really quite small, that we
need to restore somewhat more of the purchasing power of the minimum
wage that has been lost over the last ten years.

I am not talking about raising it sky-high, but to simply get closer to
the purchasing power that we had in the 1970s and 1960s.

We need health care for families with workers. We have a child-care
tax credit today that is not refundable and provides the overwhelming
bulk of its tax-credit benefits to upper-middle and upper-income people
and shuts out the very people-

REPRESENTATIVE SOLARZ. Where are you going to get all the money for
this? These sound like imminently reasonable ideas, and I am quite
attracted to them, but if you take the position that you are opposed to an
increase in the size of the deficit, between the earned increase revenue
loss with an increased earned income tax credit, between the increased
expenditures for child allowances, between-you did not mention it, but
I am sure you would include full funding for Head Start and Chapter
1-between the health insurance for the children of working families, I
do not know what the total is, but it must come to billions and billions of
dollars.

MR. GREENSTEIN. My total is actually very modest compared to
Secretary Kemp's. I found myself wondering the same question that you
were asking, as I listened to him, because he had capital gains and many
other things in, as well.

I think the money has to come from several places. I think, first, there
is a new book that I would recommend by William Kaufman and John
Steinbrenner of the Brookings Institution about potential defense trends,
consistent with national security over a ten-year period, that suggests that
we may well be able to get significantly larger savings than those-

REPRESENTATIVE SOLARZ. What is their bottom line?
MR. GREENSTEIN. They have several different options, depending

obviously on developments in the world. This is over a ten-year period,
but if I remember correctly, depending on events in the world, they end
up by the tenth year, down in real terms, anywhere from one-third to one-
half from the current level. The Cheney plan goes down about one-
sixth. So, there would be a significant difference there.

In addition to that, the children's tax credits, as the Downey-Gore bill
shows, can be financed through a more progressive tax structure

REPRESENTATIVE SoLARz. Right.
MR. GREENSTEIN. -that raises rates some at the top.
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I also think that the child-support enforcement ideas that Congressman
Downey talked about are very important. It may be that we should do a
large-scale demonstration project first, but the hope would be, which we
need to find out more about, that by being much tougher on absent
fathers that we could collect enough additional money from absent fathers
to defray a significant portion of the cost of having a child assurance
payment that he talked about.

That is obviously something we need to check into further.
REPRESENTATIVE SOLARZ. What do you think
MR. GREENSTEIN. I was just going to say also on the health care area,

which is an important area, I very much disagree with those who think
the only issue is access or broader coverage. I was going to say later, if
we do not get a handle on health-care costs, we also might as well close
up shop on everything else that we have talked about here this morning.

If we do not, two things will occur. One is that health-care costs will
so overwhelm governmental budgets that other efforts will increasingly
be squeezed. Second, employers will continually have to cut wages more
as the portion of their gross receipts going to health-care premiums rises.

So, I think that that is an area where we need to find ways hopefully
to restrain the growth of health-care costs while expanding access.

REPRESENTATIVE SOLARZ. Do you think there is a way to deal with this
problem other than through a comprehensive health-insurance plan?

Could you conceive of one that would provide health insurance for the
children of people who were moving out of poverty?

MR. GREENSTEIN. I am not an expert in the health-insurance area. There
are a number of plans out there now, from single-payer to pay-or-play;
Stuart Butler and Heritage have a plan.

I really do not feel that I have the level of knowledge to say, here is
my proposal in health care, but I would want to emphasize that I think
both the access area and the cost containment area are essential and that
we really cannot do access without strong cost-

REPRESENTATIVE SOLARZ. What do you think of Secretary Kemp and Dr.
Butler's idea of an Enterprise Zone?

MR. GREENSTEIN. I found it interesting that Stuart mentioned that he
was concerned about the evidence on Head Start. The evidence on Head
Start is far stronger than the evidence on Enterprise Zones.

Secretary Kemp, in his statement, referred to evidence from the state
level on the success of Enterprise Zones. In fact, a careful, dispassionate,
nonideological study by the Urban Institute reported that careful evalua-
tions of state Enterprise Zone programs have found no evidence that these
incentives contributed to employment or investment growth in designated
areas.

The Urban Institute said that Enterprise Zones are costly. They
estimated the Secretary's plan would reach no more than 1.5 percent of
the poor people in the United States. They raised questions of targeting
problems, and they concluded that the evaluation suggests that most, if
not all, of the value of the tax credits claimed in state Enterprise Zones
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represent windfalls for the people investing there, not benefits for the poor
residents.

Now, having said that, the question you raised was, well, if they don't
work, do they do any harm?

The harm they do if they do not work is that they erode the revenue
base. They use up money.

I have been told by friends of mine in the Administration that a year
or two ago Secretary Kemp had a choice in dealing with OMB; that he
could push for his Enterprise Zone proposal, or he could push for another
proposal he had submitted for more vouchers and certificates for tenant-
based assistance for low-income households, but they would not give him
the money for both, and he pushed for the Enterprise Zones.

Well, if that story is true, I think he made the wrong choice. I think
we greatly need more voucher certificates. The affordable housing
shortage is growing.

In the Urban Institute study, they recommend that the money proposed
in the Administration's proposed Enterprise Zones would be better spent
expanding the Job Corps and Head Start.

Now, the bottom line is that none of us really know what these
Enterprise Zone proposals would do. I would be happy, in the spirit of
Stuart Butler's recommendation for demonstration projects, to demon-
strate. But you do not need 50 of them at a revenue loss of several billion
dollars over the next five years to demonstrate. You can demonstrate them
with maybe five of them, or seven or eight of them.

REPRESENTATIVE SOLARZ. I agree.
MR. GREENSTEIN. Once we put them in those 50 places, whether they

work or not, you will never get rid of them.
REPRESENTATIVE SOLARZ. If you had to name your, say, three top

priorities for dealing with poverty in the United States in legislative
initiatives, what would they be?

MR. GREENSTEIN. I think they would probably be in three broad areas.
One would be the refundable children's tax credits. The second would

be the child-support enforcement and insurance system. And a third might
be fully funding of these important early intervention programs like Head
Start and WIC-I put Job Corps in there too-and child immunizations.

REPRESENTATIVE SoLARz. And what would be your three top priorities,
Dr. Butler?

DR. BuTLER. I think we could agree to some extent that a chief priority
would be to change the tax treatment for children. We do not support a
fully refundable tax credit, but we certainly do support a tax credit.

I also agree that beefing up the child-support system would be
absolutely important, not just in terms of its potential effect, but to send
a message.

The third is that I would argue, however, for much more aggressive
approaches to granting waiver authorities and encouraging experimenta-
tion.



REPRESENTATIVE SOLARZ. So, if those are your three priorities, and those
are your three priorities

MR. GREENSTEIN. I think I left out health care. I am not sure which I
might replace that with.

DR. BUTLER. Well, I would have included that under the child area. The
whole credit approach that we suggest is very much in line with the
earned income tax credit or child credit approach. It is designed to work
around that.

REPRESENTATIVE SOLARZ. Do you have any problems with Dr. Butler's
suggestion that more flexibility be given to the states to be able to
experiment with innovative approaches?

MR. GREENSTEIN. I would make two comments.
First, in my view, I think Stuart has overstated the importance of that.

In a number of the areas where we are talking the earned income credit,
the earned income credit did not start at the state level; it started at the
federal level. A lot of the child-support work involving interstate enforce-
ment would have to be done at the federal level.

Full funding of things like Head Start is federal.
With that in mind, I think that more experimentation at the state level

is to be desired, so long as it is not a cover for an attempt to block grant
and dismantle basic benefit programs for poor children and families that
we now have.

In the latter part of the Reagan Administration, there were waiver
requests. But when you looked at their structure carefully, they would
have taken programs that are benefit entitlements, and would have had the
effect of block granting them, and would have run the risk that, in years
in which the economy performed less well than expected and more people
qualified, the people would have been turned away, or benefits would
have had to have been cut across the board.

We do not think of block granting and limiting Social Security, or
something of that sort. So, I think that there needs to be adequate
protection to make sure that there are-and I know this is not the case
with Stuart-but there have been some conservatives for whom the state
waiver idea has been a cover to begin to dismantle federal entitlements.

REPRESENTATIVE SOLARZ. And, Dr. Butler, how do you respond to Mr.
Greenstein's argument that the way to fund these refundable tax credits
and greater child allowances is through a combination of increased taxes
on the wealthiest, as well as savings from defense?

DR. BUTLER. Well, I disagree with the idea of saying that we fund that
by, as I think Mr. Greenstein said, dealing with the erosion of the revenue
base and fixing it intemally.

I think we have to bear in mind that whatever steps we take in the tax
area they are going to have profound effects on the course of the
economy. I happen to be one of those who feels that the broad tax cuts
in the 1980s were a fundamental cause of the massive expansion that we
had during that period.
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They may have had other effects that we could argue about, but I think
that if we begin to start saying we must raise taxes again that could well
precipitate an even longer recession than we are now in.

I would draw your attention, however, to some of the alternatives. I
think the issue of spending the peace dividend is a very questionable one,
not because I am a big stockholder in defense stocks, but because I think
prudence suggests that we see the outcome of what is going on in Eastern
Europe before we start making too many decisions in that area.

But I would draw your attention to the fact that Senator Bradley has
put forward a tax credit approach, and he has identified very specific
areas of spending reduction, including defense, but also with very specific
programs in the domestic area.

I am not sure that we actually need a super conductor/super collider.
I think that money might be wisely spent elsewhere.

I share Secretary Kemp's frustration that Congress decides to fund a
Space Station rather than to experiment, at least, with some of his
approaches for low-income public housing residences.

I think there are enormous amounts within the domestic spending area
that primarily benefit the nonpoor that we ought to be focusing on. I think
we should do that rather than raise taxes-because raising taxes will cause
a long line of people here in Congress asking for more middle-class
benefits to outweigh their increase in taxation.

MR. GREENSTEIN. Could I make a comment? Perhaps, I did not clearly
state my views, but I think what Stuart just criticized is something of a
strawman in a couple of ways.

Certainly, I did not suggest raising taxes in a recession.
Second, I do not think I suggested raising taxes at all. I suggested

paying for tax cuts on some people like families with children in the
middle and lower income levels with higher taxes at the top, given the
people at the top-

REPRESENTATIVE SOLARZ. Excuse me one second. That is basically Gore-
Downey.

MR. GREENSTEIN. That is correct.
REPRESENTATIVE SOLARZ. Do you have a problem with Gore-Downey,

Dr. Butler?
DR. BUTLER. I just think that it is unwise to focus on raising taxes.
REPRESENTATIVE SoLARz. But what
DR. BUTLER. The problem has been a simultaneous expansion of

taxation and spending over the last two or three years, and I think the
Budget Agreement just led to another surge of both. Now, is the time for
broad macroeconomic reasons to rein both in.

REPRESENTATIVE SOLARz. As I understand Gore-Downey, they are
proposing to make $20 billion in various kinds of tax credits and child
allowances available. They pay for that through an increase on taxes for
the wealthy.

If you want to avoid that, can you tell me where else we can get the
$20 billion?
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DR. BUTLER. Well, I have suggested some of the ones that Senator
Bradley put forward.

REPRESENTATIVE SOLARZ. How much do they come to?
DR. BUTLER. The purely domestic cuts that Senator Bradley put forward

would raise almost $40 billion over five years. He adds in another $80
billion in defense cuts.

We have produced a paper, which I would be happy to make available
to you, which lays out a much wider range of domestic spending cuts to
make up for these kinds of numbers that would allow us to fund a credit
system that would amount in the fifth year to $60 billion.

There is a lot of argument as to what should and should not be
included, and there are a lot of political issues associated with it. But I am
just trying to make the argument that if we are going to see an economic
expansion in the 1990s, and if we are going to see a general improve-
ment, we must not raise taxes.

REPRESENTATIVE SOLARZ. Mr. Greenstein, what do you think about that
point that it would be better to fund the benefits in Gore-Downey by cuts
in domestic programs and, to some extent, defense, than by increasing
taxes on the wealthy?

MR. GREENSTEIN. I could not disagree more. I have looked very
carefully at the Bradley plan, and I think that I would concur with
virtually every cut proposed in it, including virtually every domestic cut
proposed.

That does not mean that the wise use of those resources are to fund the
tax bill. We do not need further reduction in the revenue base. We take
in a smaller proportion of GNP in revenues than most of our competitors,
including those that are outdistancing us and that have far lower poverty
rates than we do.

We need the savings from defense and the savings from domestic cuts
of lower priority programs, such as Senator Bradley has proposed.

REPRESENTATIVE SOLARZ. But suppose-
MR. GREENSTEIN. We need it for deficit reduction
REPRESENTATIVE SoLARz. Right.
MR. GREENSTEIN. and we need it for things like Head Start and the

Job Corps.
REPRESENTATIVE SOLARZ. Well, you may be right in an ideal world, but

supposing politically the only way you could get these benefits for the
poor was to get the money through the kind of cuts that Senator Bradley
is suggesting, or some combination of the cuts that Mr. Bradley and Dr.
Butler are suggesting. Supposing that was the alternative as a practical
political matter. The votes were not there for the kind of tax increases on
the wealthy envisioned by Gore-Downey, but you could muster enough
votes for the benefits contained in Gore-Downey if you paid for it through
the kind of cuts in domestic spending envisioned by Messrs. Butler and
Bradley? What would you say then?

MR. GREENSTEIN. I do not think that you can answer that question
without two additional pieces of information. You would need to know,
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if you did that, what the consequences would be under the budget agree-
ment in 1994 and 1995 for other areas of domestic discretionary pro-
grams. You would need to know what the consequences would be for the
deficit. If the consequences were adverse for other high-priority discretion-
ary programs of importance to the--

REPRESENTATIVE SOLARZ. But why would they be ... let us assume that
we are talking about something that would be revenue neutral.

MR. GREENSTEIN. It is not revenue neutral, though. You are reducing
revenue, and you are paying for it by reducing spending.

REPRESENTATIVE SOLARZ. Right.
MR. GREENSTEIN. The point I want to emphasize is that CBO has

reported that under the Budget Agreement you would have to reduce
defense expenditures, defense appropriations, by $25 billion in 1994 and
$43 billion in 1995-that is below the 1993 defense cap-just in order to
avoid aggregate reductions in domestic discretionary spending.

Now, to be sure, there are some domestic discretionary areas that we
should cut, such as Senator Bradley has outlined. But as you and others
have said, there are other areas of need there, whether it is in health
services, or Head Start, or Job Corps, or Chapter 1, or a number of others.

Therefore, if you use up a lot of the potential defense and domestic
discretionary savings on financing a tax cut in 1992, this would probably
lead you to some excruciating cuts in 1994 and 1995.

And I would say that if I did not have any further information I would
vote against that approach right now. I think it is irresponsible to run the
risk of leaving the deficit this high and to neglect public investment in
areas from education to infrastructure in order to give a tax cut. I am
against that.

REPRESENTATIVE SOLARZ. I am talking about the benefits in Gore-
Downey, which, as I understand it, is an increase in child allowances and
also an increase in refundable tax credits for families with children. That
is a tax cut.

MR. GREENSTEIN. Right.
REPRESENTATIVE SOLARZ. Well, in effect, they are both forms of tax

cuts, I suppose.
MR. GREENSTEIN. The earned income credit piece is quite small. The

bulk of Gore-Downey, like 95 percent of it, is in the refundable children's
tax package.

REPRESENTATIVE SOLARZ. Right. And you are saying that you would not
be willing to pay for that with cuts in other domestic and defense
spending.

MR. GREENSTEIN. I would, if it were not for two things. If there were
no other consequences under the Budget Agreement, in terms of the
deficit and other areas of very high need.

Much as I would like to provide these tax credits, I think a first
priority has to be to expand private investment through a reduced deficit
and to expand public investment in areas ranging from Head Start
education and training to infrastructure and other key areas.



407

Therefore, I think that it is irresponsible to proceed with a tax cut, no
matter whom it benefits, that is not paid for within the tax base.

REPRESENTATIVE SOLARZ. Dr. Butler?
DR. BUTLER. Well, I would just remind Mr. Greenstein and yourself,

Mr. Chairman, of the predictions of CBO and the negotiators for the
Budget Agreement last year. If they were correct in their analysis of the
outcome of raising taxes, we should be having a declining deficit and we
should be having a boisterous economy, neither of which is happening.

So, as to the idea that somehow reducing taxes and reducing spending
is going to lead to an economic cataclysm, I just could not disagree
further with Mr. Greenstein.

I would also point out that if you try to fund a tax credit for children
"internally," as he puts it, in the tax system, and you are simultaneously
trying to increase private investment, I find it hard to understand how we
are going to be raising taxes on middle- and upper income people to pay
for a tax credit of the size we're discussing without discouraging private
investment. I do not understand how this will encourage private invest-
ment.

MR. GREENSTEIN. I am talking about a tax cut for middle-income
families, not a tax increase. I really wish that this tendency, when you are
proposing to restore some of the taxes lost to the very wealthy-this
unfortunate tendency-to characterize it as if you are going after the
middle class, when the facts are otherwise, should really cease, I think. It
inhibits the debate.

I do not understand why raising tax rates at the top to a lower level
than they were during the boom periods of the 1950s and 1960s, still
having rates in the 1930s, not the 1940s, not the 1950s, not the 1960s,
would undercut the economy.

Again, we are getting beyond the debate on poverty here, but I just
think it is very important. I think we are all being very short-sighted when
we do not look at the long-term investment.

REPRESENTATIVE SOLARZ. Well, Dr. Butler, what is wrong with an
increase in the top rate from 31 to 35 if it funds a child allowance which
helps millions of middle and lower middle-income and poor families in
the country?

Why should that be su a drag on the economy if, as Mr. Greenstein
says, even with such an increase, people will still be paying 50 percent
of what they were paying a decade ago?

DR. BUTLER. Well, there are other taxes today besides just income tax.
You have to look at Social Security taxes. You have to look at state taxes.
You have to look at basically what is the total after-tax income of people.

The second point I want to make is that there are now innumerable
studies-Mr. Greenstein gave a long string of adjectives to describe the
Urban Institute, worthy of perhaps Secretary Kemp-but there were many,
many more studies looking at the differences among countries' tax rates,
both increases in tax rates and declines in tax rates. These studies show
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overwhelmingly that when you raise marginal rates of taxation, you see
a slowing down of the economy, and that is the issue.

We are talking about a dynamic effect. It may well be that back in the
1950s, because of other factors, people were inclined to take greater risks
in the economy. They saw the future in a rather rosier way than we do
today. There are all kinds of reasons why people make the decision to
risk their money. But when you raise their taxes in a period where there
has been economic stagnation, the evidence is overwhelming that you
tend to get a slowdown in the economy and a reduction in investment.

I would warn you very much against taking that step.
MR. GREENSTEIN. No one is talking about raising the overall revenue

take from the public during a period of downturn.
The international studies show, in countries like Germany and other

competitors, revenue constitutes a larger percentage of GNP than it does
here.

REPRESENTATIVE SOLARZ. You do not deny that, do you?
DR. BUTLER. In certain countries that is true. But if you look at the

historical studies, and if you look at the transitions that have occurred and
the changes in the economy, it is very clear that reduction in marginal
rates-and I am emphasizing fates-is key.

There are many countries with a higher tax take, but the rate issue is
what is so crucial. And Secretary Kemp would say just as strongly, or
even more vigorously than I do, that there is a big difference between
average tax take and marginal tax rates. That is what we are talking about
here.

REPRESENTATIVE SOLARZ. Why do you
MR. GREENSTEIN. Most of our competitors have higher marginal rates

at the top than we do.
DR. BUTLER. And most of them do not do as well as we have done

over the last ten years or so.
REPRESENTATIVE SOLARZ. Well, we have two more witnesses.
Mr. Greenstein, did you have anything to add, because I interrupted

you in the middle of your testimony.
MR. GREENSTEIN. Well, I know you have more witnesses, and I have

taken a great deal of time, or this panel has taken a lot of time.
I would just emphasize again, I think, the importance of policies that

reward people who work. And above everything else, I think the impor-
tance of leadership on this score. We have, I think, too much rhetoric and
too little real leadership in action.

REPRESENTATIVE SOLARZ. Well, I will tell you one conclusion that I
came to after listening to the two of you and Mr. Downey and Mr. Kemp,
reflecting on what some of the previous witnesses have said, and that is
that there are clearly some areas of agreement with respect to how to deal
with the problem of poverty in America that ought to enable us to move
forward in ways that will incrementally affect the problem.

But in terms of any really significant reduction in poverty, it seems to
me that the only hope lies in the establishment of a broadly based
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coalition which can only be achieved if both sides are willing to compro-
mise.

That means a willingness on both sides to go along with some of the
pet proposals of the other side which, left to their own devices, they
would not be willing to accept, but which in the interests of getting the
other side to agree to their pet proposals, they would be willing to go
along with. Unless that willingness exists on both sides, we will continue
to be afflicted by a kind of political and policy paralysis, except at the
margin where there is some convergence.

Would you both agree with that analysis?
MR. GREENSTEIN. Mr. Chairman, I think not only do we agree with it,

but as Stuart mentioned, we have actually worked together on some
issues, such as the earned income credit. We have done that on some
issues because I think we are both frustrated at the lack of action that
otherwise occurs.

REPRESENTATIVE SOLARZ And let me ask you, finally, very briefly, do
you think, based on your work in this field, based on your contact with
policymakers on both sides of the aisle and the ideological divide, do you
think it is possible to achieve such a broadly based coalition with the right
kind of leadership? Or is it basically in your view hopeless?

DR. BUTLER. If I can speak to that, I think it is quite possible.
I would also argue, if the White House were to take a leadership

position in trying to bring together that coalition, we would have a lot of
action very quickly. But the fact is that the White House has not done so.

It is frustrated that even its own Cabinet Secretary is trying to move
in that direction.

REPRESENTATIVE SOLARZ. Well, perhaps, this Committee could play a
catalytic role in that effort.

I wonder if I could ask the two of you, because you both are
considered very knowledgeable spokesmen for different ideological
perspectives on how to deal with the problem of poverty, would it be an
imposition if I could ask each of you to submit to the Committee a very
brief paper about what you might consider to be a reasonable omnibus
package of proposals, designed to have a significant impact on the
problem of poverty that, in your view, could conceivably be acceptable
to both sides?

If you would like, we will keep it confidential because I do not want
to embarrass you with your own constituents, but what I would ideally
like to be able to do here, and maybe it cannot be done, but I would hope
that Congressman Armey and I could come up with a joint report which,
given the fact that we represent different perspectives on this, might carry
some weight if we could agree, which would embody a series of
recommendations that could be acceptable to both sides.

I think, if we could get your papers-it does not have to be long; it
could be one page.
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We do not need long policy justifications. You are both intimately
familiar with what the other side is suggesting? You obviously know what
you have suggested.

Put something together with the elements of your proposals that you
think the other side can go for, and the elements of the other side's
proposals that you could go for if they could accept the things that you
are putting in your proposal, and then we will see how much of an
overlap there is and how significant that is.

Then, maybe we can put in a little footnote that gives you folks
appropriate credit for being the intellectual authors of the great compro-
mise.

Not since Henry Clay preserved-
[Laughter.]
REPRESENTATIVE SOLARZ. -the peace and the Union for a decade or

so will there have been such a suggestion, but I think that might be a
useful way to proceed.

Then, if the two of us could reach agreement, perhaps that might
stimulate the White House and some of the key people in Congress to
move on this.

I certainly think that without Presidential leadership we will go no-
where. But if we can demonstrate that a broad coalition is possible, it
might induce the President to move.

MR. GREENSTEIN. Mr. Chairman, I would certainly be happy to do that.
I agree in significant part with Stuart that there is some possibility

there, but I think the biggest stumbling block is the revenue question.
I disagree with Secretary Kemp.
There are no free lunches, and, therefore, tough choices have to be

made. And I here very much agree with Stuart in the area where the
question of White House leadership is, the most important being that you
have to make tough choices on resources.

I was cheered to hear Stuart talk about housing investment versus the
space station.

Up until now, the White House's priorities have not involved the new
investment here. And until there is a bipartisan agreement that this is one
of the priorities, for whatever limited funds we have, it will be hard to
work out.

REPRESENTATIVE SOLARZ. I assume both of you agree that whatever
package we come up with should be revenue-neutral, in the sense that it
should not result in an increase in the deficit.

If that is the case, it would be helpful if, in the paper that you present
us, you could indicate how you would like to see it funded. Because that
ultimately may become the key problem that has to be overcome in order
to do this.

There might be a lot of agreement about various initiatives that are
worth doing, but the agreement might break down when it came to how
to fund them.
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So, if you could be as specific as possible on that, realistically, when
do you think you might get us something?

DR. BUTLER. When can we solve the deficit? Maybe we can have ten
days for that.

[Laughter.]
I am going to be out of town for the rest of the week, but maybe we

can have it by the end of next week.
MR. GREENSTEIN. I actually have difficulty even within ten days. I have

a series of other deadlines.
REPRESENTATIVE SoLARZ. Two weeks?
MR. GREENSTEIN. Let me go back and get in touch with your staff, and

we will work it out.
REPRESENTATIVE SOLARZ. Okay. Good.
DR. BUTLER. We will do it faster than the White House will.
[Laughter.]
REPRESENTATIVE SOLARZ. Well, thank you both very much.
We have two final witnesses who can come up to the witness table. I

want to thank you both for coming.
I apologize for your having to sit around and wait. I hope you at least

found it interesting and possibly useful.
Let me encourage you both, in the interests of time, to summarize your

testimony. It will be included in the record. If you could perhaps give us
just one or two major examples of what you have been able to accom-
plish, or what you think can be accomplished, that would be very helpful.

To conclude this hearing, our two witnesses are Linda Wilcox of
Coastal Enterprises, Incorporated; and also Stella Horton of the Education,
Training and Enterprise Center.

Ms. Wilcox, do you want to begin, and then Ms. Horton?

STATEMENT OF LINDA WILCOX
DIRECTOR OF ADMINISTRATION,

COASTAL ENTERPRISES, INCORPORATED

Ms. WILCOx. Yes. Thank you, Mr. Chairman.
I am the Director of Administration at Coastal Enterprises, Incorporat-

ed, in Wiscasset, Maine.
CEI is one of more than 2,000 nonprofit community development

corporations that does economic and housing development, benefitting
low-income families.

CEI is in the business of raising public and private funds, and then
using those funds to generate economic activity in Maine communities,
activity that will directly benefit low-income families.

We loan and invest money in small Maine businesses that agree to
target a portion of jobs created to low-income people.

We loan startup and expansion money to self-employed people and
other very small business owners, many of whom themselves are low-
income.
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We target our financial assistance to natural resource industries, small
manufacturers, child-care providers, women business owners, recipients
of public assistance, and people with disabilities.

We finance and develop affordable housing.
What makes us different from conventional lending institutions, and

what we believe has led to our success, is that our services go far beyond
financial assistance.

We offer our borrowers a range of services from business counseling
to accessing public job subsidies to consultation on operating programs.

Maine is a very poor State.
The bright spot in our economy, however, is the small business sector.
Fully 80 percent of Maine's businesses have fewer than ten employees

and 60 percent have fewer than five, and it is the fastest growing sector
in our economy.

It is the small business sector that CEI programs target to create
economic opportunities for poor people.

We have a small staff. We operate statewide. We have three loan
officers and seven program specialists who provide the technical
assistance to our clients.

We have an asset base of $12 million, of which $11 million is
available for loan and investing, and the interest from our loans contrib-
utes to our operating budget.

Since its inception, CEI has financed 203 of Maine's small businesses
through loans and investments, totalling $10.4 million.

The economic significance of this activity goes far beyond our own
financing, however.

We have been able to leverage over $45 million in additional funds
from banks and other private institutions. So, we have been directly
responsible for injecting over $55 million into the Maine economy.

Our ability to attract bank participation in deals that they would not do
on their own is particularly critical at a time when Maine is facing a
serious credit crunch.

When we talked recently with bankers about the importance of CEI's
role, one said that CEI makes him more comfortable with deals.

We do higher risk lending than banks. We have an excellent track
record. In the last eight years, we have lost only 4.8 percent of the
money that we have loaned out.

In large part, this is due to careful deal screening and the quality of
technical assistance provided to our borrowers. But we would not be
doing our job if we simply loaned money to small businesses.

Every deal we do must provide benefits to low-income families. Over
2,800 jobs have been created or retained, and 200 business have been
financed, and one-third of the jobs have been filled with low-income
people.

Our funding comes from a variety of public and private sources. Our
major supporters are the U.S. Department of Health and Human Services,
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Office of Community Services; the Farmers Home Administration; and
private foundations, including the Ford Foundation.

I want, if I may, to describe briefly our major programs.
We operate a development fund for job-generating businesses that

provide decent wages, benefits, and career ladders.
To receive the financing, the business must agree to target a significant

percentage of the jobs created to low-income people.
We have a member of our staff who works closely with the businesses

and with the job training agencies in our communities to make a match
between the clients that are being trained for JTPA and ASPIRE, which
is our Jobs Program.

So, a real effort is made to fill the jobs created with our financing with
the very low-income people.

In the last year alone, 50 of the businesses that we have financed
through this program have had 492 job openings.

One-fourth of the jobs were filled by low-income people and half of
those were receiving on-the-job training, meaning that they were a part of
the public job-training system.

The average entry-level wage was $6.54 an hour and included
company-paid health insurance, a very critical factor.

We also fund very small businesses. Our Enterprise Development Fund
finances businesses that are employing less than 50 people.

To be eligible for the financing, again, the owner must either be low-
income or be willing to hire low-income people.

One hundred thirty businesses have received an average of $10,000 of
CEI financing. Over half of these very small businesses are owned by
women. These loans have helped retain or create 436 jobs, and over half
of them were filled by low-income people.

Recognizing that the quality of child care is a necessity for working
mothers, we began a national demonstration to finance child-care pro-
grams.

Since then, 45 child-care centers and family day-care homes have
received loans or grants through CEI financing. We have created nearly
1,500 child-care slots, again, with a significant proportion available to
low-income families.

In addition to the financing, each provider has received on-site, one-on-
one counseling on creating quality child-care programs from our child-
care specialists.

In my written testimony, I have gone on to make suggestions as to
what the Federal government can do to enhance the kinds of things that
we are doing at CEI.

We are a very small program and certainly are running in a demonstra-
tion mode.

I think we have demonstrated a success, and we would appreciate your
considering our track record.

Thank you.
[The prepared statement of Ms. Wilcox follows:]



PREPARED STATEMENT OF LINDA A. WILCOX

Senator Sarbanes, Congressman Hamilton, members of the Joint Economic
Committee. My name is Linda Wilcox and I am the Director of Administration at
Coastal Enterprises, Inc. in Wiscasset, Maine. CEI is one of more than 2,000
private nonprofit community development corporations in this country engaged in
economic and housing development to benefit low-income families. I am pleased
to be here this morning to bring the perspective of a rural community development
practitioner to your hearings on poverty. In my testimony, I will do three things:
first, profile the Maine economy; second, describe CEI programs; and third, suggest
actions Congress can take to strengthen the impact organizations like ours can
have on reducing poverty, particularly in rural areas.

CEI is in the business of raising public and private funds and then using those
funds to generate economic activity in Maine communities -- activity that will directly
benefit low-income families. We loan and invest money in small Maine businesses
that agree to target a portion of jobs created to low-income people. We loan start-
up and expansion money to self-employed people and other very small business
owners many of whom are themselves low income. We target our financial
assistance to natural resource industries, small manufacturers, child care providers,
women business owners, recipients of public assistance and people with disabilities.
We finance and develop affordable housing. What makes us different from
conventional lending institutions -- and what, we believe, has led to our success --
is that our services go far beyond financial assistance. We offer our borrowers a
range of support services from business counseling to accessing public job training
subsidies to consultation on operating child care programs.

The Maine Economy
With a population of 1.2 million, Maine is a largely rural, poor state. Over half

of our population lives in communities of under 2500 people, twice the national
percentage. Portland, our largest city, has only 65,000 people. Since 1983, 84
plants have shut down, many of them traditional, natural resource-based industries
manufacturing shoes and textiles located in rural areas. The short-lived economic
boom of the '80s fueled by real estate development has been replaced with a
devastating bust. In July of 1988 the statewide unemployment rate was 2.9
percent; last July it had risen to 7.2 percent. Maine is one of only nine states
qualifying for the maximum 20 weeks of extended unemployment benefits under the
new law enacted last week. Between the first and second quarters of this year, our
personal income actually fell placing us 50th in the nation on this economic
yardstick. Growth in state government during the boom years and recent declines
in income and sales tax revenues have resulted in large budget deficits and in
wrenching cuts in government services, particularly those for poor people.

During the 1980's the cost of housing rose dramatically, putting home ownership
out of the reach of two-thirds of Maine families. We have the oldest housing stock
of any state in the nation: 40 percent of Maine homes was built before 1940. And
over 10 percent of the population is at risk of homelessness or is living in extreme
substandard conditions.

Our traditional industries -- pulp and paper and shipbuilding -- and the jobs for
Maine people they create are threatened. Paper companies are being sold and
resold to international conglomerates and Bath Iron Works, our single largest
private employer, is facing dramatic downsizing if it cannot convert to non-military
production.

However, a bright spot in Maine's economy is the small business sector. Fully
80 percent of Maine businesses have fewer than 10 employees and 60 percent
have fewer than five. And it is the fastest growing sector in Maine's economy.
Between 1982 and 1986, the number of businesses with one to four employees
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grew by 45 percent. The largest decline occurred among firms with more than
1000 employees. It is this small business sector that CEl programs target to create
economic opportunities for low-income people.

Coastal Enterprises, Inc.
CEI began operation 14 years ago in rural midcoast Maine. Today we operate

statewide but concentrate our activities in the midcoast and southern part of the
state. Our 18 member staff includes three loan officers and seven program
specialists who provide technical assistance to our clients. We have an asset base
of $12 million, of which $11 million is loan and investment capital. Interest income
from loans contributes to our operating budget.

Since its inception, CEI has financed 203 businesses with loans, investments
or guarantees totaling $10.4 million. The economic significance of this activity
goes far beyond our own financing, however. We have been able to leverage over
$45 million in additional funds from banks and other private institutions. So we
have been directly responsible for injecting over $55 million dollars into the Maine
economy. Our ability to attract bank participation in deals that they would not do
on their own is particularly critical at a time when Maine is facing a serious credit
crunch. When we talked recently with bankers about the importance of CEI's role,
they said they looked to CEI to 'make them more comfortable with deals." While
we will do higher risk deals we have an excellent track record. In the last eight
years, we have lost only 4.8 percent of the money we have loaned out. In large
part, this is due to careful deal screening and the quality of the technical assistance
available to our borrowers.

But we would not be doing our job if we simply loaned money to small
businesses. Every deal we do must provide benefits to low-income people. Over
2800 jobs have been created or retained in the 200 plus businesses we have
financed and one-third of the jobs has been filled with low-income people.

Our funding comes from a variety of public and private sources including the
U.S. Department of Health and Human Services' Office of Community Services, the
Farmers Home Administration, the Maine Department of Human Services, the Ford
Foundation, the Lily Endowment, other foundations and religious institutions. Local
businesses and banks have also made contributions.

I will now describe each of our major development programs and give a specific
example of how financing resulted, or will result, in economic opportunities for poor
Maine families.

Natural Resources: Historically, natural resources have been the backbone of
the Maine economy. CEI has provided development capital to ten fishing-related
ventures along the Maine coast involving fuel, ice, berthing, processing, and
marketing. Over 300 fishing vessels with 800 captains and crew benefit from the
services developed through CEI financing. These enterprises have generated
employment for 435 people.

CEI loaned $315,000 to developers of the The Fish Exchange in Portland. This
fresh fish, open display auction, is the first in the nation using European marketing
techniques. The Exchange employs 35 people and handles over 20 million pounds
of fish annually. Up to 40 fishing vessels regularly land their product at the
Exchange. It has improved in-state marketing opportunities for Maine fishermen
and has rewarded them for the quality of their product.

The Development Fund: WE also operate a development fund for job-
generating businesses that offer progressive wage structures, benefits and career
ladders. Types of businesses include manufacturing, value-added processing and
social services. CEI financing is in the range of $50,000 to $150,000 with the
median deal being $100,000. To receive financing, the business must agree to
target a significant percentage of the jobs created to low-income people. A CEI
program specialist, the developer of low-income benefits, works with the business
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to identify the jobs to be created, the skills needed to do the jobs, the trainingopportunities for low-income people, and the specific low-income group or groupsthe business would like to target. She then communicates this information to localpublic job training agencies such as JTPA, ASPIRE (Maine's JOBS program forAFDC recipients), Vocational Rehabilitation, and Displaced Homemakers. Shearranges a site visit for job training personnel so they can learn first hand about thejobs. The value to the company is that referrals from these agencies often come
with on-the-job training subsidies and targeted jobs tax credits.CEI has financed 50 businesses through the Development Fund. Thesebusinesses are projected to create 1,400 jobs of which 722 are targeted to low-income people. Nearly 300 low-income clients have received on-the-job training.In this last year alone, these 50 businesses have had 492 job openings. One-fourth of the jobs were filled by low-income people and half of those are receivingon-the-job training. The average entry level wage was $6.54 an hour and included
company-paid health insurance.An example of a Development Fund project targeted to jobs for AFDC recipientsis a company located in a southern Maine community. Long dependent ondisappearing textile jobs, this community of 20,000, has an unemployment rate of9.6 percent. A manufacturer of felt industrial and commercial products, thecompany is seeking to diversify its customer base. Its largest customer is asupplier to the United States Army. CEI has received $330,000 from the Office ofCommunity Services to help finance a $1 million expansion and diversification planfor the company. This financing will save 16 jobs and create an additional 40 jobsover the next year. A customized pre-apprenticeship program is being designedfor 20 new employees of whom 10 will be AFDC recipients. The pre-apprenticeship
program will teach trainees the basic math and use of tools the milling andfabrication of felt require. The program is being operated by Women Unlimited, aninnovative training program that prepares women for nontraditional occupations.
The ASPIRE program will pay for child care and transportation while participantsare in training. Once the trainees are hired, they will receive ASPIRE subsidizedon-the-job training and will have the option of enrolling in a state-registeredapprenticeship program. Jobs will start at $6.50 an hour and at the end of the firstthree months will increase to $8.50. The company provides 100 percent of healthcoverage for the employee and her family. CEl's Child Care Specialist is workingwith the company and a local child care center to arrange second shift child carefor trainees. The combination of training, wage levels, benefit structure, and careerladder make these jobs ideal for single parent, AFDC recipients. Only the four-waycollaboration of CEI, the company, ASPIRE and Women Unlimited can make this
ideal a reality.The Enterprise Development Fund: CEI also funds very small businesses ormicroenterprises. The Enterprise Development Fund finances businessesemploying fewer than 15 people requiring capital of less than $50,000. In a Mainesurvey, 80 percent of businesses started with less than $50,000. To be eligible forfinancing, the owner must be low income or be willing to hire low-income people.One hundred thirty businesses have received an average of $10,000 in CEIfinancing with 38 percent receiving less than $6,000. Over half of the businessesare owned by women. These very small loans have helped retain or create 436
jobs with over half of them filled by low-income people.Louise, a single parent with four children lives in the central Maine town ofAthens, population 897. When she first came to CEI for a loan, she was growingherbs from which she made herbal teas, medicines, and body care products. Shewas eking out a living from Food Stamps and by selling her products at a stand atthe end of her road and in local stores. She was interested in expanding herbusiness so she could provide more opportunities for her growing children. Sheborrowed $5400 from CEI with which she was able to build an inventory of
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professionally printed labels and catalogs, bottles, olive oil which she uses as a
base for some of her products, and a used car which she needed to market her
products to stores throughout the state. In addition to the loan, she received
business counseling from a CEI program specialist and participated in a monitoring
program run by Maine's Women's Business Development Corporation. With this
combination of assistance, she has more than doubled her family income in one
and one-half years. She is current on her CEI debt, has obtained a more
sophisticated understanding of when to borrow for what purpose (she decided not
to purchase a rototiller because she could not handle the debt), and the number of
stores carrying her products and her direct mailing list is growing. She has since
obtained another loan from the Women's World Banking. With a very small
expansion loan from CEI, she has been able to use her skills as a gardener and
herbalist to create a decent living for herself and her children.

The Child Care Development Proiect: Recognizing that quality child care is a
necessity for working mothers, CEI began a national demonstration project three
years ago to finance child care providers. Since then 45 child care centers and
family day care homes have received loans or grants to start up or expand
programs. Nearly 1500 child care slots have been created or improved, one-third
of which have been targeted to low-income families. Over 300 jobs have also been
created or retained. In addition to financing, each provider has received on-site
one-on-one counseling from CEl's child care specialist on creating quality child care
programs. And many providers have attended workshops on child development
and business management. CEI's business counselors have also been available
to child care providers.

Sally, a former single parent AFDC recipient was living with her husband and
son in a trailer three miles outside the village of Wiscasset, population 3,000. She
was augmenting the family income by caring for five children. When the furnace
in the trailer failed, she came to CEI for a $1500 loan to purchase a new one. This
low-income family had a spotty credit history and received help from a CEI
business counselor in cleaning it up. Sally was soon able to pay back the CEI loan
with the profits from her child care business. When electrical wiring in a bathroom
wall caused a small fire, the local fire inspector told Sally and husband that the
trailer was no longer safe. Sally came back to CEI with plans to build a new
building, half for the family to live in and half to house her child care program. CEI
loaned her $40,000 with which she was able to obtain an additional $60,000 loan
from a local bank. The increased space allowed her to expand to 12 children and
hire a helper. Sally and her husband have become increasingly sophisticated about
financing. Within five months of receiving the second CEI loan, Sally paid it back
in full by refinancing through another bank. Sally has become so successful and
in demand that she and her husband have built another building on the trailer
foundation buying materials as money became available and putting the structure
up themselves. Sally now has a total of 24 children, of whom eight come from low-
income families. She employs three assistants, one of whom is low income. Last
year her child care business generated $27,000.

The Housing Program: CEl's latest venture is its affordable housing program.
We loan money for the construction and improvement of housing for low and
moderate income families, our housing specialist provides technical assistance to
predominantly nonprofit housing developers, and we are developing our own low-
income and special needs housing projects. I will describe one of those projects.

Ward Brook, CEI's first construction project, will be the first affordable housing
subdivision in the town of Wiscasset. It includes six single family homes for low
and moderate income families and nine rental units for very low income single
parent families. A social services coordinator will help tenants acquire education,
health services and parenting skills. In addition, CEI's low-income benefits
specialist will assist tenants in finding jobs and training; our child care program
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specialist will help them find good child care. Local church mission committees are
being organized to provide additional services. Ward Brook will afford AFDC
recipients an opportunity unique in Maine not only to obtain decent housing but to
access the other supports necessary for escaping welfare dependency.

Suggestions for Strengthening Community Development
So what do we need from the federal government to strengthen community

development particularly in rural areas? I suggest three things: increased financial
support, a reduction in regulatory obstacles to employment that public assistance
recipients face, and streamlining of the housing development process.

Financial Support: The Federal Govemment needs to get into not out of the
business of community development if states and localities are to have a major
impact on reducing poverty. The Office of Community Services' Discretionary Grant
Program and the Farmers Home Administration's loan programs are excellent
community development models but their resources are meager. Another good
example is the recently enacted Small Business Economic Opportunity Enhance-
ment Act that will provide a modest $48 million in loans and grants through the
SBA to fund 55 demonstration projects over the next two years. These projects,
intended to finance very small businesses, will make loans up to $25,000 with an
average loan of $10,000. Each of these programs is critical to the survival of
community-based economic development organizations but they are a drop in the
bucket compared to the enormous need for business investment capital, particularly
during this serious banking crisis.

To empower these community development organizations to achieve their
potential, we ask your support for S.1859, the National Community Economic
Partnership Act. Sponsored by Senator Kennedy, this legislation would make $250
million available to some of the more than 2,000 community development
corporations like CEI throughout the country to expand economic opportunities in
low-income communities and to build on the success of community based
economic development strategies. If community development organizations are
going to achieve long-term stability, they need a large enough capital base to
support their operation. The funding level in this legislation will go a !cng way to
insure this stability.

When creating loan fund programs for community economic development, we
also urge Congress to include funding for technical assistance and training. We are
pleased to report that both the SBA Microloan Demonstration Program and the
National Community Economic Partnership Act contain such funding. It is our
experience at CEI that the more economically disadvantaged the client, the more
she or he is going to need a variety of assistance in addition to financing to
succeed in a business venture. Two of our current projects, a targeted employment
and self-employment demonstration for AFDC recipients and a self-employment
demonstration for refugees, have sizable -- and costly-- participant training and
technical assistance components in addition to business loans. But we are
convinced that this level of support is necessary for very low-income people to
succeed in moving toward economic self-sufficiency.

Employment Incentives: My second suggestion is the creation of employment
incentives for public assistance recipients. One of the greatest frustrations facing
community development practitioners is the array of federal regulations that restrict
AFDC entrepreneurial activity. Current restrictions on income and assets make it
very difficult for AFDC recipients to support their children and at the same time start
a small business.

Therefore, we urge your support of H.R. 3450 and S. 1860, bills that would
amend title IV of the Social Security Act to increase business limits from $1,000 to
$10,000 and to count as earned income only the net profits of small businesses.
These bills would also ensure that state AFDC program caseworkers inform
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recipients that they can be self-employed and encourage participation in self-
employment programs.

Congress could also amend the Job Training Partnership Act and the Family
Support Act to create incentives for deliverers of JTPA and JOBS services to
coordinate with community economic developers. They receive public funds to train
low-income clients. Community economic developers receive public funds to create
jobs for low-income people. Finding appropriate clients from Maine's two major
low-income job training programs to fill jobs created through CEI financing and
obtaining funds for on-the-job training and support services has proved difficult.
The value of creating a performance standard that would reward deliverers for
referring clients to and supporting them in jobs created with community economic
development funds should be investigated.

Affordable Housing Financing: My final suggestion concerns the financing of
affordable housing. The most glaring problem in affordable housing construction
is the huge gap between the need for such housing and available resources. Only
two federal programs escaped the 80 percent cut in federal housing construction
assistance of the last decade: the Farmers Home Administration 515 program and
the HUD 202 program. Both are woefully inadequate. There is a two year wait for
Farmers Home money to build multi-family housing in rural areas. Funding is
available from HUD for only 50 units in all of northern New England. And this
housing is restricted to very low income families, handicapped people and the
elderly. Passage of the National Affordable Housing Act is only a first step toward
restoring the role of the federal government in housing development and
assistance.

At this time, Congress needs to extend the Low Income Housing Tax Credit
which, more than any other federal program, has provided the incentive within the
private sector to invest in the creation of low-income rental housing. Obviously, the
affordable housing crisis in this country will not be solved until public funds again
become available to leverage private sources.

In conclusion, it is obvious that given the economic climate and the burgeoning
deficit this is not the time to be looking for large infusions of federal funds. But it
is a time for carefully formulated demonstration programs built on what we have
learned so far about economic empowerment. Community economic development
is an investment that will pay for itself many times over in improved living conditions
through the expansion of opportunities for our most disadvantaged families. Our
experience in Maine shows that employers are more than willing to hire low-income
people. Low-income people are able to succeed in self-employment and often go
on to hire additional employees. There is a critical role for the federal government
in this partnership. We urge your participation.

Thank you for this opportunity to describe CEl's programs. I would be happy
to answer any questions you might have.



REPRESENTATIVE SOLARZ. Thank you.
Let me just ask you right now, where do you get your capital from?
Ms. WiLcox. Our capital comes from our public and private funding

sources.
There are discretionary grants through the Office of Community

Services in HHS. That is a major source of our capital.
The Ford Foundation also has given us two very significant loans. The

Farmers Home Administration also has loaned us money.
REPRESENTATIVE SOLARZ. What is the total capital you have gotten?
Ms. WiLcox. $11 million.
REPRESENTATIVE SOLARZ. And how many low-income jobs has your

lending generated?
Ms. WiLcox. Over 1,200.
REPRESENTATIVE SOLARZ. And what does that come to per job? Have

you figured it out?
Ms. WILcox. I can tell you in a moment, Congressman.
[Pause.]
REPRESENTATIVE SOLARZ. You said you generated 1,200 jobs? 1,200

low-income jobs?
Ms. WILCOX. We have created 2,853 jobs, of which about 900 have

been for low-income people.
REPRESENTATIVE SOLARZ. They were low-income before they had the

job?
Ms. WILCOX. Yes.
REPRESENTATIVE SOLARZ. Now, presumably they are not.
Ms. WILcOx. Hopefully, they are no longer low-income.
REPRESENTATIVE SOLARZ. You had 900 low-income people, and how

much was your total capital?
Ms. WILcox. The CEI financing was $10 million for these jobs.
REPRESENTATIVE SOLARZ. So, that comes to how much?
Ms. WILcox. The cost per job was $3,641 for all of the jobs. For the

low-income jobs, it was $11,000.
REPRESENTATIVE SOLARZ. Per job?
Ms. WILCOX. Yes.
REPRESENTATIVE SOLARZ. And these are loans you expect to have

repaid?
Ms. WiLcox. Yes.
REPRESENTATIVE SOLARZ. And what is the average income of the people

in these jobs, the low-income people who got the 900 jobs for the low-
income. Now, that they have a job, what are they making?

Ms. WiLcox. The entry-level figure that I gave for our development
fund activities was over $6 an hour.

REPRESENTATIVE SOLARZ. Okay, Dr. Horton?
DR. HORTON. Thank you.
REPRESENTATIVE SOLARZ. Thank you for your patience.
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STATEMENT OF DR. STELLA JEAN HORTON
EDUCATIONAL TRAINING AND ENTERPRISE CENTER

CAMDEN, NEW JERSEY

Dr. Horton. Certainly. I do have a 2:00 o'clock train to catch, so I will
definitely be brief.

[Laughter.]
But I certainly want to say thank you for providing me this opportunity

to come to you today.
I am a practitioner, so, therefore, that which I speak is that which I

have experienced.
I am also presenting on behalf of Mr. Aaron Bocage and Mr. George

Waters, who are Senior Partners in the firm EDTEC, Educational Training
and Enterprise Center.

Much of what I shall share with you today has been extrapolated from
two articles that were written by Mr. Bocage and Mr. Waters on how to,
in fact, teach applied economics, but specifically to address poor youth in
this country.

The two articles were entitled "Creating Opportunities for Youth."
One was included in Revitalizing our Cities. New Approaches to Solving
Urban Problems, and there was a foreword by Congressman Kemp in that
particular article.

The second article was "Entrepreneurship Training for Youth" that was
published in Commentary, which is a journal put out by the National
Council on Urban Economic Development.

First of all, I should say that EDTEC is a minority-owned firm located
in Camden, New Jersey, which has been identified as the second poorest
city in this country, and EDTEC officially emanated in 1985 after having
worked with at-risk youth at the juvenile resource center.

Mr. Bocage and Mr. Waters decided that they were going to go
beyond working with and providing educational counseling to at-risk
youth, but, in fact, developing jobs.

Currently, I serve as the Executive Director of the Juvenile Resource
Center and also with Mr. Bocage and Mr. Waters. We have been working
together now for more than 12 years.

I would like to also say that what has occurred with EDTEC has
resulted in the publication of a series of workbooks entitled New
Entrepreneurs, which is written at about a 4th grade level, and actually
gives a hands-on, nuts and bolts approach to how do you in fact create
your own business as a youth in America.

These 12 units have aided in teaching poor youth how to become
entrepreneurs.

I must also say that we started, as I indicated, many years ago to work
with-

REPRESENTATIVE SOLARZ. Ms. Horton, can I just interrupt you for a
minute and ask a question?

DR. HORTON. Sure.

55-478 0 - 92 - 15
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REPRESENTATIVE SOLARZ. This may be naive, but "entrepreneurship"
implies a kind of full-time activity. If you are a youth, presumably you
are in school.

DR. HORTON. Right.
REPRESENTATIVE SOLARZ. How do you go to school and be an entrepre-

neur? Or by "youth," do you mean people who are already graduated
from high school?

DR. HORTON. No, we are not. I am talking specifically about 14-, 15-,
16-, 17-year olds.

While the concept of entrepreneurship may imply full-time employ-
ment, that which we advocate does not focus on a full-time job.

What we suggest is that youth actually learn the concepts within a
curriculum in regular school, or through a summer-designed program that
we operate in Camden.

REPRESENTATIVE SOLARZ. Well, when you talk about entrepreneurship,
are you talking about ... you know, when I was young, we would deliver
newspapers, or we would set up a lemonade stand and sell lemonade, or
I think once I tried to sell magazines somewhere.

Are you talking about setting up businesses?
DR. HORTON. That is similar, but we are talking about setting up

businesses.
Let me share with you some of the types of businesses that our youth

currently operate.
REPRESENTATIVE SOLARZ. Sure.
DR. HORTON. We have youth that operate baking businesses.
As a matter of fact, I personally this summer worked with seven young

ladies who were 13-, 14-, and 15-year olds. They baked home-made
products and sold those products.

REPRESENTATIVE SOLARZ. You mean like cookies?
DR. HORTON. Cookies, home-made cakes, home-made pies, brownies,

cupcakes-
REPRESENTATIVE SoLARz. Tell them to write to me.
DR. HORTON. -and they did a complete marketing strategy in which

they were able to solicit orders from residents as well as business people
for birthday cakes and other office parties, and things of that nature.

REPRESENTATIVE SoLARz. Tell them to put me on their list.
[Laughter.]
DR. HORTON. I certainly will do that, Congressman.
REPRESENTATIVE SOLARZ. I have a sweet tooth.
DR. HORTON. Now, other kinds of businesses would involve doing

small home-repair businesses.
We had a group of 11 youths this summer, under the supervision of

a certified carpenter who did small jobs within the community, to help
repair homeowners homes as well as other businesses within the Camden
area.

REPRESENTATIVE SoLARz. And the examples you gave, these are
throughout the year? Or just in the summer?
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DR. HORTON. These are businesses that primarily become started in the
summer, and some of those businesses are carried throughout the year.

Also, I should say that we are suggesting that young people learn the
concepts of the importance of entrepreneurship, just as it is important to
learn the basic concepts of reading and writing.

Now, there are some children in the United States who, at the breakfast
table each morning, hear their parents discuss business concepts and ideas,
but young poor children are not often privy to that kind of dialogue.

So, what we are suggesting is that within school curriculums, within
JTPA, there should be a focus on helping young people to understand that
they in fact can have a piece of the so-called "American Dream."

Because whether we want to admit it or not, Congressman, many of
our poor urban youth have embraced the concept of entrepreneurship in
terms of drug selling, rather than taking the concept of entrepreneurship
and applying that in those areas which can be, first of all, beneficial to
them, and also the community.

REPRESENTATIVE SOLARZ. Yes.
DR. HORTON. So, while we are saying entrepreneurship concepts may

be taught with school systems, we are also saying to teach it to young
people early enough so that at the age of 19, 20, 21, 22, the concepts are
there, and they can apply them.

REPRESENTATIVE SoLARz. I think that sounds exciting and very interest-
ing, and I commend you.

Let me ask you a question which has puzzled me for some time.
You may not necessarily be the best person to ask it of, but it is

something that I have wondered about, and given your experience, you
may have some thoughts on it.

I come from New York City.
I am struck by the extent to which so many of the people in the

Korean American community have gone into the green grocer business.
All over the city, you see these green grocer shops that these people

have set up, and almost invariably they make them look much nicer than
whatever preceded them, and it looks actually quite attractive.

I gather they work very, very hard, but they seem to make a good
living at it.

I gather, however, that it has generated a certain amount of tension in
some of the minority communities, because people who live in those
communities, see individuals who do not live in the community come in
and set up a business and seem to do reasonably well, and that, I gather,
generates some resentments.

I know in Brooklyn, where I come from, there were some incidents
that were quite tragic. But what I do not understand is, to the extent that
it seems possible to make a decent living, even in poor neighborhoods, by
setting up these shops, these green grocers, why more people from those
communities themselves do not do this kind of thing.

DR. HORTON. Well, based upon my experience
REPRESENTATIVE SoLARz. There is nothing to prevent them.
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DR. HORTON. Well, based upon my experience, we have to take a real
serious look at how the dollar turns around within certain communities.

What I mean by that is that within the African-American community
the dollar does not stay within 24 hours.

Usually that dollar comes in, with the exception of being used at the
local barbershop or at the local beauty shop, and that dollar goes out of
the community. Consider, now, the dollar within the Asian community,
or the dollar within the Jewish community.

That dollar turns over sometimes 10, 12 times before it exits that
particular community.

So, what I am suggesting is that within certain communities there has
to be a significant refocusing on how that dollar is maintained and used
within a particular community.

I think it is very applicable within my own community, the African-
American community. So, I would suggest that the challenge would be
to look at why the dollar does not stay within the community.

Now, in responding to your question again, it cannot be overlooked
that within the African-American communities the opportunity to acquire
dollars to invest in businesses are also limited.

REPRESENTATIVE SOLARZ. Well, let me say here, I have not made a
systematic study of it, but I suspect what you have just mentioned is a
critical factor. Because I know, just from my study of some of the other
communities that have succeeded, it is the availability to internal sources
of credit that makes a tremendous difference.

But here, it seems to me, that it might make sense for people in the
African-American community to emulate the ways in which other ethnic
communities have succeeded in generating internal credit.

Like, for example, the Koreans, I gather, they establish a club, and
everybody contributes a certain amount of money each month or week to
the club, and then each month a different member of the club gets what
everybody else has contributed, and then can use that as an investment to
open up a business or something. So, eventually everybody gets around
to getting enough money to open up a business.

The Japanese used to have this. Maybe they still do, I do not know.
I know that in my district we have a very successful Syrian communi-

ty-Syrian-Jewish community, actually-and they have been fabulously
successful, but their success can be traced back to the turn of the century
when they had a few generous and farsighted people in the community
who were willing to provide credit to others who wanted to start a
business, and that is how they got started. If they had gone to a bank,
they would never have gotten it.

If these Koreans, who want to open up grocery stores, wanted to go
to a bank, they probably would never get it. But they can go to people
within their community who make the credit available to them. Has
anything like that been tried?

DR. HORTON. Well, it has been demonstrated and tried in various
communities.
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Now, the degree to how successful they have been, I certainly have not
and cannot at this time share an empirical data that would support that.

But what I would point out, especially piggybacking on what you have
just stated, you see within certain communities the concepts are firmly
planted. There is a knowledge of basic economic concepts.

There is information already at the youth's hand, as well as the elder's,
of how do you, in fact, establish good business principles; or, how do
you, in fact, establish a good business.

Within the African-American community, and often within the
Hispanic community, there is a void of that information. That information
does not exist.

REPRESENTATIVE SOLARZ. So, how do you-
DR. HORTON. What I am suggesting is exactly what I am proposing.

That within the educational curriculum, that within summer JTPA
employment programs, there be classroom training that says this is exactly
how you establish a small business. This is how you market your
business.

Take a look at someone like Famous Amos who started with-Did the
world need another chocolate chip cookie? I do not think so.

REPRESENTATIVE SOLARz. But I-
[Laughter.]
DR. HORTON. But what happened? Famous Amos, through his

marketing strategies and techniques, was able to become a multimillion-
aire.

Did the world need another Cabbage Patch doll? No, it did not.
But as a result of marketing strategies, as a result of so many other

business practices, those individuals were able to become multimillion-
aires.

So, what I am suggesting and what I am offering is this, very
simply: The New Entrepreneur Curriculum with topics such as "Opportu-
nities All Around You: How Do You Actually Identify Opportunities
within Your Community?"-just to mention a few.

What are the types of business formations?
Many of our children are not even aware that there are basically three

types of business formations in this country.
How do you comply with governments laws and regulations.
REPRESENTATIVE SOLARZ. What are those?
[Laughter.]
DR. HORTON. There is sole proprietorship; there is the partnership;

and-
REPRESENTATIVE SoLARz. And the corporation.
DR. HORTON. -the corporation.
So, sharing this information with our young people in a very easy-to-

read curriculum that has been developed will give that information that
has been void in the past, and will ultimately impact the poverty level
within this country.
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REPRESENTATIVE SOLARZ. Have you had any success in getting this
adopted in the curriculum?

DR. HORTON. Most definitely. As a matter of fact, I served on the
Camden City Board of Education for seven-and-a-half years and was
instrumental in seeing that within all the middle schools, and starting
within the high schools, the curriculum has in fact been taught now going
into the third year.

REPRESENTATIVE SoLARz. And does it seem to have had an impact?
DR. HORTON. It has had an impact.
We are working currently with over 40 youths who have their own

small businesses. And during the summer-this summer-we worked
with over 60 young people that developed their own small businesses in
Camden.

REPRESENTATIVE SOLARZ. Well, I applaud you. I think that is very
constructive.

Where do you get your funding from?
DR. HORTON. From various sources. One of our sources of funding, of

course, is through the School District.
We also go out for private as well as public dollars.
But may I summarize by sharing-I see that you are anxious to go,

Congressman-
REPRESENTATIVE SOLARZ. I do not want you to miss your train.
DR. HORTON. -may I summarize by making three points.
I am not going to miss it.
But let me just share with you three suggestions, in terms of how we

can, in fact, make this work.
First of all, I recommend that all poor children in this country be

exposed to the entrepreneurial thinking and training.
If we can provide a welfare check, a Medicaid card, and food stamps,

then it would stand to reason that we should in fact be able to provide
training on how to get out of these free programs. One suggestion.

A second suggestion is this. That we make regulatory changes that
support self-help among the poor.

One example that is currently under consideration is proposed Rule
FR-2586, which provides a mechanism for and encourages public housing
authorities to contract with resident-owned businesses.

I think Mr. Kemp alluded to that this morning.
Third, we should include self-employment training as a priority area

of training and work-related education in the Job Training Partnership Act
legislation.

We should establish an Office of Youth Entrepreneurship within the
Departments of Labor, Departments of Health and Human Services, or
Commerce, to focus attention on this area.

Finally, we should establish a one-percent-for-self-reliance policy.
That is, we should require that 1 percent of the appropriations for HHS,
Labor, commerce, HUD, and Education be set aside specifically for
programs that teach self-reliance and support self-employment.
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Again, Congressman, I thank you for allowing me this opportunity,
and I certainly stand ready for any additional inquiries that you may pose
at this time.

REPRESENTATIVE SoLARz. Have there been any other areas around the
country that have programs similar to yours?

DR. HORTON. Yes. We have worked in over 12 different states in the
country, including New York in Rochester.

We demonstrated a project there.
REPRESENTATIVE SOLARz. Are you the only ones who are doing this?
DR. HORTON. We are the only ones who are doing it at the level that

we are currently moving, but there are a couple of other programs that are
embracing the idea of youth entrepreneurship.

[The prepared statement of Dr. Horton follows:]
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PREPARED STATEMENT OF STELLA JEAN HORTON

I appreciate the opportunity to testify before the Joint Committee on

Economic Development. I have submitted copies of the full testimony for the

record. Much of the full testimony is taken from two articles that we wrote to

explain our commitment to teaching "Apiolied Economics" to poor youth in

this country. The first is an article entitled 'Creatina Opportunities For

Youth'. was included in "Revitalizing our Cities. New ADDroaches to Solving

Urban Problems, with a foreword by then Congressman Kemp. The second

article, Entrepreneurship Training For Youth, was published in Commentary.

the journal of the National Council on Urban Economic Development.

First of all I would like to thank Committee members and staff for

inviting a practitioner to these proceedings. Usually we are not included in

hearings of this nature. These forums are usually limited to researchers and

theoreticians.

EDTEC is a minority firm founded in 1985 to bring together some of the

best minds available to specifically address the issues minority youth in

poverty. Over the past seven years EDTEC has gained significant national

recognition for its innovative Youth Entrepreneurship Programs. This effort

has included starting five businesses using chronic juvenile offenders as both

employees and managers, developing a complete 12 unit curriculum called

NEW ENTREPRENEURS to teach poor youth about self employment,
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training several hundred youth and adults in self employment strategies, and

publishing the: MARKET STREET JOURNAL , a newsletter that highlights

young entrepreneurs.

Aaron Bocage and George Waters, founders of the Education, Training

and -Enterprise Center (EDTEC) became involved with youth many years ago

when they were college students working at a settlement house in South

Philadelphia. Since that time, the staff of EDTEC worked with "regular"

teenagers, high risk youth, special education students, gangs and

emotionally disturbed young people. And during the twenty years in the field

we have consistently seen one barrier block the path of progress for the

young disadvantaged. That barrier has been the inability of our major

systems (schools. church. Government. etc) to successfully involve them in

the economic mainstream of our society.

There are thousands of young people growing up in our country who

have never actually worked or earned an honest dollar in their life. You

don't need to be a Phd in sociology to understand the problems that ensue

to youth and their families when they never experience the world of work in

our society.
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However, I didn't come here from Camden NJ this morning to simply

identify problems associated with young people and work. I am here to offer

some of what we have learned over the years in our entrepreneurial efforts

with vouna people and to offer some specific proaram suagestions for

dealing with the issue of providing more iobs and work opportunities for

young people.

The first thing I would like to suacest is that Policv makers seek ways

to encourage entrepreneurshin amona non profit communitv based aroups.

In 1977, we founded and directed the Juvenile Resource Center CJRC),

a non profit youth agency that works with Juvenile Offenders in Camden,

New Jersey. Camden is one of the poorest cities in the nation with youth

unemployment consistently at over forty percent. The JRC was designed to

work primarily with youth in the areas of education, counseling, job training,

and employment. With the Camden economy at rock bottom and youth

unemployment skyrocketing, we decided we had to also attempt to address

job creation strategies.
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In 1981, we started our first youth operated business, the Lunchbox.

The lunchbox was a downtown sandwich shop. We started the business to

create real iobs and real work for voung people in our community. Our goal

was to begin to break the cycle of dependency that exist in many families.

For a first year investment of $25,000, the lunchbox trained 16 youth in

all aspects of food service and restaurant work, paid them $21,000 in wages,

hired one adult camden resident, pumped $50,000 into the local economy by

using city based vendors.

Our experience with the lunchbox led us to start several other ventures.

We opened Little Bo Pizza, a sit down pizzeria restaurant; new ventures

management, a real estate management company that owns and operates

the agency's main facility; the plant company, a commercial greenhouse;

and perfect pastries, a commercial bakery. For the purpose of this

discussion, the economic details of each venture are less important than the

broad picture. Through the businesses that were created in this very small

non profit youth agency, 66 youth were involved in work training, 28 youth

were employed and 10 adults were employed. Thus, we would like to think

that a total of 104 families in camden were a little more self sufficient
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because someone in their household was involved in the real world of work.

We learned several important lessons from these first ventures. First we

learned that young people were hungry for the chance to be a part of a real

business. The key word here is real business. When we first started the

Lunchbox, we ran the business like a social service organization. We were

not bottom line oriented, we were too accepting of problem behavior, our

standards for the youth employees were too lax. As a result the youth did

not respect or respond to the "program". When we became a real business

with a real bottom line food service manager, the young people responded

dramatically. (For details of the exciting progress that followed, see the

articles attached as appendices to this testimony). Once the young people

gained respect for the business, their attitudes and behaviors improved

tremendously. When we set high standards and demanded that they meet

them and rewarded them when they did, they knew this was a real business

and they wanted more of it.

THIS MAY BE THE SINGLE MOST IMPORTANT LESSON THAT WE

LEARNED FROM OUR EARLY EXPERIMENTS WITH YOUTH
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ENTREPRENEURSHIP -- THAT POOR PEOPLE ARE TIRED OF PROGRAMS

BUT ARE HUNGR FOR AND EXCITED ABOUT THE CHANCE TO BE PART

OF THE AMERICAN ECONOMY.

Second, we learned that we needed to go to the next logical step in

training these young people. Some of our young students challenged us

directly. They said that they appreciated what we had to offer them in terms

of education and job search assistance, etc. but that we had not taught

them how to make money if they didn't want to work at McDonalds. They

told us that others in the community had offered to teach them how to make

money (drug dealers).

They clearly preferred to make honest money but no one, not teachers,

family, counselors, programs, ministers, businessmen, no one had offered to

teach them how to make money honestly. Now, if we intend top win this

"war on drugs", we had better start throwing some punches. And one of the

most effective punches we can throw is the offer of alternatives to the drug
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economy. We now felt we had to develop ways to teach them how to be

real entrepreneurs themselves-- how to start their own small business.

We suagest that as policy makers you look to encourage more

opportunities to create iobs. youth enterprises and work experiences at the

local level by utilizing non orofit youth agencies, churches, civic associations

and schools as economic developers, business mentors and customers.

Our sucaestion is that we (adults) must beagi to systematically teach

youth how to create work for themselves. One of the things we often forget,

and many poor kids never learn, is that one can participate in the world of

work without having a job. Many young people are blessed in this country

and learn about business, self reliance, and entrepreneurship everyday over

the breakfast and dinner tables. But there many others who are not so

blessed. For these kids we have to teach them what we all grew up taling

for granted before there were summer jobs programs, "If you can't find a

job, then make a job."

To help teach these lessons to young people, we have developed a

curriculum which actually teaches kids how to start their own neighborhood
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business. The curriculum is called NEW ENTREPRENEURS. I have a few

brochures about the program I would like to share.

We teach youth how to create a small business in their own

neighborhood with little or no resources. The curriculum is a series of 12

well illustrated workbooks written on about the 4th grade level. It is a soups

to nuts guide for the young entrepreneur, and it is designed to make poor

youth believe that they can try and succeed. One

section, called" easy in and easy out - youth business ideas for all

neighborhoods, should be owned by every youth in America. It is

appropriate for youth who live on farms as well as young people who grow

.uplin urban housing projects. New Entrepreneurs teaches kids how to deal

with the issue of work the old fashioned way.

- In addition to training youth directly and training others who want to

start programs -in their communities, EDTEC staff now spends much of its

time trying to convince policy makers of the importance-of.this approach.

We do not believe this is the answer to poverty in America, but we do

believe that it is at least a small D-artof the answer.
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To summarize our suggestions:

1) We recommend that all poor children in this country be exposed to

entrepreneurial thinking and training. If we can provide a welfare check,

a medicaid card, and food stamps, then we should be able to provide

training on how to get free of these programs.

2) Make regulatory changes that support self help among poor. One

example currently under consideration is Proposed Rule FR 2586 which

provides a mechanism for and encourages Public Housing Authorities

to contract with resident owned businesses.

3) Include Self Employment training as a priority area of training and work

related education in the Job Training partnership Act legislation.

4) Establish An Office Of Youth Entrepreneurship within Labor, HHS, or

Commerce to focus attention on this area of endeavor.

5) ESTABLISH THE 1 % FOR SELF RELIANCE POLICY . that is, require

that 1 % of the appropriations for HHS, LABOR, Commerce, HUD, and

Education be set aside specifically for programs that teach self reliance

and support self employment.
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APPENDIX A

RELATED ARTICLES
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understantdng of the importance of "Ap-
pldEcansre'educationforpooryouth

in America. and its relationship to overall urban
ecnomi development.

In moot eas of the country, th expert seek.
ing to initiate ecomic growth in poor cties, either
totally ignore youth. or indude young people in their
proposed solutions an secnd or third phase priori
ties, In effect, they ar saying that we just have to
writedoff one or two mome generations of young peo.
ple while we deal with the adults.

vi term this approach the defaulutricdle down"
treatment It says that since we don't know what to
do with these young peopl, well jut look the other
way and hope the benefits of economor growth will
find their way down to them.

There are several problems with thin approach.

Young people today omr creiang raw generstin of
young people at an aluaning rste. In our poor rities.
the young peopk do not move away they stay in the
city. Trapped in our economically underdeveloped
cities. they berome angry destautive forces wrkdng
azainst my revtaliaation effort.

The ignored 15-year-old of today who wants some.
thing better. in tie years bectms the angry young
adult with three hds and no futzure. W know all too
-ll from past experiener that if we do not indude
yunc people and try to give them a 'piece of the
action: they 'Mil surely find a way to tear down
whatever we build.

RW0 SOUJlTONS 3AD1 IN St flL
PACKAGES

Solutions to the probl dedltrgur inner
cities don't always come Iappd in the kind of
pacagethatweexpect.Ecomedeveopmentnnt
always wrapped in the drssing of the beor and
corporate execuv Inner city development often
cames in a small-haness wrapper and omeona
from the often niced reourca of youth and con
profit organiAtins.Onmnuhoernization waThe
Juvenile Resource Cntbr 0Chfouded by the ane
thon in 1977 in Camden. New Jersey eM of the
poorest cities in the country

The JRC was fmnded to hep seriu juvenile
offenders acquire an education. naneialia 2,1mg
$Wila alni1& and job pslassazejt t It began
doing this in a city wher trsma ununplopmntt
was appromxsatelYpercentTh youthwhodid
-.getjobs were employed at entry lell and didn't
retain the jobs for very Wn The crntes under the
authors direction, choe tQfofinam a cais as one
solution to these problems.

Vlostoreo OLo TheLA= Dam
In 19S1. alter much dbsuuise with JRCo board

of directors, the authors decided to open a takeout

Finding a Solution to Poverty
The unemployment rate for young adults in the city of Camden. New./erse opproachet eo to 70
perrent. During the summer months, more than 0A001 urban youth competefor 0ontailabl jobs.
llany ofthese participate in government-sponsored employment and training efforts that often
jail to nurture the spirit of eutrcprenenurship. This articlefhonrse on youth enterpise and the
ritatly importaont rok it can play in tmrning inner city youth awayfrom drug deling and other
illegitimate actirities. as U as relzfare dependtc to the satisfation of oustig and operating
a successful. small business. rhe article especialtyfocuses on the New Entrepreneurs program,
developed by the Education. Training and Enterprise Center VEDTEC) in Camden. It is a
currclumdtN4'ased entrepreneurial and ecouomic developmnent program designed to teach urban
youth hoir to start and mnaoge a snall business in their own neighborhoods.

4 COmIIIEST.UARYISig1
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sandwich shop to be operated by juvenile offend-
en. The Lunch Box opened in June 1IW5. tle bor.
rowed 512.000 for equipment and used six youth
offenders as employees. The planmnn process left
much to be desired, and the first year oi operation
was a disaster in many ways. e can now lauch
about the numerous crises that occurred. But, at
the time, they spelled disaster.

Clients were found "wth their hands in the till:"
the freezer broke down on a weekend, and all the
meats wem lost; theemplovees bad attitudes chased
away the customers; we had to lire our social worker
cook who was more interested in counselinz lads
than in running the latchen: and the health depart.
ment closed us down because our rented space had
rau in the basement.

Al of this resulted in a first-year loss of $s5a.
Evaluated strictly as a private for-profit venture
the Lunch Box would be costidered a loser based on
lack of profits and prohably losed dawn. However.
from the peaspeotve of the JRC the venture that at
first looked like a real loser was actually a tremen-
dous bargain see Tble I

Far an investment of S25.000 (the cost of cover-
ing the bons) the Lunch Box trained 16 youthful
offenden who received $2LOO in wages pumped
SfOOO into the local economy by using city-based
vendors as nappliera. generated S4.000 in sales
tax and S4000 in income taxes, cleaned up a
corner that had been a trash filled eyesore, and
attracted a new business next door. It also created
goodwill with city and county officials. made new
friends for the agency in the corporate community,
attracted several hundred-thousand dollars in new
business-related income, and attracted a fortune
in free publicity.

However, the aspect of the Lunch Box that was
most important to JRC was its impact on the young
offenders who were its employees. and the relation-
ship between their success and the future develop.
ment of Camden The venture was a first-rate rac-
ceos firom that point of view This can best be
illustrated by the story of one of those youth named
Juan.

Juan was a nearly illiterate. 17-year-old classic
career juvenile offender, whose attitudes matched
his rapsheet. He frequently said, Lock it upor I'll
steal it!" When Juan first began working at the
shop he struggled for several months. He didn't
seem to care about the business and his educa-
tional and personal/social skills showed little imn
provement. He struggled to spell out loud each
item of each order-"H-A-N .. "-as he wrote it
down. His slowness inaccuracy and terrible atti-
tude lost many customers and much money.

Six months later. Juan had developed a totally
different set of skhills. He could accurately take
rapid-fire phone orders while shunting orders to

the cook, and running the cash register. His skiib
and confidence grew rapidly as did his self confi-
dence. The next summer some new students were
brought in to serve as waitresses. They had basi-
cally thy rm saills (or lack of them) with which
Juan had started. He was appalled at their lack of
skills and constantlycomplained that summer that
the new ntudents didn't even understand how to
figure sales taxes!

Juan eventually became unhappy because he was
developinghisown ideas about how abusinessshauld
be run. He felt we were not doing a good enough job
and he decided to compete with us by opening a
similar business to be financed by family in Spanish
Harlem. WhetherJuan ever opens his business snot
important. What is important is how he attacked his
problem He was frustrated and somewhat angry. In
the past he would hare struck out with anger Now
he is thiuking and problenskolviug like a businea
man. Instead of trying to destroy somethin he
didn't like, he chose to implement what he felt would
be a more success legitimate venture Juan will
never be in trouble again and will probably never be
dependent on welfare or other government nuba
dies

In retrospect, the authors believe that what
changed Juan's attitude was a change they made in
the operation of the shop. The change was a decision
that the operation of the shop woudd be a busineso
first and social service second. This entailed the
firing of the racial service worker who had been
directing the Lunch Box and the hiring of a profes-
sional food service worker who had zero social ser-
vice backgrmud. Ve had discovered that once we
decided that the Lunch Bon would bea business. run
as a business, it actually became a better service for
the choent.

COMME.NTARYSprringl[l9S S
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TAEU I
Juvenile Res*tues Cen 1unh Box
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In other wordsaJuan started takingpride of own-
ership in the busine ss once it rosily became one. Vk

had diseovered that in spite of and maybe because of
our good intentions, we had been offering a
governmentwponsored nsimulated business," Be-
causewewantedtobes'spportivetoourclients, we
had created a situation with low performance stan-
dards.

What Juan and the other students had shown us
was that they did not want to be protected from the
realworldofbuinessQuitetheoppositethey wted
to participate in a real business. They did not re-
spondwelltothe'playscting appracl..Theywanted
a piece of a real business with high standards that
they could be proud of This may be the single most
important lbson learned from the youth-operated
businesses

I met asesaof th
anintry, t Vento E tWttle Be P .aw
seekiag to Initiatesecoomic Experiences with the Lunch Box (which broke
growth in peer eitle. eiaUer even and eventually made a small profit and is still
00051*? Arnigewseuth, or operating at a new location) led to several other
ioelude yengrpeeb in ventures. Among them was Little Bo Piizza a sit-
theirproposed oarsuions as down pizzerin The pizzeria opened in a moderm
second or third phase restaurant setting, using good equipment, well-
pri mlties. trained employees, a good manager, and high stan-

dards. It had good cooks and provided good food at
reasonable prices.

We had achieved one of our economic development
goals. We created good jobs for chronically unem-
ployed. minority inner city residents But, this ven-
ture lost money and eventually failed.

.Although the restaurant was perhapsJRCs best-
run business its location was pooc It w in a

6 COIME.TARYISpring1990

neighbrhood t ortotpo rtit 75 percent ofthe
neighborhood was on welfars), and too depresed to
attract outside patros

b simply tried to do tco much e nt only tried to
operate a bune usmg a difflicut employee pop-
lation, but we tried to irnglehandedb am a very
poor neighborhood neede high and steady cash
flow to support LUtle So Floss but the csh flow in
this neighborhood which depended largely on wel-
fare cheeks, had dried up by the third week of each
month.

From this experience we learned to be more hard-
nosed. cautiosus and deliberate about settin goals
for community development Had we locted Little
Bo Piua in a less depeessed ares, it would have
survived end been subL There would have
been long-term ecoc improvement for the em-
ployees who were inner city residents. Thi is an
approach that should have bee considered more
carefully.

Wes could have fowed csh back into the poor
neighborhood through the paychecks Of the young
employees vhile not affecting the aras phynsinl
stoclk it would have helped the overall economic
climate of the neighborhood W also learned that
there are opportunities fhr business development
even in the moot depressed communities, but these
opportunities must be strictured differently. Micro
ventures which require small capital investment
and are able to survive the fluctuations of cash flow
in poor communist are most appropeiate for the
poorest neighborhoods.

lye learned that to effect economic improvement
of the poorest communities, we had to start train.
ing and preparing the residents of those commu-
nities to operate micro ventures-we had to start
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trainingthe next generation ofentrepreneun from
the people who actually lived in the neirhbor-
hoods,

Vesture E3: The Plant Company
The Plaint Company is a commercial gvenhouse

operation, selling both retail and wholesale. It is an
attractiveand well-runoperation. Although itstarted
as a slight money loser. it has become a money
maker. As an example. the young people plant sev-
enl thousand poinsettias which they market and
deliver for the Christmas holidays. They also plant a
full variety of spring bedding plants Wirk in the
greenhouses is accompanied by bask classroom work
for 30 yungster perye-, producing several perma-
nent jobs,

The greenhouse took us one step closer to true
entrepreneurship when tome of the young people
grew their own plants in a corner of the green-
houe and began marketing their own product in
the community In effect, they were no longer just
employees but each etadent was his own manager.

The erspe- ofthee yong peaoplselling their
own products agin showed us that they wanted
something more than ust employment. They we
absolutely sold on the American dream and they
wanted to bnow how to play the economic game
nsecessfutll They wen seldom able to articulste
their desire to lern economics but their actions
said. 'rach me about bussesem

lbe canteen was oum first pubfinprivate coopera-
tive. Iti loated atauntyho lomplex, whicb
has a psydiatric h ital, a nursing home and a
longterm ca faty. At the psychistrie hospial.
the county had been running a patientemployee
canteen on whic they wre losing VM per yeaz
The facildity was dark and dismal, the food poor said
the patients were poorly treated.

The eounty asked if we would be interested in
running the canteen in exchange for free rent and
free utilities. Vk learned a very impoetant lesson
from thin venture, where we had once again under-
estimated what young people could do. Wi were
concerned that they would not be able to handle the
work with psychiatric patients. They not only did
very well, but were able to take over as managers.
They had a good sense of how to be kind to the
patients. The bids bow the patients and welcnsed
them by their first names. They bnw and remem-
bored what each patient liked in the way of food and
toileies.

GoDeetasent Eom poant and Taining
Poy

All of our experiences with youth operated enter-
prism which has included black white and Hispanc
kid in various parts ofthe country has conmnced us
that Amserica' youth, even in the poorest environ-
ments have both the desire to lea shoalot omico
and the ability to apply the tessoos learned ern at a
1(0009 oe.

Yetsadlourgverment'sempleymentandtrain.
ing policy fails many times to nurture thin entrpre-
neurial spirit. In fact, the government employment
and training efforts for poor youth often do moreto
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trus them for walobs dsp _ tht they do to
nurtur theeotewuw nrt.

One prmaentexamphetf thontradictionis ir
________________ the summer yuth employawat prepam fuded by

AU fou r _ dtb the V. Department of LA= The major JTA
yout apastd summer program is subsidi soc experience in
w~chleh hatneloardobt a e rovernmentoffices and nonpot agencies. The stua
.h andte t pasie do i dents are assigned to work at the agenies and are
variu Pat of &be paid by government check The progrua ignores the
eutxL7. has oonarined u priate sector and the hundreds of thousands of

that ev th pee s ummer jobs available for youth.
enemtousenta Americas The participants are not asked if they would pre-
Youth have both the denim fer working at a real job or if twy, wont help looking
to lears Shows einks fora real job. Placement in a p05155 5sectarjob is not
And tab OUtY to Apply the usually even discussed. They sae simply enrolled
leaem learned even at a and put on the pablic payrolL The kids get the
_________Age, __ impression that thio is the nersal way to get work

go to the g r They should be taught
that this is a last resat to be osed only if you cant
get a job in the private Swine.

Kids an gbl for this prqram at age 1L Unr
fortunately beas of dchid lor taws nd inmr
anct problems, them is 11t1k that these kids am
allowed do So all too dnt, they sit arond or do
makrwork jobs to get th igernment chec:..
further dampening an sdit enterprise.l rmaly,
the proram usually falls to reward effort or puiosh
tack of effort. Beca o all of the administrative
houlsit isoimplertomasumrthateveayonegets
the same check mont

W have all Seen the sske gwnp, ten kids wear,
ingrnmerpr tr~hnheaobrooms
and a college student wmp e all walking the
steet in math of leaves. The firt problem is that
this certainly does not simulate a real job expern-: Jjs @ 9eJJ/§

!Lv L o _

Thce semuod p- is ,60sn ~ ku work
very hard eW hkm gm Stots_ - just do
enough to get by end -as slkm witub lk-
maim on their hasl. have bad M and do
almost no week. Yet. A all th check
amount The kids have Warad at Ve 14 in their
airst worke xrnmtha d justdomstseemtopy
to work hard and do the rit thing ... the got re,
ment check will probably be ther jur the same
Students get paid for attendance. not for prahdctiv-
liV

The excited young people in the Lunch loz, the
Plant Company greenhemev aod other now d
scribed here, are the same kin of youngpoople who
often worked (or no with Kml_ on tJPA
summerworkcmweThedffablirinw abttoy
were exposed to One poup mu agpove to the eye
openingworidotresn _ oIandtheotbartothe

world of government d_ epea
Frufation wit ths and the da

trost between the you sp Will the
summer employmat pr ogres i i the
creation d * currnse totiselys _
to poor youtLh The New gise.
prenwiro and is n enmtbuihtb dei iL It
is designed tobe fhn aedRos sdeia Wkb the
curiuunspleta& the dhos tb _UR the
local PIC coundcl andAcNdbrapeavot dyearhl
Camden youth to do th db s td
thin new approah.

Tkw progrs w*a a hainand h baa s l a
regular panrt othe snmourjiotarobm.Jdm.
olly the curriulus is being inst" in bhet tUe
high tdwol and middle sholsin Cad.

Laot summ 80f IYea lt tb
gram and 68 were ior Iav b in s.l _ by
the end of the sasa The typas St i _lema
started ranged hoaJasdsrialsohas to hihre &

noa New Neeee peqe
Now Entreprima is a prog to te& uren

kiads. e m y ui n i i 4 Wsiabot
It wan crested foar year age. Thoui NK wE
pronruur yotag people irn t t th re _p
to high teds employment, to tnmyplemart, sad to
wefsre The progran m ottO eedc the bw new
sagt Wofpn -R find djA... thatMAIM a A

The prognn has five goal
1) Trach young people ins practiaLi

way sbout how to start sad tsu saall booi_.
21 Develop slonaimgo sail awarusm efas i

stregh.
33 Eapse young people to unsfid ro eed.

ela-mi smallubom people. Yon people
smexmen eem to wear blindeos. They rn be sur.
rounid by 100 unDgugn _a. _ peap
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who lie in nice homes, operate legal businesses and
make their own way in life. But these business
owners don't catch the kids' attention like the told
chain-bedecked drug pusher hanging out on the
street crnwr or driving a flashy ean

It is important to eall the attention of our young
people to the successful owners of legitimate small
buminesses that fill our communities. These are the
role models and new heros we want for our kids.
This must be done in a purposeful. systematic
way-inviting the business owners to talk to the
students, getting the kids out in the community to
look at legitimate successful businesses and mak-
ing friends of the business owners in the commu-
nity.

4) Cfonvnce young people that they can ucroed
within the system if tsey both aork hard and work

5) Motivate GU ong people nd then bd their
harsh While thEy actually Start a mall rensure.

: m.. _ ega . st

The New Enstepiereurs Summer Progam asu.
ally hastes en weeks. fowve the curoiculum
was designed to adapt to varying periods of time
wben itisused in schost durig reular
Io ) year) It begins with an orientation for the
young people nd their parn The formal del
work portion of the program lasts for two weeks,
During this twoeek peid, the atudents attend
clasu for two hours per day and go through the
New Entrepreneurs curriculum. The curriculum
is a series of 12 workbooks (See Table Jl.

In sddtion to program staff professicals from
the lecalesammunitincdudinglawyers, aintnt
ndW marketingexperts. ar unod to tesah the tedsh
neiec lions

At th en d of two weeks the young people have
esplored and identified theirskil, likes and dilikes
praduaed a bemar mdarecng der
and ompleted a written business plan. They are
motivated. ex d and ready to gm At this peint
they ae given a week of intensive training in the
ua of their business.

No matter what their business (from window
washing to dried flower aranging, to silkscreen-
ing t4hirts. to small home repair) they need to
know what they arecdoingwhen they gpout on the
strwtL This training helps their confidence: they
begin to believe that they really can make this
business work.

At this point they need practical assistance.
This is where the mentors become so important
The young person meets with hislher mentor and
explains the bu*sines plan The mentor reviews
the plar makes esggess, belpo the student
decide whor o begn, who to cil what to ask.

TAsS

NEW ENTREPRENEURS PROGRAM
YOUIM BUSlNESSES STA.RTED

HOT DOG STAND

HOME MADE CAKES

NOVELTY SALES

SILK SCREENLNG

MANICURE SERVICE

HOME REPAIR

CANDY STORE

BABY SrIlNG

T-SHIRT SALES

HAIR BRAIDING
WINDOW CLEAN

JEWELRY REPAIR

DRIED FLOWERS

RETAIL BIKE SHORTS

CUSTOM CAR CLEAKING

ART PHOTOGRAPHY

ITALIAN ICE RTAND
FRUIT SALAD STAND

TAXI a

NEW ENTREPRENEURS CURRICULUM
12 WORKBOOKS

UNIT ti ENTREPRENE t WHO. ME
UNIT i: OPPOTUNITIES ALL AROUND YOU.
UNIT S: EAST IN-EAST OII-BUSINr S WIDAS Pa ALL

NEIGHBORHOODS

UNITo, WHERE TO DO BUSlNESS

UNIT. TkPE QOF BUSINESS OWNERSHIP
UNTrS: COMPLYING WITH COVERNKENT REGULATIONS AND TIE LAW
UNIT 7: HOW 70 SELL YOUR IDEA (MARKETIG
UNIT S: WHERE 70 GET HELP
UNIT It RECORDS AND BOOKS-DID YOU MAWE ANY MONEY?
UNIT 0:. MONEY 70 GET STARTED
UNIT IL' HOWO MIND YOUR OWN BUSINESS O1ANAMIXNT)
UNIT 12: PLANNING UNfT-DEVELOPING YOUR OWN BUStNESS PLAN

where to p first, wr on the sl pitch; gives
them led*, etc. The staff then serves as tedhnieal
assistance providers during the actual business
start up phase. This period of business start up
and operation lasi fourweeks, until theend of the
summer.

The Messleor op
Mentor. a man or woman who has a knowledge of

business and a willingnse to share that knowledge
with a youngperncs whois hungry to leanr. Idelly,
the mentor is a pemrn who owns nd operates
hisuher own small business. But the group also in-
cludes many people who have hrst-hand knowledge
but do not own the businees

The key to the Mentor Pognnm lies in finding
people who ke young people and who ar willing to
share what they kno aout e bs t hnd e
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.1leitort am nmople, rho offer a isible and prodtikr
/lternati-e io oocpmtoymeeot. orrov .,,d illepal
orest
We ask each mentor to -adopt' one business. This

may mean jpst one young person. or possibly two or
three if the business is a partnership.

Each youngperson whorompleted the two weeks
of course work and who prepares a business plan
a-ill have a start-up capital fund (S5041-00) estab-
lished for their use. To use the iurd. the young
entrepreneur must discuss the idea and get ap-
proval from the stafibanker and hisher mentor.
This process is started by tilling out a Capital
Fund Request Form.

Wh rfn up Ut Propms
The program ends with Youth Enterprise Day. In

Camden, the mayor proclaimsa one day at the end of
the summer Youth Enterprise Day. On that day.
(preceded by advance publicity) a cersimty is held
outside City Hall where various digntaries (mem
bly and city round) emerbers. for example) speak.
The mayorreadt a proamtien honoringthe young
entrepren Young entrepreneurs speak of their
experiences, The emphasis is on the young people.
their surosves, their involvement with the growth
of their city, and turning from doing drugs to being
in business

EDTEC
Education. Trainint a Enterprise Center
309 Market Street. Suite 302
Camden. NJ 08102
(609) 342-8277

For Infornation On How You Can
Start A Youth Entrepreneurship

Call Or Write To EDTEC

OPPORTUNITY

AOUND/
YOUQ

why mv -
Over 300 unemployed summer youth have prtuc.

isated in the program se 19I About T0 percent
ownd up starting a buuine. during the gevesnweek
proram. tthy teach entrepceneuiohip to youth?

U) ITITDES: The program teaches the att-
tudes and values hard by entrepreneuro They
include: independence, self reliance. creativity, opti-
mism about the future. and a reluctance to be de-
pendent on government.

2) EDtCATIOX: Entrepreneunhip education
supports general education by making it releoent
and enjoyable. It is relevant and tan to leant math
through calculating your mark up or profit margin.
It is fun and relevant to larn writing sidls while
doing our brochure or ly

3) BUSINESS: Enpren hp education in
cubatesthe next generationodAmericantsmall busim

4) COMMUNITVl DEVELOPENT.: Joshua
Smith, (CEO of ama Crp atd on of the cin-
try's lai bla tepme_ _ said recentlb in
speabtgtalbouttheroloot l in reladdingthe
innr cties, that thtme aasolstuly nothing wrrng
with American bu to d. that them
are not enough poor people and black people in it.
Teachisgentreprenunt leaWaY to imZe1ne par
people in the rebirth ethteinunnieL Butthre
ino mgic.r have tetripeopletobe readywhen
the opporturities finalldo ents.

5) PRCTICALSKIS:Taeabigentreprnu
ship provides youth with a practical way to maki
money when they need it. It proidea a direct alec
native to illegal sronery-makiu itt

6) TAPS BUSINESS GOOD WILL AND rAl
ENT: America in lirals leded with small bm,.
nesn and woman who want to do metog to
make things better mi our ie and fr poer youth.
Tbey havm been asked to donte meS they ham
been saked to sit on bese sad committees. Butno
one has asked them to de what they do besL This
approach ash them to adept one youth busine_,
oneortwnkidstandtectthemthe atttudes, values
and skiss of entrepreneursi
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Crating
.Oportunities
kor Youth
Aaron BOcug

Mm cosponora of this conference. C _mpessman Jack
Kemp and Mr. Robert Woodson. have included mm people
who ane n normally head fim at these aheuings. and
they have included youth as a policy Issue for rebuilding
our cities. This is, unfortunately, very unusual

Most conerences of this nae, and Inded most expes
In this afa either totally Ignore youth, windudeyouth In
their proposed solutions as second or id As prioridus.
In effect, they ae saying that we just have towite ofcoe
or two mos generations of young people while we deal with
the adults. This approach is what I refer to a the "deuli
ttickle down' teatnMent. This approach su that snce we
don't bow what to do with these young people lts look
the other way and hope like h that the bentat ofew.
nom growth will find their way down to them

The problem with this approach should I and aer
obvious Young peopl today a crain nwmeraIM
of young people at a alarning rate; young eolple in eu i
poor cities do not move away-they stay in th dfy and
young people trapped in our poor cities b emso apy,
destructive forces working gint ay revitalalon eWL
The Ignored s-year-old of today who wanted something
better in five years becomes the angry young adult with

three id a no fture. We know An so won fti. pli
expulence that If we don't Include young people nd by tio
give them 'a piece d the acon" they win sumely fd aqway
to er down whaterr we build.

So. t I am mas e contribution to this _
this discusin, It would be to challenge me s her W(
lisen cbesely the o sed olutions and to III
rejc any solutions that Implicitly or expiky wtee
another generation of youth.

Solutions to these problems don't always come ppd
In the kind of package that we expect. When we approach
these problems with a pre-set mental Image of what the
answers will look like, we tend to Ignore any answers tht
don't meet our Images. Many people feel that the solution
of unemployment In our cities will come from attracting the
next GM Saturn plant or becoming the next Silicon Valley.
Well anyone who thinks that the solution will look ke that
in Camden, New Jersey, Is sadly mistaken. Camden Is net
ging to attract another Campbell Soup. It is extremely
fonunate that it wable to retain Campbell Soup when the
others left the city. The rebuilding of Camden and es l
the rebuilding of Camnden's youth Is not ping to cma
wrapped in a big business package. It will cme in ea1 1
business wrapper and sometimes rom the often Ired
resources of youth and non-profit organizions, such sa the
one I'm involved with. I want to fecus now on the very rt
ofour efforts at business because I think it makes an lmpm.
tant point about why this appch Isa vauable n

In 1961, after much discussion with the board of dihe-
tos, the juvenile resource center decided to open a fake-
out sandwich shop in downtown Camden. We Ieiwed
$12,000 for equipment, used six CETA summer workr
andopened the doon in June of 1981.

lhe panning pros left much to be desred. Te firt
year of operation was a disaster in many ways. -We can now
laugh at the many crses that occurred-the clients with
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their hands in the til; the freezer breaking down on a week-
end losing all the meats; the clients bad attitudes chasing
customers away; the firing of our soca workedcook who
was more interested in counselling the Idds than running
the kitchen. the health departmentcloslng us dow becau
our rented space had rats in the bssemest. etc. Well, ad of
this resulted in a fist year loss of 925,000.

Now some of my economist friends on the panel and Ir
the audience who believe In the big wrapper solutionas to
our cities will delight in hearing this because it would seem
to support their contention that economic development and
the rebuilding of our cities is best kept out of the hands of
non-professionals-non-profit agencies, churches, com-
munity groups, and, certainly, youth. And from a quick,
superficial look at our first year, perhaps they are correct
However, if you take the time to look beyond the wrapper,
you get quite a different picture of year one at The Lunch-
box.

During that first struggling year, we trained and employed
16 young offenders, paid them $21,000 In wages, hired one
adult resident of the city, generated $4,000 in Income tae,
pumped $50,000 into the local economy through our local
purchase policy, and generated $4.000 in ales taxes. Addi-
tionally, the comer properties prior to our opening a bud-
ness consisted of a vacant, delapidated building, a vacant
garbage-filled lot, a vacant two-storefront building, and a
parking lot. We rented one storefront for The Lunchbox.
Soon after a Chinese restaurant opened in the other store-
front. We cleaned one vacant lot, landscaped it and used It
for outdoor eating. The comer was now attractive and liv-
able. A dentist renovated the vacant building and It now
houses his offices.

We certainly cannot claim responsibility far all of that
development but we can claim pat of the credit. We were
the first ones in with a vision of what that tomes could be.
The $25,000 loss now begins to look like a tremendous
bargain. It Is an especially good Investment of dollar when

compared to what $25,000 buys through typical CETA-type
training programs. From my perspective, this type of public
Investment Is cost effective even with an annual loss of
$25,000. There is no way that the government can buy this
much training, tax generation, and economic development
for only $25.000. The ready exciting thing is that The
Lunchbox Is now breaking even. This means that an of those
benefits to the community are absolutely free. This is a
staggering thought when viewed as a policy Issue. It raises
real questions about whether we should continue to spend
through the traditional pipelines or whether the taxpayers'
money can be invested better through some non-traditional
approaches.

In the Immediate future are a second Lunchbox oper-
ation, expansion of the plant company, and the opening of
a retail outlet for the plant company. Our long range goal is
to create a mini-industrial complex primarily operated by
and partially owned by juvenile offenders and welfare moth-
ers.

Cities must learn to use what they have, and to
leveratge and recycle their financial resources

Camden Is an extremely depressed city of about 85,000
residents with upwards of two-thirds of its residents on
some sort of fixed Income. And, In general, those who could
afford to leave have done so. The city is increasingly a city
of the young and the old. Camden has several major devel-
opments underway and Is working very hard to develop Its
waterfront. This certainly seems to be a wise strategy and
one that must be pursued.

Cities like Camden, however, must do more than just
work on the big solutions. Big solutions by their very nature
exclude most youth, and especially minority youth. If the
city does $200 million In new construction next year, that
will be great, but It will mean litde to the minority youth In
the city. an ever-increasing proportion of the population. So
the city must look for ways to develop this group or we will

Revitalizino Our Cities
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have the classic tale of two cidtes-the society hill and the
ghetto.

Every poor city In its quest for the big ticket soluton
inotes smaller but potent resources that It alrady possew
Every poor city has potential economic deveopsnt fosess
hn the dty government budget, the hool borrd. no-pft
agendes - churches.

We must come to view each of these as potential sconomte
developers for our urban youth. Consider the Impact If each
church In the Camden area made a policy decision to pur-
chase Its goods, equipment, and supplies from a Camden-
based minority firm; or if they committed this buying power
to new youth-operated businesses. There would be a mini
boom in the local economy. What would happen if each
church would commit its resources and the talent pool of

X bIts membership to creating one new small business (even
If it employed only one person) to be owned by a minority
youth or a welfare mother? The impact would be enormous.

School boards in poor cities control a tremendous amount
of money. Poor cities have to learn to leverage their scarce
dollars. An example: Two years ago the school board in
Camden gave its major lunch program contract to a firm in
Ohio. The contract was for over SI million. The city's tax-
payers got a dollars worth of goods for a dollar spent. But
consider the impact of keeping the money In the city. hiring
welfare mothers who have good cooking skills, and who
can't work full time because of kids at home, to prepare
freshly-cooked hot meals for the city's school children. How
many jobs could be created? How much taes generated?
How many women off welfare? How many women with self
respect restored because they earn their own way? Even if
this approach would increase the cost of the contrsct It
would still be a far better investment of sears financial
ussourcs.

Consider the impact if each non-profit agency in Camden
started a small business similar to The Lunchbox or the

plant company. They would collectively pump some $20
million into the local economy.

The point again is that job creation will not happen auto-
matically; it will not happen for urban youth even through
major economic development. Cities must spend resources
better. In order to do that we have to change the way we
think about the resources that we already control.

Recorniended Policy Changes
A) Amend state purchasing regulations to allow for local

purchase options In enterprise zones.
B) Enterprise tax incentives could be improved by pro-

viding tax incentives for local subcontracting. Exam-
ple: RCA is not going to move the majority of its
operations back Into Camden for the tax incentives
offered under the enterprise zone legislation. RCA
could well be encouraged to subcontract more of its
work into Camden through tax Incentives. This Is a
realistic way to gain benefit from those firms that have
left the city and are not coming back.

C) Funding programs such as CETA should have s por-
tion of their funds committed as a venture capital
loan and grant fund for new youth entrepreneurs in
enterprise zones.

D) Other national funding pipelines that support urban
economic development should carry a youth Involve-
ment requirement.

E) We need a national policy dedicating all excess
resources, supplies, real estate and equipment to youth
entrepreneurship projects. Today, all over this coun-
try, we have hundreds of millions of dollars of Inven-
tory wasting away In storage and costing uroney to
warehouse. We need a young entrepreneurs policy
that does two things: establish youth entreprlse proj-
ects as a top priority useage; and provide this policy
with the power to override the many bureaucratic
roadblocks to creative use of these resources.

. .Revitalizing Our Cities
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We have first-hand experience with thee roadblocks
Two years ago we became aware of an abandoned missile
base in our county. We investigated and discovered tdut it
was surplus property, not considered valuable to the federal
government, unwanted by the local govermnent, not well
maintained. an eyesore to the local community, and theo
reocally available to non-profit educational p ttg such
as ours. We wanted it as a base for all of our educational
and economic development programs. Everyone liked our
plans and supported our efforts to get the property. We had
tremendous blpartisan support from the local level to the
governor to the White House. The strong support Included
the two major departments responsible for the property-
Education and GSA. In spite of this the bureaucracy won.
Confusing and often contradictory relations blocked every-
one's attempts to have the property turned over to us.

The point here is that we need good policy changes, but
we Also need to empower the policy changes to win out over
destructive bureaucracies.

We Must Teach and Foster Self-Rellance

We must teach our urban youth better. Improving basic
skills is certainly part of the solution, but there has been
and continues to be a major gap in urban education pro-
ganms. We just don't teach our youth in practical useable
ways how to partlicpate in the economy of tomorrow.

In New Jersey, we have done a very good Job of opening
doors, creating opportunities, and providing Incentives
Efforts such as the enterprise zones and large atasides for
wonen and mrnority firms in spemdng popguns have qlened
tremendous windows of opportunity. But many Of those
opportunities have gone unused, and the results of these
efforts have been somewhat disappointn The rason is
that we have not properly prepared enough women and
minorities to take advantage of the opportunities now that
they have become available.

Today in Camden you can sense some excitement about
the beginning of the revival of the city. Businessmen sense
that there Is going to be some money made in that town in
the conming five years. High school seniors in Camden should
be tearing down the doors to get out and get their share.
But the opposite Is true. Most don't even know what an
enterprise zone Is or what it can mean to them. And they
certainly don't know how to make it work for them.

We need to attack this problem at its source-basic edu-
cation and exposure at the high school level. We have devel-
oped a curriculum called New Entrepreneurs, which seeks
to teach young people how to identify opportunities every.
where, from the projects to the suburbs. It Is our goal to
have this curriculum used In every urban high school in
this country.

Finally. I would like to make this point. It Is not our goal.
nor do we expect, to develop hundreds of thousands of new,
young entrepreneurs In the next five years. It is our goal to
open the eyes of hundreds of thousands of young people to
what is available to them. Once their eyes are open to the
opportunities, their eyes are also open to their responsibil-
ities for themselves. And at that point they are no longer a
deficit to the community, but rather become contributing
assets.

Creatingjob.vEncotirngingEntrepreneurship -
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REPRESENTATIVE SOLARZ. Well, I think it is a very creative and
constructive idea, and we will certainly give very serious thought to
your three specific recommendations.

I want to thank both of you very much for coming. You have been a
useful complement to the testimony from some of the others.

It is nice to see that there are people out there on the front line trying
to deal with these problems in creative ways.

I suppose that you are among the "Thousand Points of Light" that the
President had in mind, to a certain extent, and certainly you have helped
to illuminate the lives of the people who your programs have helped.

Just make sure that the cookie manufacturers put me on their list. ha
particularly partial to chocolate mint cookies and chocolate chip cookies,
as well.

DR. HORTON. We will get the recipe.
[Laughter.]
REPRESENTATIVE SoLARz. Thank you both, very much.
Dr. Horton. Thank you, sir.
Ms. WILCox. Thank you.
REPRESENTATIVE SOLARZ. This hearing is concluded.
[Whereupon, at 1:50 p.m., the Committee adjourned, subject to the call

of the Chair.]
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